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1. (C) SUMMARY: Chinese Embassy and Greek MFA readouts 

painted very different pictures of Chinese President Hu's 

recent visit to Athens.  The Chinese saw the visit as 

fulfilling three goals: repaying Greece for President 

Papoulias' visit during the Olympics; cementing the 

Chinese-Greece "comprehensive strategic partnership"; and 

expanding economic cooperation, including the signing of an 

agreement for a 35-year concession for the Chinese company 

COSCO to run the container terminal at the Piraeus port.  The 

Greek MFA took a less benign view of the visit, which the GOG 

believed had been "imposed" on them by the increasingly 

"aggressive" Chinese, who insisted on Greek support for 

China's positions on key issues but did not reciprocate with 

support for the Greek position on such issues as the 

Macedonia name dispute.  END SUMMARY. 

2. (C) People's Republic of China President Hu Jintao paid a 

state visit to Greece November 24-26.  This was the first 

visit to Greece by a PRC Head of State since 2000.  Greek 

President Papoulias had visited China in June; PM Karamanlis 

last visited China in 2006.  During the Athens visit, Hu met 

with Papoulias, Karamanlis, and the heads of the main 

opposition PASOK party and the Communist Party of Greece 

(KKE). 

THE CHINESE VIEW 

---------------- 

3. (C) In a readout for us of the visit, Chinese Embassy 

Political Counselor Liu Wei said the Chinese had three goals. 

 The first was to repay Greece for the visit of President 

Papoulias to China and the support Greece had shown to China 

with the Olympics.  Wei said it was important to the "Chinese 

mentality" to show gratitude.  On this score, he also 

mentioned China's gratitude to President Bush for his support 

of the Olympics. 

4. (C) The second goal was renewal of Greek-Chinese 

friendship.  Wei said Greece and China were not allies, as 

Greece and the U.S. were -- China did not make such alliances 

with foreign governments.  But Greece and China were 

"comprehensive strategic partners," as established in their 

2006 agreement.  Wei defined precisely what that meant: 

"comprehensive" referred to the fact that China and Greece 

would agree on issues across the board and not cherry pick 

when it was convenient.  Their partnership at the same time 

was "strategic" because it focused on the global context and 

was long-term, not simply a marriage of convenience for the 

present.  Wei said Greece was the "most adamant" supporter of 

the one-China policy in the EU, and China was a strong 

supporter of the reunification of Cyprus.  Such a convergence 

of views, he argued, made Greece and China "natural 

partners."  Greece was one of China's strongest advocates in 

the EU, and the Chinese President promised during the visit 

that China would never do anything to harm Greece. 

5. (C) Expanding "pragmatic cooperation," that is, economic 

and business interaction, was the third Chinese goal.  Wei 

indicated China wanted to "go global" but had had problems in 

securing a foothold in Western countries due to mistrust. 

Such mistrust did not exist in Greece, according to Wei, and 

increasing economic ties between China and Greece was an 

important step for China.  Wei said that half of Chinese 

exports were carried on Greek-owned vessels, while 60 percent 

of China's oil imports arrived on Greek ships. 

6. (C) During the visit, PM Karamanlis signed an agreement 

granting the Chinese firm COSCO Pacific Ltd a 35-year 

concession on the container terminal at the port of Piraeus. 

Under the agreement, which China was awarded in June and 

which represented the largest-ever such deal with a foreign 

power to control such an important aspect of the Greek 

economy, COSCO would pay 4.3 billion euro over 35 years and 

would renovate one pier and build another.  Wei admitted that 

the Chinese saw some difficulties in managing the Piraeus 

operation, due both to the global economic downturn and to 

Greek labor unrest.  Greek dock workers continued to strike 

at the prospect of job or salary cuts under Chinese 

management, though Wei said China intended to have only one 

Chinese national running the container operation with an 

otherwise entirely Greek staff.  Additionally, four other 

minor agreements were signed, including two removing 

obstacles to Greek agricultural imports to China (Wei said 

Greek agricultural imports were quite expensive compared to 

domestic Chinese products but were nevertheless necessary in 

the production of high-quality goods for export.)  Other 

agreements covered cooperation between the Hellenic 

Telecommunications Organization (OTE) and the Chinese 

microchip supplier HUAWEI, and the sharing of programming 
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between Chinese television CCTV and the Greek State-owned 

television ERT. 

7. (C) Finally, when asked about potential military sales, 

Wei said there had been no such discussion during the visit. 

(NOTE: Greece has often helped cement deals or agreements in 

other areas through military equipment purchases.  For 

example, at the same time that Greece was sealing the 

Southstream gas pipeline deal with Russia, it also agreed to 

purchase more than a billion dollars worth of Russian armored 

personnel carriers (BMPs).  END NOTE.)  China was "very 

prudent" in arms sales and did not want to upset the balance 

between Greece and Turkey.  "Do no harm" was China's first 

rule in arms sales. 

THE GREEK VIEW 

-------------- 

8. (C) The Greek readout, provided by MFA A10 Directorate for 

Asia and Oceania deputy head Adam Adamidis, while covering 

the same basic territory as Wei's readout, was less positive 

and more cynical.  Adamidis said the Chinese had "imposed" 

the visit on Greece, providing only a month's notice, which 

forced Greece to cancel or delay some other high-level 

meetings, such as the visit of the Cypriot President.  This 

was in contrast to Papoulias' visit to China in June, for 

which the Chinese had required a year's preparation.  It was 

not clear why the Chinese had forced their President on the 

Greeks at short notice, though apparently they wanted to 

conclude the COSCO port concession agreement as quickly as 

possible.  Adamidis said the COSCO agreement had been stuck 

in the Greek bureaucracy for some time, but the visit had 

forced it out. 

