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Loss of open borders poses threat
Migrant crisis and move
to political right may
limit free movement,
explains Neil Buckley

A

s clouds gathered over
emerging markets in
August because of concerns
about prospects for China’s
economy, central and
eastern Europe seemed to be something
of an economic haven.
But in recent months the lines of
migrants streaming through the
Balkans — bringing concerns that
Europe’s Schengen passport-free zone
could come under threat — and a political shift to the right in Poland, the
region’s biggest economy, have called
that haven status into question.
Yet the fundamental outlook in CEE,
especially for the 10 countries that have
joined the EU in the past decade or so,
remains relatively robust, buoyed by
the recovery in the eurozone, its biggest
trading partner.
Much of the region is maintaining its
revival from the 2008 global financial
crisis. As central and eastern Europe
continues on its path towards convergence with western European income
levels, it is still outstripping eurozone
growth, even if this remains below
pre-crisis levels.
The Czech Republic is expected to
expand at more than 4 per cent this
year, Poland, Slovakia and Romania at
above 3 per cent, with Hungary not far
behind. Growth has returned in the Balkans and the states of the former Yugoslavia, though it remains weak in Serbia
and Croatia.

Seeking safety: migrants wait at a registration camp in Presevo, south Serbia, this month
The big exceptions are Russia and
Ukraine. The Ukrainian economy, after
post-revolutionary dislocation and the
Moscow-backed conflict in the country’s east, is forecast to contract by
double digits this year on top of a big
decline in 2014.

Russia, meanwhile, is expected to
shrink more than 4 per cent this year,
suffering from what Herman Gref, chief
exe cutive of Sb erbank, the
country’s biggest lender, calls “three
black swans”: low oil prices, western
sanctions over Ukraine, and the long

— Djordje Savic/EPA

failure to modernise its economy.
Prospects elsewhere for central and
eastern European countries remain positive for next year, says Lubomir Mitov,
chief economist for the region at
UniCredit. Recovering labour markets
should help boost domestic demand

and confidence. “They have made a lot
of progress of terms of competitiveness,” he says of CEE countries in the
EU. “They have all really increased their
share in trade, and growth has now
moved to investment and consumption.
And they have no macroeconomic
imbalances.
“Fiscal deficits are under control and
inflation is non-existent, so they also
have policy space to add growth.”
The scandal that erupted in September over Volkswagen cheating in emissions tests led to widespread fears of
knock-on effects on the auto industry, a
mainstay of CEE manufacturing.
Although these concerns have not
materialised so far, the migrant and refugee crisis has provoked genuine tensions between old and new Europe.
Moreover, following the terrorist
attacks in Paris in November, border
controls could be reintroduced within
the EU, affecting CEE countries that
have benefited from the free movement
of goods and people.
Countries in south-east Europe,
above all, meanwhile have borne the
brunt of migrants passing through,
prompting Hungary to build razor-wire
fences on its borders with Serbia, which
does not yet belong to the EU, and
Croatia, which is a member state.
Since they are transit countries,
rather than destinations for migrants,
the economic overall impact so far has
been muted. But if more countries follow Hungary in erecting barriers, the
danger remains that important industries in central and south-east Europe,
such as manufacturing and tourism,
could suffer.
“The migrant crisis threatens to rupture the EU as a whole. It has put at risk
Continued on page 5

Contents

The New Europe 100
A look at some of the
region’s most influential
technological and digital
innovators in 2015
Page 2

Investors still have
fears over Ukraine
Greater political will is
needed to create
the right climate
Page 4

Paper tiger in quest
to recycle waste
Investment has
helped packaging
company to expand
Page 4

The price is wrong
Failure of Latvian bank
IPO deals a blow to the
recovery of Baltic states
Page 5

Leaders seek to bask
in glow of innovation
Politicians attempt to
jump on high-tech
bandwagon
Page 6