9. (C) During the visit, President Papoulias discussed most 

of the political topics, while PM Karamanlis confined himself 

to economic matters.  The COSCO concession, Adamidis said, 

had been Karamanlis' idea.  (NOTE: Press reports early on 

indicated that the Piraeus port concession was to be done by 

an open and fair competition, though as it developed politics 

may have played an increasingly significant role.  END NOTE.) 

 Adamidis took exception to the Chinese interpretation of the 

"comprehensive strategic partnership," saying that while 

Greece and China agreed on many things now, that certainly 

did not mean they would agree forever or on everything.  At 

the same time, however, he conceded that Greece was in a 

"subordinate position," due to its very large trade deficit 

with China: 12 billion euro, plus Chinese shipyards were 

building 20 billion euro worth of Greek ships.  Greece 

accordingly generally supported positions of importance to 

the Chinese.  Adamidis noted Greek support for China's 

receiving Market Economy Status in the world of trade and for 

lifting the EU arms embargo.  Also, unlike most other EU 

countries, Greece did not have an office in Taiwan, and 

Greece kept a low profile on human rights issues in China, 

for which the PRC was grateful. 

10. (C) The Greeks clearly did not believe this show of 

support for China was reciprocated.  Adamidis noted President 

Papoulias' discussion with Hu on the Macedonia name issue. 

He said Papoulias had told President Hu, "We support you on 

Taiwan, Tibet, and Market Economy Status, but we need your 

support on FYROM."  Papoulias went on to note that Greece had 

been "furious" at China for being the first member of the UN 

Security Council to recognize "FYROM" by its constitutional 

name (1993).  The Chinese reply was "We are going to accept 

any decision by the two parties for a mutually acceptable 

solution."  The Chinese President had also warned Papoulias 

that if the Dalai Lama were permitted to visit Greece, it 

would have a "severe impact" on bilateral relations.  Adding 

to this list, Adamidis mentioned with some disfavor as well 

that in the runup to the Olympics in China, the Chinese had 

agreed to have Greece help with security at the games but as 

the event approach, "they dumped us." 

11. (C) Summing up, Adamidis said the Chinese had become much 

more "aggressive" of late.  A few years ago, they treated 

Greece with more respect, but now they sought to impose their 

wishes on Greece. 

12. (C) COMMENT: Due to its subordinate economic position 

stemming from its trade deficit and outstanding ship-building 

contracts with the Chinese, Greece apparently feels compelled 

to support Chinese positions on a range of international 

issues.  But Greece evidently is not getting what it thinks 

it deserves in return, and the Greeks do not appear happy 

with the relationship.  PM Karamanlis may be trying to turn 

this situation around with the concession to COSCO on the 

Piraeus container port -- assuming that the MFA report is 

true that he and not a competitive bidding process was 

ultimately responsible for the Chinese getting the 
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concession.  As is the case with Russia, the GOG appears 

willing to make concessions on current business deals to 

secure a better position later.  But whether such a strategy 

will work -- either with China or with Russia -- may not be 

clear for some time. 

SPECKHARD 
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1.  (SBU) SUMMARY:  Confronting its first major challenge since 

taking office, Greece's new PASOK government negotiated a temporary 

suspension to a dockworkers' strike on October 17.  Latching onto 

PM Papandreou's pre-election promises to re-examine privatization 

agreements, dockworker unions at the port of Piraeus went on strike 

October 1, demanding that the government scrap a concession deal 

granted to the Beijing-based China Ocean Shipping Company (COSCO) 

Pacific.  COSCO is a shipping conglomerate scheduled to take over 

management of one of two existing cargo terminals on October 1 and 

to rebuild and manage a third terminal currently not used.  The 

tentative deal to suspend the strike, about which few details are 

known, ended a 16-day saga that had paralyzed Greece's busiest 

commercial seaport, cost businesses and the government tens of 

millions of euro in lost revenue, and stranded over 10,000 shipping 

containers. 

2.   (SBU) SUMMARY CONTINUED. On the surface, the suspension of the 

strike appears to be a win for the new government.  But it was not 

the decisive pro-business, pro-competition conclusion for which 

many affected business and potential investors had hoped, and it 

remains unclear what the government promised dockworkers to go back 

to work and whether it can deliver.  Despite the suspension of the 

strike, and depending on any further negotiations, the PASOK 

government will continue to face challenges placating the powerful 

dockworkers' union as well as other labor groups looking to exploit 

the government's pro-labor leanings.  More significantly, PASOK's 

apparently ambivalent approach to upholding the terms of the COSCO 

contract--signed by the previous government and approved by 

Parliament--raises fresh doubts over Greece's ability to attract 

and retain foreign investors in the midst of a global financial 

crisis that is forcing all to compete for a dwindling and 

increasingly risk-averse pool of foreign direct investment (FDI). 

In a battle that serves as a microcosm for the innate tensions in 

Greece between social democratic instincts and efforts to modernize 

and make the economy more competitive in order to attract much 

needed foreign investment, the victor remains elusive.    END 

SUMMARY. 

---------------------------------------- 

COSCO: A Controversial Privatization from the Start 

---------------------------------------- 

3.  (U) In November 2008, in the presence of former ND Prime 

Minister Kostas Karamanlis and visiting Chinese President Hu 

Jintao, COSCO and the Piraeus Port Authority (OLP) signed a 

landmark 4.3 billion euro (6.4 billion USD) port privatization deal 

granting COSCO up to a 35-year concession to manage one of two 

existing terminals and to rebuild a third terminal at Piraeus, 

Greece's largest port, near Athens, and the top container port in 

the eastern Mediterranean.  (See reftel for Greek and Chinese 

perspectives on the deal.)  Under the terms of the contract, 

COSCO's Greek subsidiary was granted, after a transition period, 

the right to manage all shipping transactions at terminals II and 

III.  In exchange, COSCO promised to: a) retain for the time being 

all employees that currently work at the two terminals it will 

oversee (approximately 600 out of OLP's current Piraeus workforce 

of 1,500); b) invest millions of euro to upgrade the terminals' 

container-handling capacity, more than doubling the port's current 

capacity, thus creating 1,000 new jobs; and c) reserve 10 percent 

of new hires for the qualified children of current unionized OLP 

employees.  OLP, in turn, would retain exclusive control over the 

operations of terminal I.  In the view of the Athens Chamber of 

Commerce and Industry (EBEA), this landmark deal was a win-win for 

all parties.  For the GoG, which managed to achieve a major 

agreement prior to the onset of the financial crisis in Greece, the 

privatization and resulting expansion of port capacity was seen as 

helping to create greater role for Greece in Mediterranean shipping 

and transport.  Export and import businesses and consumers hoped to 

benefit from increased port competition, which would decrease 

processing fees and reform the inefficient and corrupt offloading 

process, bringing down shipping costs and the cost of consumer 

goods over time.  For labor in general, the deal maintained 

intergenerational job security and provided the possibility of new 

jobs. 
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4.  (SBU) Dockworker and port authority employees' unions, which 

had been calling intermittent complete and partial strikes and 

refusing to work overtime and weekends since the government 

announced the international tender for the port's operations in 

early 2008, immediately criticized the deal in November and 

continued to refuse to work overtime or weekends.  Coinciding with 

the negative effects of the global economic crisis on shipping 

worldwide, strike action resulted in the Piraeus port suffering the 

biggest decline in container traffic among the world's 100 busiest 

ports,  caused several major shipping companies to temporarily 

forsake Piraeus for the Greek port of Astakos and other European 

ports, and increased the cost of transported consumer goods as a 

result of higher transport and processing costs.  While no specific 

statistics are available, EBEA indicated to DepEconCouns that many 

Greek export businesses were forced out of business as a result of 

delays and increased costs. 

---------------------------------------- 

Dockworker Unions:  A Powerful, Corrupt Monopoly 

---------------------------------------- 

5.  (SBU) The Dockworkers' Union and the Federation of Greek Port 

Personnel (OMYLE) have long held a labor monopoly over the 

operations of Greece's two major ports in Piraeus and in 

Thessaloniki.  Controlling exclusive contracts with the Piraeus 

Port Authority (OLP), the unions have reaped substantial financial 

benefits, with ironclad job security, guaranteed hiring privileges 

for the children of union members, and annual dockworker salaries 

in the range of 90,000 to 140,000 euro (135,000 to 210,000 USD), 

once overtime and other benefits are factored in--far above the 

average Greek yearly salary of 32,280 USD (National Statistics 

Services of Greece, data for 2008).  According to union contacts, 

EBEA, and media reports, dockworkers also benefit from systematized 

corruption, manipulating the customs processing bureaucracy to 

expedite the containers of shippers who pay an extra fee--or 

holding up imports for those who refuse.  All of this translates 

into what EBEA describes as the most expensive port in Europe in 

terms of fees and costs for shipping companies, importers, and 

exporters.  Privatization and competition would change all this and 

lessen opportunities for rent-seeking behavior.  Post's union 

contacts described the COSCO deal as threatening long-established 

dockworker salary levels and inter-generational job security, as 

OLP will need to cut costs in some way in order to stay competitive 

with the COSCO-operated terminals.  Union officials noted that 

while they traditionally wield powerful influence within PASOK, 

they were willing to fight any government seeking to reduce their 

benefits. 

---------------------------------------- 

PASOK as Candidate vs. PASOK as Government 

---------------------------------------- 

6.  (SBU)  During the run-up to October domestic elections, PASOK 

party leader (and current prime minister) George Papandreou and his 

team played to traditional PASOK constituencies, such as the 

dockworkers and labor unions, by criticizing the COSCO and other 

privatization deals signed by the New Democracy (ND) government and 

promising to re-examine and potentially renegotiate them once in 

office.  This populist rhetoric was seized on by the dockworkers' 

union as a sign of support for their cause, and the union announced 

a strike days before the October 4 election, forcing the issue to 

the forefront of the PASOK agenda. 

7.  (SBU) After PASOK's electoral victory, PM Papandreou directed 

Louka Katseli, his new Minister of Economy, Competitiveness and 

Merchant Marine, to deal with the dockworkers.  Katseli, who is, 

according to many Embassy contacts, sympathetic to labor causes, 

was initially criticized in the press and by businesses for her 

early handling of the crisis and was seen to have failed to take a 

decisive, firm position with the unions.  (NOTE: At one point, 

Papandreou announced that he would transfer the task of negotiating 

between COSCO and the unions from Katseli to the Deputy Minister of 

the Ministry of Infrastructure, Transportation, and Networks, but 
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at least publicly, Katseli appeared to remain in the drivers' seat. 

END NOTE.)  Katseli made general announcements to the press that 

the GoG was "in negotiations" with the parties and had started 

talks "on a new basis" but provided few details.  Katseli 

repeatedly stressed the importance of the shipping sector and of 

turning Piraeus into a Mediterranean hub to Greece's economy, but 

failed to mention the importance of strategic agreements such as 

the COSCO deal in achieving this goal. 

---------------------------------------- 

The Business Perspective: Enforce the Contract! 