2

★

FINANCIAL TIMES

Thursday 26 November 2015

Investing in Central & Eastern Europe The New Europe 100

Tapping the talent of Generation D would be a key stroke for EU
Politics

Bulgaria’s young MEP Eva
Paunova eyes digital growth,
reports Theodor Troev
Forget Generation X or Y, Eva Paunova
says Europe should be focusing further
up the alphabet.
As one of the younger MEPs, Ms Paunova says Generation D — those who are
keen adopters of new technology and
digital innovation, regardless of their
age — is the important demographic.
The 29-year-old Bulgarian says connecting with this group is vital for
Europe to grow, in both trading power
and influence. “The EU needs to change
fundamentally. We need to learn to

work together at all levels, and our economy has to adapt to the realities of the
digital world,” she says.
“What drives me as a person and a
politician is the motivation to assist
Generation D to discover and nurture
new areas of research and innovation.”
This year, Ms Paunova, one of the
youngest members of the European
People’s Party, was chosen as the best
new MEP to gain her place in the 2015
Europe New 100 ranking.
A graduate of the American John
Cabot University in Rome, she stood as a
member of Bulgaria’s ruling centreright GERB party and became one of the
country’s 17 MEPs in May 2014 European elections.
She is also one of a growing band of
Bulgarian women making their mark in
politics. Others in high places are the

mayor of Sofia, the speaker of Parliament, two deputy prime ministers and
three cabinet ministers.
Ms Paunova believes the EU’s Digital
Single Market (DSM) strategy can make
the 28-nation bloc more competitive
with the US in terms of knowledge and
innovation.
“It is an absolutely realistic prospect
for Europe to become as digital and connected as the US,” she says. “Once DSM
is finalised, we will be looking at over
600m potential customers.
“Removing the boundaries between
digital markets across the EU would give
a boost to ecommerce, empower startups and support innovation.”
Digital businesses have to contend
with 28 sets of national contract law.
The EU says the aim of the initiative,
which is due to be up and working by

2020, is to update EU single market
rules for the digital era, boost the music
download business, establish a single
area for online payments and further
protect online consumers.
A fast-growing IT sector has turned
Ms Paunova’s native Bulgaria into a centre for information technology and outsourcing, helping to prop up the country’s stagnating economy.
Ms Paunova says: “Bulgaria will create the first local investment advisory
hub for the European Fund for Strategic
Investments [which has the goal of
reviving investment in crucial EU
projects] to assist businesses with identifying and applying for funding.”
She says initiatives aimed at boosting
Bulgaria’s research and innovation
capacities — such as the development of
Sofia Tech Park — along with the net-

App informs
refugees on
their journey
to safety

P

were supposed to do. It was like a Mexican stand-off for the whole day.”
Desperate for a means to ease the situation, Ms Kov and her husband racked
their brains for a solution.
“We went for a drink,” she told the
Financial Times. “We said ‘if you have
people who have not been informed
about what’s happening, yes, they are
going to be tense and nervous’. Then we
said, more or less together, ‘Oh, my God,
we need an app’.”
The idea to create a mobile phone
app that allowed accurate information
to be posted to refugees was quickly
fleshed out.
Tamas Nepusz, a friend of the couple
and a freelance software developer
based in Budapest, was on holiday in
Austria when he received the call asking
for his help. Mr Nepusz created the
“back end” — the web page that allows
volunteers to have access to the system.
Meanwhile, in Denmark, a friend of
his, Enys Mones, a physicist with “some
basic knowledge”, started coding the
app so it would run on the Android operating system.
By September 4, the crisis had
reached new heights. A train was
diverted and stopped well before the
Austrian border. It contained some very
angry refugees and by midday thousands of them began to walk from Budapest to Vienna. By mid-afternoon, Hungary’s principal motorway to the west
was choked with migrants.
Meanwhile, 1,000 miles to the northwest, Mr Mones was on a steep learning
curve. “I had only developed some
offline Android apps, as a hobby.
“The basic interface was not difficult,
but handling push messages [simple
alerts sent to users who choose to
receive them] and communicating with
the back end was something I had to
learn quickly,” he says.
Working with little sleep, Mr Mones

educated and skilled manpower and
reasonable taxes”.
She cites the Trakia Economic Zone, a
public-private partnership of industrial
areas based around Bulgaria’s secondlargest city of Plovdiv, as an example of
how projects may work.
“The aim of the project is to help
implement strategies and technologies
that will enable collaboration with
international partners,” she says. “The
logistics of doing business, which often
differs significantly between Europe
and China, will no longer be an obstacle
to investment.
“There is clearly a growing interest
among Chinese investors. For example,
the largest private Chinese company,
Pacific Construction Group, has chosen
Bulgaria to establish a base for further
investments in the EU.”