---------------------------------------- 

8.  (SBU) COSCO's position on the strike, according to press 

reports, was that it was willing to "discuss" issues of "mutual 

benefit" but only after dockworkers returned to work.  EBEA told 

DepEconCouns that under the terms of COSCO's contract, COSCO was 

entitled to damages of 1.5 million euro per day for any delays in 

the implementation of the contract but had decided not to exercise 

the penalty clause pending timely resolution by the GoG.  EBEA 

officials also said that COSCO and Greek and international 

export-import businesses were increasingly frustrated by the 

government's failure to force the strikers back to work.  As a 

result, on October 16, EBEA filed a lawsuit to declare the strike 

illegal, citing as a precedent a 2008 court case that ruled the 

2008 dockworker strike actions "illegal and abusive" and prohibited 

future repetition of the same actions for the same reasons and 

demands (i.e., to force the government to abrogate the contract 

with COSCO).  EBEA President Constantine Michalos said that it was 

an "embarrassment" and a "dereliction of duty" that the government 

did not go to court on its own.  The following day, likely due to 

the lawsuit and Katseli's verbal assurances against layoffs and 

guarantees to expand hiring privileges for dockworkers' children, 

the union agreed to suspend the strike and return to work.  Press 

reports indicated that the strikers agreed to return to work to 

allow for discussions with COSCO, and that the first stage of 

COSCO's operations to take over the privatized terminals has been 

delayed from October 1 to November 2.  It remains unclear what the 

dockworkers were promised and what COSCO is willing to negotiate. 

---------------------------------------- 

Costs and Consequences 

---------------------------------------- 

9. (SBU) The series of intermittent strikes at Piraeus, culminating 

in the most recent work stoppage, has further exacerbated the 

impact of the global financial crisis on port revenues.  According 

to EBEA officials, the port lost 500,000 euro (750,000 USD) a day 

during the recent 16-day strike.  EBEA also calculates that the 

loss of public revenues (from taxes and levies) amounted to 3 

million euro (4.5 million USD) per day.  These losses do not 

include the financial impact on local industries from delayed or 

cancelled deliveries and exports, estimated by the Association of 

Attica and Piraeus Industries (SBAP) to be 5 million euro (7.5 

million USD) per day.  Other, less easily quantifiable losses 

include the effect on export-reliant Greek businesses that have 

already suffered in the financial crisis.  EBEA told DepEconCouns 

that they expect this strike to deal the death knell to dozens of 

these businesses as the people and companies they supply will make 

permanent moves to other suppliers in other, more reliable 

countries.  Some press reports indicated that the 10,000 containers 

stranded at the port contained items such as food and medicine that 

already may have perished.  Perhaps the most difficult cost to 

quantify is the loss of credibility and harm to Greece's and 

PASOK's reputations, as the lack of decisive action highlights for 

potential investors the challenges of doing business in Greece and 

a potential lack of contract enforcement. 

10.  (U) According to the World Bank's "Doing Business 2010" 

survey, Greece is ranked last overall among OECD countries for ease 

of doing business.  Compared to all countries worldwide, Greece's 

ranking for ease of hiring and firing workers fell 12 spots, to 

147th in the world.  Transparency International's 2009 Global 
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Corruption Barometer reported that 18 percent of Greeks reported 

that they or their family members had paid a bribe in the previous 

12 months--placing Greece in the same company as countries such as 

Nigeria and Belarus. 

---------------------------------------- 

COMMENT: PASOK: Caught Between Rhetoric and Reality 

---------------------------------------- 

11. (SBU) While the strike's suspension may at first glance seem to 

be a victory for the government, the strike and the GoG's handling 

of it underscore how the party is caught between its pro-labor, 

socialist-leaning ideals, and the practical measures it must 

implement in order to reform and restart the Greek economy. 

Papandreou came to power promising many things to many people.  He 

promised PASOK's traditional labor union constituencies that he 

would reexamine and potentially renegotiate privatization deals. 

He promised the average Greek citizen that his government would 

improve daily life and make government more transparent and 

accountable.  He promised markets that PASOK would implement 

structural reforms and make Greece more business-friendly.  Moving 

forward, however, it will be increasingly difficult for PASOK to 

try to please all these constituencies.  In its worst financial 

crisis in over 70 years, Greece's economy has slowed substantially 

and its structural flaws have been further exposed.  Most Embassy 

contacts consider Papandreou to still be in his post-election 

honeymoon period, but reality will soon catch up with him. 

Papandreou will have to take decisive, bold action to convince 

citizens, laborers, and investors alike that Greece is serious 

about structural reforms, that their contractual rights will be 

respected, and that Greece is a reliable investment partner. 

Absent such action, PASOK may doom Greece to a slow 

half-recovery--or worse.  END COMMENT. 

Speckhard 
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1.  (U)  SUMMARY:  On February 5, the Greek press reported 

that the sixth tender issued over the course of the past 15 

years for the privatization of  Olympic Airlines (OA) had 

once again failed, due to lack of  conforming bids.  Finance 

Minister Papathanassiou announced the development, together 

with a plea for Greek business interests to purchase the 

ailing airline.  Shortly thereafter, the press quoted Marfin 

Investment Group (MIG) Chairman Andreas Vgenopoulis 

indicating MIG's interest in purchasing all three 

sub-elements of the proposed successor to Olympic and 

promising to be open to "re-nationalizing" the firm after a 

few years.  Immediately prior to this news hitting the press, 

Athens ECON received a call from a US-based investor seeking 

Post's attention to the tender and asking that we weigh in 

with the GOG to ensure that the ongoing process was a 

transparent one 

2.  (SBU) SUMMARY CONTINUED:  To follow up on these 

developments Econoff met February 9 with Michail 

Kefalogiannis, the Senior Advisor to incoming Development 

Minister Hatzigakis.  Kefalogiannis is the project manager 

for Olympic Airlines investment matters.  Kefalogiannis 

explained the process that had been agreed with the European 

Commission for Olympic's privatization.  Kefalogiannis 

lamented the poor timing of the latest attempt given the 

global financial crisis.  But he said the GOG was committed 

to follow through with the process, which he gave a 

"fifty-fifty" chance of success this year.  END SUMMARY. 

The Structure 

------------- 

3.  (SBU) Kefalogiannis reviewed the agreement with the EC 

for the privatization of OA.  As reftel indicated, the GOG 

agreed to create three new operations out of OA -- air 

operations, ground handling and the "technical base" -- which 

would be purchased by a private company or companies.   OA 

itself would be liquidated and the remaining OA employees 

would receive a "substantial" severance pay, as well as the 

opportunity to be re-hired by OA's successor.   According to 

Kefalogiannis, the core assets of the new air company, 

Pantheon, would consist of the Olympic name, the Olympic 

rings logo, and key landing slots in seven hub airports 

worldwide (including Frankfurt, Heathrow, JFK, 

and...Bucharest?).  So-called optional assets that would 

remain within OA but be available to the eventual Pantheon 

owner if desired, include any or all of the 18 remaining 

airplanes owned by OA, most of which are turboprops used to 

service the Greek islands.  These optional assets were to be 

considered separately from the core assets which were the 

main focus of the flight operations portion of the recent 

tender, but, he said, bidders could make separate offers for 

the planes.  In addition, the GOG will capitalize Pantheon in 

the amount of 60 million euro, which the winning bidder can 

agree to accept or not. (Comment: presumably accepting the 

shares means accepting GOG ownership rights as well). 

The Process 

----------- 

4.  (SBU) According to Kefalogiannis, the GOG had agreed with 

the EC on a process that would to the maximum extent possible 

protect the OA privatization from actual or even apparent 

political influence.  Accordingly, representatives of the EC 

were "present throughout."  The GOG provided the EC with a 

list of firms to act as international advisors to the 

privatization tender.  The lineup eventually chosen by the EC 

included London-based Lazard Freres in the lead, with a group 

of private banks including Greek-based Alfabank, Emboriki 

Bank, and the National Bank of Greece, as well as several 

international law firms.  Auditing was done by Price 

Waterhouse Corp. and the valuation of OA assets was 

undertaken by Grant Thorton, LLC, a US-based consulting firm. 

 Kefalogiannis said that Grant Thorton presented its 

valuation to the advisors "without the Greek government in 

the room."   The valuation for the three separate components 

was:  45.7 million euro (MEURO) for the flight operations, 

44.9 meuro for the ground handling, and 17 meuro for the 

technical core.  Kefalogiannis noted that the highest bid for 

the air operations was only 24.5 meuro. 

5. (SBU) As for the bids, they too were presented at first 

only to the advisory group, in London, on January 30.  The 

advisors worked through the weekend to analyze the bids and 

prepare a report for the GOG.  On February 4, the GOG's 

Inter-ministerial Privatization Committee met to review the 

bidding and determined, according to Kefalogiannis based on 

the report from the advisors, that none of the bids were 

compliant with the tender.  None of the bids reached the 
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valuation levels, and certain of them were also judged 

non-compliant on technical grounds (e.g. one did not focus on 

the core assets of the OA flight operations; some did not 

have proof of funding). 

Next Steps 

---------- 

6.  (SBU) Kefalogiannis said that the GOG now hopes to enter 

a process of direct negotiations with interested investors, 

which, he said, was envisaged in the Greek privatization law, 

as well as in European Community regulations.  The GOG will 

present the case for direct negotiations to the EC later this 

week and will refrain from discussing directly with 

interested investors until it has an agreement with the EC 

that this is the way to proceed. 

7.  (SBU) On February 5, as the GOG announced the failure of 

the tender it called for Greek investors to step up to the 

plate.  Almost immediately, Marfin Investment Group (MIG) 

Chairman Andreas Vgenopoulis indicated MIG's interest in 

purchasing all three sub-elements of the proposed successor 

to Olympic and investing up to 250 meuro in it over the next 

two years.  Somewhat bafflingly, the press reported that he 

also promised to be "open to re-nationalizing" the firm after 

a few years.  Asked how he interprets MIG's reported 

statements, Kefalogiannis said that MIG is interested in 

making money, and he saw the statement on re-nationalization 

as a form of insurance against a hostile re-nationalization 

in the event that left-leaning opposition party PASOK gains 

power.  He said that the GOG hopes to speak with MIG next 

week, together with the advisory group, if the EC agrees on 

direct negotiations.  Asked whether any of the failed bidders 

would have similar access, Kefalogiannis replied that the GOG 

would welcome such interest ) all they had to do was express 

it. 

8.  (SBU) COMMENT:  It comes as no great surprise that the 

GOG failed to privatized Olympic on its sixth try at a 

tender.  This is a political hot potato that no government 

wants to handle, particularly in today's dire economic 

situation (and given the ruling party's one-seat majority in 

the parliament), as Kefalogiannis alluded. Notwithstanding 

the apparently assiduous attempts to make this a transparent 

deal, the never-too-reliable Greek press's reporting on the 

story leaves the impression of backroom deals being made. 

For example, Kefalogiannis told us that the Inter-Ministerial 

Privatization Committee would meet Feb. 11 to discuss next 

steps, in consultation with the EC.  Yet the GOG announced to 

the press Feb. 11 that it is entering into direct 

negotiations with MIG immediately.  Given the stiff economic 

and political headwinds, we share Kefalogiannis' assessment 

that this effort has at best a 50-50 shot at success this 

year. 

SPECKHARD 
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1.  (SBU) SUMMARY:  A prolonged and controversial competition to 

identify a private company to upgrade and run the container 

terminal at the Port of Thessaloniki is nearing completion. 