Funds find a way to
the wild, wild east
Technology

Latvia is slowly generating
a tech hub of its own,
reports Murad Ahmed

Society Program fills need for latest and accurate
news on routes across Europe, writes Kester Eddy
rojects that meet pressing
social needs are among the
challengers for inclusion in
this year’s New Europe 100, a
ranking that promotes innovators and digital thinkers from across
central and eastern Europe.
One social programme that caught
the attention of judges from the Warsaw-based journal Res Publica, Google,
the Visegrad Fund and the Financial
Times, was a mobile phone application
to help refugees struggling to cross
Europe after arriving on the continent.
The app has its roots in the first week
of September when the eyes of the world
were on Budapest. Thousands of refugees, many fleeing war in Syria and Iraq,
made rough camps in the city’s railway
stations, hoping to board trains to Austria and Germany. Tensions were high as
scores of frustrated migrants — many
holding worthless train tickets to
Munich — protested in the heat.
The Hungarian government had
chopped and changed its policies, trains
that had been scheduled to run were
cancelled without explanation and hundreds of riot police were deployed to
maintain order.
Yet, in the middle of these scenes of
anguish and misery, scores of volunteers could be found mingling with the
crowds and handing out food, clothing
and solace.
One of these was Nina Kov, a FrenchHungarian choreographer who was with
her husband on a family visit to Hungary. Ms Kov, whose own parents had
fled communist Hungary for the west,
was appalled, not only by the crowds
and squalor, but by the chronic lack of
communication between the authorities and the migrants in their charge.
“At one station, what we saw was just
incredible,” she says. “The police did not
know what they were supposed to do.
The refugees had no idea what they

work of advisory offices for SMEs being
developed across the country, will help
Bulgaria’s business and innovation
potential flourish. The tech park aims to
create and manage an environment for
innovation, build and implement educational programmes, and provide support for the commercialisation of new
technologies, products and services
Ms Paunova is also a member of the
European Parliament’s delegation for
relations with China and the US, and
argues that the bloc can do business
with China without having to compromise on issues of human rights. “The EU
has never sidelined human rights in its
dialogue with China,” she says.
She believes the member states of
central and eastern Europe can attract
more investors from China thanks to
“relative economic stability, well-

‘If people
have not
been told
what’s
happening,
they are
going to be
tense and
nervous’

had the InfoAid app ready to launch
within two days.
“It was pretty stressful. I learnt a lot
about very quick testing and writing
code that is robust from the beginning,
so I didn’t need to debug much,” he says.
The app had one function, to receive
push messages, but it worked, and in
Hungary while volunteers spread news
of the free download, Ms Kov began
organising a network of correspondents. “This was the hardest part, to find
people who had time to give us the information. Volunteers, charities, they were
all doing 18 hours a day,” she says.
One of the pressing concerns — in
view of the news that 71 refugees had
suffocated in a lorry — was to warn of
unscrupulous people smugglers. But
almost as important was that the accuracy of phoned in information had to be
checked.
“We had to stop rumours creating
panic and tension,” Ms Kov says.
There were also language barriers, but
within days, more than 200 people from
around the world were translating
information into English, German, Arabic, Farsi, Greek and Pashtun for free.
As the migration route changed, first
to Croatia, then Slovenia, the IT team
developed the application to include
various national “channels”, giving
country-specific updates for refugees as
they made their way across the region.
Two months after its launch, InfoAid
had reached 4,000 downloads with
some 2,000 active users, with between
10 and 50 downloads a day.

Hold the phone:
Nina Kov with the
InfoAid app
Attila Kisbenedek/Getty

Edgars Rozentals was among the first
generation of entrepreneurs to emerge
in central and eastern Europe after the
fall of the Iron Curtain.
In 1998, he was a Latvian teenager
who quit his computer science studies at
Riga Technical University in his first
year to head into business.
In 2000, he founded Aurum IT, a
digital design agency that today boasts
international customers such as
Microsoft and Nokia.
At the time, ambitious young people
in former communist states thought
launching internet start-ups was their
chance to join a modern gold rush.
Indeed, aurum is Latin for gold.
“It was really like the wild, wild west,”
says Mr Rozentals. “It was the moment
when the whole region, these postSoviet countries, were transforming.”
After “failing quite miserably” with a
series of start-ups, Mr Rozentals knew
he had to do something “a lot more
disruptive, to be in a niche where I’m
not competing with thousands and
thousands of companies”.
He turned to his hobbies. The 35year-old says he was “spending a lot of
my free time building helicopters,
planes and drones”, as well as enjoying
adventure sports such as surfboarding.
In 2012, Mr Rozentals created AirDog,
a drone that uses sensors to
automatically follow its owner from
above, filming everything it can see. The
films it creates are loved by adventure
sports enthusiasts, who get spectacular
footage of themselves speeding down
ski slopes or across waves, activities that
prohibit other sorts of filming.
At this year’s Consumer Electronics
Show in Las Vegas, the world’s largest
technology trade fair, AirDog won the
best drone or robot award. Mr Rozentals
has also secured a spot on this year’s
New Europe 100 ranking.
Today Latvia is slowly generating a
small tech hub of its own. Another
Latvian on this year’s list is Ernests
Stals, the chief executive of Reach.ly, a
big data search tool, and co-founder of
TechHub Riga, a start-up co-working
space in the country’s capital.
Many significant tech businesses have
emerged in the region. Recent successes
include WhatsApp, co-founded by
Ukraine-born Jan Koum, which has
been acquired by Facebook for $19bn,