Striking port workers have delayed the privatization process, 

which the Greek government hopes will modernize the port and 

help develop Thessaloniki as a regional trade center.  Three 

companies have submitted closed bids for the terminal, Chinese 

COSCO, Hong Kong-based Hutchison and Dubai Ports World.  With 

labor protests subsiding, Port officials expect to complete the 

review of bidder's supporting documentation, open the bids and 

select a winner as early as mid-July. Media speculate Dubai 

Ports is the favorite, while a senior Port manager told post 

Hutchison is the best candidate.  The port of Thessaloniki is 

the second largest in Greece with a market value of 354m 

($552.5m).  END SUMMARY 

2.  (SBU) After long delays and costly worker protests, the 

tender process for identifying a private company to upgrade and 

run the container terminal at the Port of Thessaloniki is 

nearing completion.  A senior Port manager told post on June 22 

that officials handling the tender are likely to finish 

reviewing supporting documentation submitted by the three 

bidders within the next two weeks, after which the actual bids 

will be opened.  The GoG hopes to announce the winning bidder by 

mid-July.  Several factors could delay the process, however, 

including lawsuits bidders might bring against the winning 

bidder.  Each of the three bidders has already accused the 

others of numerous irregularities and threatened litigation. 

3.  (U) The three remaining bidders (from the five that 

originally expressed interest in the GoG's January 2008 

international call for tenders) are:  China's COSCO Pacific; 

Hong-Kong based Hutchison Port Holdings together with Greek 

pharmaceutical group Alapis, and finally, the join venture 

between Dubai Ports World and Greece's Piraeus Bank.  The 

successful bidder will be expected to upgrade and run the 

currently state operated facilities for a set period of thirty 

(30) years.  The GoG hopes that by the end of this period, the 

port will have developed into a major regional hub. 

4.  (SBU) According to its website, China Ocean Shipping (Group) 

Company Pacific (COSCO) is a $17 billion (2007 revenues) 

corporation  that specializes in shipping and modern logistics, 

serves as a shipping agency, and provides a range of related 

services.  It operates a fleet of around 600 vessels, with a 

traffic volume of more than 300 million tons.  It is active in 

around 160 countries and employs a total of 80,000 people. 

[Note: COSCO recently won a similar bid for container terminal 

operations at Piraeus, Greece's largest port.  According to 

press reports, COSCO will pay approximately 4.3 billion euros 

for a 35 year contract to upgrade and manage the port's two main 

cargo terminals.  The GoG would prefer a different operator for 

Thessaloniki, for diversification, according to Port officials.] 

 Dubai Ports World's network of 44 terminals and 13 new 

developments covers 28 countries.  Its work force exceeds 30,000 

people.  In 2007, the company handled more than 43.3 million 

TEU.  Local media speculate that Dubai is the front-runner. 

Hutchison Port Holdings is controlled by Hong-Kong based 

Hutchison Whampoa Ltd, which is also active in, among other 

areas, energy and telecommunications.  HPH claims to be "the 

world's leading port investor, developer and operator" with 

interests in a total of 292 berths in 47 ports.  In 2007 it 

managed 47 facilities in 24 countries and handled a combined 

throughput of 66.3 million TEU worldwide. A senior Port official 

told us that based on available information the GoG would prefer 

HPH over the other bidders. 

5.  (SBU) The decision by the GoG for the long-term leasing of 

the port's cargo station has provoked strong reactions.  When 

the bill was brought before Parliament in March, the opposition 

spoke of a "scandalous give-away of national assets."  The bill 

was eventually ratified with voting in the parliament along 

straight party lines.  Trade unions have maintained strikes and 

work slowdowns for the last five months, protesting against the 

plans that they believe will require substantial lay-offs.  Port 

officials claim workers fear private management will require 

them to work more and give up under-the-table payments they 

routinely extract from port clients.  Officials say patient 

negotiations and generous concessions to workers have convinced 

a large number of workers to accept the privatization. 

Currently, the majority of dock workers say they want to resume 

their duties, but their administrative colleagues disagree and 

have prevented them from doing so. 

6.  (U) According to a survey conducted by the Northern Greece 

Chamber of Commerce, the lengthy mobilization of port workers 

has resulted in delays for 96% of businesses surveyed, lost 

clients for 52% and reduced production for 27%.  It is estimated 
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that financial losses for the port exceed1 million per month. 

The Federation of Industries of Northern Greece has demanded 

compensation and threatened legal action against the Port 

Authority for ineffective handling of the case. 

7.  (SBU) The port of Thessaloniki is vital to the economy of 

northern Greece and strategically linked to fast-growing markets 

in the Balkans and the wider area of the Eastern Mediterranean 

and the Black Sea.  Thessaloniki officials have long dreamed of 

reviving the city's former exalted status as a regional hub and 

"gateway to the Balkans," but port development has been hampered 

by inefficient state operation and labor unions with deeply 

entrenched interests in the status quo.  The port is a key link 

in the supply chain for U.S. and European troops in Kosovo.  At 

present, the port handles over 16,000,000 tons of cargo annually 

and 370,000 TEU containers.  Thessaloniki's port is the second 

largest in Greece, behind that of Piraeus, and has a market 

value of 354m ($552.5m.) 

6.  (SBU) COMMENT:  Privatization of the cargo station 

operations will represent a significant step forward in the 

modernization of vital national infrastructure and in the 

commercial development of northern Greece.  The privatization 

will also provide tangible proof of GoG determination to 

implement badly needed reforms of state operations and to shrink 

the size of the public sector despite strong opposition from 

organized labor.  While supportive of the privatization, local 

businesses are furious at the government's perceived lack of 

preparation and hasty launch of the tender process, which 

businesses blame for the robust labor protests and resulting 

commercial losses.  The losses will continue to accumulate, 

albeit at a slower rate since the first cracks in the strikers' 

front have started to appear.  The sooner the troubled process 

declares a winner, the better for all.   END COMMENT. 
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1.  (U) Summary.  On December 24th, Thessaloniki Energy 

(TESA) began operation of a 390 MW gas-fired power plant, 

becoming the first power company in Greece to compete with 

the state-controlled Public Power Corporation (DEH) for the 

sale of electricity.  Five days later, TESA has failed to 

make a single sale into the grid, and has been forced to idle 

the plant.  Scrambling quickly, the GoG "corrected" the 

problem by ensuring that TESA will receive lower natural gas 

prices for at least the next six months in order to compete 

with DEH's prices, as well as setting in motion increased 

scrutiny of DEH's newly aggressive pricing structure.  It 

appears that the Prime Minister's January 24th presentation 

of the new market-controlled, liberalized Greek electricity 

sector at the TESA power plant inauguration can carry on as 

scheduled. 

2.  (C) This episode, and the resulting turn to GoG 

intervention for a resolution, provides an illuminating 

example of the complicated and incestuous Greek power market. 

Despite GoG assurances that the sector is market-controlled 

and liberalized, the sad fact remains that every one of the 

companies involved is cross-held by one another and/or 

controlled by the GoG. This most recent embarrassing episode, 

quickly addressed by Minister of Development Sioufas' 

instructions to GoG- and Hellenic Petroleum- (ELPE) 

controlled Public Gas Corporation (DEPA) to lower its sale 

price of gas to TESA, highlights that despite hopes to the 

contrary, the electricity sector in Greece is still a 

market-free area rather than a free-market area.  End Summary. 

The Cast 

-------- 

3.  (U) One fundamental problem is that the Greek energy 

market is characterized by an extraordinary degree of 

governmental ownership and an opaque web of cross-holdings. 

To wit, the major player in the Greek power market is DEH, 

which controls 98.5 percent of the electricity market in 

Greece, and produces 96 percent of Greece's annual 

electricity needs.  Nominally privatized in 2001, DEH is 

still 51 percent state held, the remainder publicly traded 

and held by public and institutional investors.  DEH also 

controls all electricity transmission and distribution in 

Greece. 

4.  (U) The second player in the Greek energy sector is 

Hellenic Petroleum (ELPE), which has been partially 

privatized from 1998 through 2003.  Currently the GoG holds 

(directly and through GoG-managed finance companies) 43.7 

percent of ELPE, with Pan-European Oil and Industry Holdings 

S.A. holding 24.9 percent, and 31.3 percent held by public 

and institutional investors. 

5.  (U)  The final major player is Public Gas Corporation 

(DEPA), which was established as a wholly-owned subsidiary of 

ELPE in 1988, and hived off in 1998 ahead of ELPE's partial 

privatization.  Today, ELPE controls 35 percent of DEPA, with 

the GoG holding the remaining 65 percent of shares.  DEH 

holds rights to purchase 30 percent of the GoG's shares in 

DEPA, however, and the remaining 35 percent were to be sold 

to Spain's Gas Natural in 2004 by the PASOK government, a 

deal which has been placed on hold by the current New 

Democracy government while it "restructures the market." 

The Conflict 

------------ 

6.  (U)  Thessaloniki Energy (TESA), established in 2003, is 

the first licensed competitor to DEH in Greece, and is 100 

percent owned by ELPE. It came on line with its single 390 MW 

gas-fired power plant on December 24th of this year.  Not 

surprisingly, given ELPE's interest in both firms, TESA 

receives its natural gas under a contract with DEPA. Under 

the prices stipulated in that contract, TESA's break-even 

price for electricity was 60 euros per MWh.  Oddly, on no day 

since TESA's opening has DEH's price of electricity risen 

above 55 euros per MWh, a price 10 percent lower than its 

average price of 2 years ago, and over 50 percent lower than 

the EU15 average. 

7.  (SBU)  DEH's downward flexibility on price is the direct 

result of another market-free reality; it holds exclusive 

rights to 63 percent of Greece's proven lignite reserves at 

extraction rates that verge on negligible as a legacy of its 

state-owned days.  This low-cost lignite, with 40 years of 

proven reserves, provides the majority of DEH's energy needs. 

 Additionally, DEH has exclusive use of the country's 

hydroelectric dams, largely constructed in the 1970s and 80s. 

 The result is a legacy subsidy on inputs that makes 

market-based competition by any other provider impossible to 

imagine.  Although the GoG has ostensibly established pricing 

regulations to compensate for DEH's lignite advantage, 

executives in the Greek energy market remain steadfast in 

their belief that free inputs give DEH something of an unfair 

market advantage. 

From Mess to "Market" in One Easy Step 

------------------------------------ 

8.  (U)  Minister of Development Sioufas met with Prime 

Minister Karamanlis on December 27th, at the conclusion of 

which he told reporters that he would be meeting with DEPA, 

ELPE, and DEH officials on the 28th to discuss the situation, 

which he guaranteed "will return to normal soon."  DEH leaked 

to the press that it had no intention of changing its 

aggressive pricing and was prepared to fight Sioufas' 

suggestion that it do so.  Unsurprisingly, on the 29th it was 

announced that DEPA was offering TESA a six-month 

reduced-rate contract for natural gas (although the actual 

price was not announced), thereby allowing TESA to compete 

with DEH.  There is also talk that DEH may be required to 

provide the energy regulatory agency (RAE) with daily data 

and explanations of its pricing points. 

9.  (SBU)  It might be expected that these shenanigans have 

reduced ELPE's interest in the market, but that does not 

appear to be the case. Quite to the contrary, on the 28th, 

ELPE announced its application for a 30-year license for an 

additional 390 MW combined-cycle gas-fired plant to be 

constructed near Athens, which it claims will help its 

Thessaloniki plant survive through increased economy of scale 

on its supply side.  Not to be outdone, DEH, currently barred 

from building any new thermal energy plants under the GoG 

liberalization plan, has stepped up its lobbying to have this 

restriction removed so as to ensure "security of supply." 