and Prezi, a Hungarian presentation
software business that is used by
millions worldwide.
The region also has particular
strength in cyber security, with
companies such as Kaspersky Lab from
Russia, and AVG Technologies, Avast
and ESET, in the Czech Republic and
Slovakia.
These companies follow a similar
pattern. They tend to build a team of
computer programmers and developers
at home while opening sales and
marketing offices in western Europe
and the US to tap those markets.
This is because salaries for
programmers in the region are lower
than in the west and there is less risk of
staff being poached.
AirDog is following the same lead. In
the past year, the company of about 30
employed its first US worker in San
Francisco and another in Paris. But
significant problems remain. One is the
relative lack of capital.
“There are things that are missing,”
Mr Rozentals says. “We miss true
venture capital that will invest in risky
early stage companies. We don’t have an
angel investing network and investors
who understand the tech mindset.”
Invest Europe, a trade body, suggests
the region’s early stage companies
gained just €66m in venture capital in
2013, down from a pre-financial crisis
peak of €256m in 2008. By comparison,
the US National Venture Capital
Association says US funds had $156.5bn
under management in 2014.
Edgars Rozentals:
‘We miss true
venture capital
that will invest in
risky early stage
companies’

But even access to funding is changing
thanks to the internet. AirDog raised
$1.3m from Kickstarter, a site that
allows people to fund projects through
small donations or by paying for
products before they have been made.
This funding gave AirDog some much
needed attention that attracted deeper
pockets.
The company says it has since raised a
further $2.5m, mostly from individuals
and institutions based in Silicon Valley,
and plans to raise a further $1m in the
coming months.
The ideas and talent have existed for
years, but now money is coming to the
tech world’s less glamorous outposts
such as Latvia.
“Things are getting better every year,”
says Mr Rozentals.

Engineer plots profitable diversion with wheelchair car
Vehicle production

Czech component maker
finds market for innovative
design, writes Henry Foy
In the centre of a sleepy town in the east
of the Czech Republic a small car pulls
up to the kerb, front on. The engine is
turned off, the windscreen lifts up, the
front bumper folds forwards and a man
in a wheelchair rolls down two small
ramps on to the pavement.
Elbee, a vehicle designed, developed
and built in the heart of central Europe,
could change the lives of millions with
physical disabilities, giving them the
freedom of car drivers from the comfort
and safety of their wheelchair.
“There is no other product worldwide
produced to fit this need,” says Ladislav
Brazdil, product manager.
“There are many, many people using
wheelchairs worldwide,” he adds.

“But still this has not attracted big
companies.”
Elbee’s innovative front-opening
mechanism — which allows wheelchairusers to enter and take the driving
position without the need for
cumbersome, complicated seat changes
or the assistance of another person —
has earned the company a place in the
New Europe 100 ranking for 2015.
Based in Lostice, a small town 200km
east of Prague, Elbee was developed as a
subsidiary of ZLKL, an engineering
company owned by Mr Brazdil’s father.
The vehicle began life in 2003 as a
research project commissioned to give
the component manufacturer
experience of final assembly processes,
as a hedge against the possibility of lowcost Asian suppliers stealing its
business with companies such as
Germany’s Siemens and Daimler.
To complete the project the company
found “an engineer with an idea”.
Four years later the first prototype
was manufactured. After six years of

testing, and multiple improvements
and new versions, Elbee was granted
approval for use on EU roads in 2013.
At this point, the research project was
over. But when ZLKL took the product
to trade fairs around Europe the
response was overwhelmingly positive.