Comment 

------- 

10.  (SBU)  Comment:  Critics of the slow pace of energy 

liberalization have been quick to point to TESA's failure to 

break into the market as an example of the "in name only" 

privatization that has plagued this sector.  The GoG's quick 

response to pressure DEPA to renegotiate its contract rate 

with TESA, and for DEH to "reconsider" its aggressive pricing 

structure, reinforce this image.  Prime Minister Karamanlis 

is scheduled to preside over the inauguration of TESA's plant 

on January 24th, an event which would have clearly lost its 

luster if the plant had been sitting idle.  Additionally, the 

GoG is scheduled to announce three new tenders for private 

power plants totaling 900 MW in the coming months.  If TESA 

is the example by which the value of these new tenders is 

judged, there is likely to be little interest. 

11.  (C) This situation is an illuminating example of the 

true state of domestic energy liberalization in Greece. 

Nearly nine years after EU-mandated liberalization, there is 

still no real (i.e. government-free) competition for any of 

the Greek para-statal energy providers.  Worse yet, the GoG 

is apparently unable to even orchestrate a decent stage-show 

of competition among the companies in which it holds majority 

interest.  In fact, the players all seem to understand that 

the road to profit passes through their various relationships 

with the state.  ELPE isn't looking to start another 390 MW 

power-plant near Athens because of the overwhelming success 

of its Thessaloniki plant; it knows that the GoG desperately 

needs to show progress on liberalization and that as a 

result, as the only "competition" in town, ELPE's power 

plants won't be allowed to fail.  The events surrounding 

TESA's stand-up would seem to indicate this analysis is 

correct. 

12.  (C)  The saddest part of this episode is that real 

problems exist which need to be addressed.  The power sector 

is in dire need of modern investment and upgrade as 

illustrated by the major power outage in July 2004 which 

panicked everyone involved in the Olympic Games.  This 

problem is exacerbated by the fact that power demand in 

Greece is growing as Greek incomes and living standards rise, 

and new production and transmission systems have not kept up 

with the demand.  But it's not just the large companies, but 

smaller investors as well(in areas such as wind-farming) that 

are finding the market impenetrable.  Although the GoG has 

repeatedly proclaimed its interest in bringing foreign 

investment to this sector, as well as becoming a regional 

center for energy transmission, its actions are speaking 

louder than words.  In short, out of fear of offending the 

many special interests involved, the GoG is simply unwilling 

-- perhaps politically unable -- to let go and let the market 

take over.  In the fine tradition of pulling off the band-aid 

one hair at a time, the GoG now finds itself prolonging the 

pain of transformation or even jeopardizing it.  End Comment. 

COUNTRYMAN 
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1.(U) Summary:  The GoG reaped 80 percent of its 2005 

privatization revenue goal with last week,s sale of  52 

million shares of OPAP, the Greek lottery/gambling company. 

The OPAP sale is the first in a series of privatizations that 

the GoG plans to accomplish by 2006.  Other companies 

scheduled to be privatized in 2005 are Olympic Airlines, OTE, 

ATE Bank, and Emporiki Bank.  In 2006, the Postal Savings 

Bank and Athens International Airport are among the companies 

the GoG plans to privatize.  End Summary. 

2.(U) The GoG made significant progress in achieving its 2005 

privatization revenue goal of 1.6 billion euros in last 

week,s sale of OPAP, the Greek soccer pool and betting 

organization.  GoG,s public offering of 52.45 million 

shares, worth 1.26 billion euros, reduced the GoG,s stake in 

the company from 51 percent to 34.5 percent.  The revenues 

from the OPAP sale are the most the GoG has ever earned from 

a single placement of a formally state-owned company. 

3.(U) The OPAP sale is part of the GoG,s 2005-2006 

multi-million euro privatization plan intended to increase 

competitiveness in the market and help Greece,s tough fiscal 

situation.  The most likely firm to be privatized next, and 

the only one over which the GoG is relinquishing complete 

control, is Olympic Airlines, Greece,s failing state-owned 

air carrier.  The  GoG,s bidder-of-choice for the airline is 

Olympic Investors, a U.S.- based investment consortium.  In 

the fall, the GoG also plans to float approximately 10 

percent of its current 48 percent holding in OTE, the Greek 

telecommunications company, on the Athens Stock Exchange. 

This will be the sixth public offering of OTE, but the GoG 

will continue to exercise enough minority control to 

effectively block any management decisions with which it does 

not agree. 

4.(U) By the end of 2005, the GoG also plans to sell 31.36 

percent of its 82.36 percent stake in ATE Bank (formerly 

Agricultural Bank) and its remaining 9.46 percent stake in 

Emporiki Bank so that it can meet its 2005 1.6 billion euro 

privatization target.  ATE  Bank will be sold to 

institutional investors at an estimated value of 250-300 

million euros.  The likely buyer of Emporiki Bank is the 

French Bank Credit Agricole, which already holds an 11 

percent stake in the company. 

5.(U)Within the first quarter of 2006, the GoG plans to float 

20-30 percent of the fully state-owned Postal Savings Bank on 

the Athens Stock Exchange.  The sale is worth approximately 

400-800 million euros and issuance procedures are already 

underway.  Also slated for privatization in early 2006 is 25 

percent of the GoG,s 55 percent stake in Athens 

International Airport, a sale worth approximately 400 million 

euros. 

6.(U) COMMENT:  The success of the OPAP privatization makes 

it very likely that the GoG will achieve its 2005 

privatization revenue target of 1.6 billion euros, one of the 

key goals under its new EC-imposed austerity program.  While 

the GoG has not been entirely clear on whether it will use 

the privatization revenue to reduce the deficit or pay down 

its debt, now in excess of 116 percent of GDP, privatization 

will provide benefits through increased competitiveness in 

the market, improved firm efficiency, and increased 

transparency and accountability.  Although privatization 

alone will not solve Greece,s deficit and debt problems, it 

is an important part of their strategy in meeting their 

Stability and Growth Pact obligations.    END COMMENT. 
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