On the road: the Elbee vehicle

Just 2.5m long and 1.3m wide, Elbee is
not technically a car in the eyes of EU
regulators, but is designated as a heavy
quadricycle, like Renault’s electric
Twizy city car, which allows it to benefit
from lighter regulations than a standard
motor vehicle.
Elbee’s 300cc Italian scooter petrol
engine means it can drive on motorways
and reach speeds of about 100kph. It
also has a passenger seat behind the
driver’s.
A lever operated by a single hand
controls both the accelerator and the
brakes, and the vehicle’s designers are
developing both a joystick and
handlebars as alternatives to a steering
wheel for drivers of different abilities.
ZLKL is sure that the company’s
small size — combining engineering
experience, a respectable research and
development budget, small-scale
flexibility and bespoke manufacturing
techniques — helped bring the vehicle
to market.
“Products developed in people’s

garages ran out of money,” Mr Brazdil
says. “But every single wheelchair user
is different, with different needs and
different kinds of disability.” The
product must be very flexible, he adds.
“It is not like building 100,000 vehicles
on a line without worrying about the
differences between the customers. So
big car companies are not interested.”
ZLKL has signed a contract with a
partner to export and distribute Elbee
to France and is in talks with
distributors across Europe, the Middle
East, the US, Japan and Australia.
But, while it reckons sales could reach
150,000 a year, ZLKL is not getting
ahead of itself. Mr Brazdil says it will
make about 100 vehicles in 2016, rising
to about 1,000 by 2018, as the company,
which employs 200 and has an annual
turnover of €15m, scales up production.
“We are just a midsized company,
so we need to go step by step,” says
Mr Brazdil. “But in the Czech Republic
we have a great tradition of developing
vehicles.”
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Key
Ease of doing
business
country rank

100 regional challengers

Population GDP per
(millions) capita* ($)

By nation
Poland

27

Slovak Republic

Estonia (16)
1.3

13

Czech Republic

10

Romania

Lithuania (20)
2.9

Hungary
Sweden

Latvia (22)
2.0

7

Estonia

7
4

Ukraine

4

Latvia

Poland (25)
38.0
Slovak Republic (29)
5.4

24,620

Latvia

3

Belarus
Bosnia and
Herzegovina
Lithuania

2
2
1

Slovenia

1

17,859

Belarus

Russia

2

Serbia

28,153

Lithuania

Inward Foreign direct
investment

Slovenia (29)
2.1
Czech Rep (36)
10.5

26,403

Germany

Poland

Romania (37)
19.9

Czech Rep

Bulgaria (38)
7.2

Russia

8

Bulgaria
Croatia

28,781

Estonia

9

Ukraine
31,480

29,424

Slovak
Republic

Croatia (40)
4.2

7,990

0.5 Slovak Republic
0.5 Lithuania
0.3 Ukraine

Austria

Hungary (42)
9.9

Hungary

As % of GDP, 2014
Croatia
6.0
Serbia
4.3
Estonia
3.8
3.1
Bulgaria
3.1
Slovenia
Bos & Herz 3.1
Hungary 2.9
2.9 Czech Rep.
2.5 Poland
2.4 Belarus
1.6 Romania
1.5 Latvia

26,075

Moldova

Slovenia

Belarus (44)
9.4

30,825

21,324

Serbia (59)
7.2

20,698

Croatia

Romania

Bosnia and Serbia
Herzegovina 13,577
Montenegro
Kosovo

18,502

Bulgaria

Italy

Ukraine (83)
100

Macedonia
Albania

42.7

FT graphic Sources: IMF; Unctad *Based on purchasing-power-parity per capita GDP

The 2015 New Europe 100 is the
second annual ranking of central and
eastern Europe’s brightest and best
people and organisations that through
innovations, big ideas or social
influence have changed the world or
their local status quo.
The project is intended to raise the
profile of world-leading innovation in
emerging Europe and to build
connections among those who are
leading that drive.
The challengers for this year’s
awards were selected by Res Publica,
the Warsaw-based journal; technology
company Google; the Visegrad Fund, a
regional backer of arts and social
projects aiming at promoting greater
integration within central Europe; and
the Financial Times.
Representatives from these four
organisations considered hundreds of
nominations from national institutions,
think-tanks and the public before
settling on a final list of 100. These
challengers were split into the four
categories below.

Society and Politics:
32 per cent of those on this
year’s New 100 list
A quarter of a century after
democracy returned to eastern Europe
following the fall of the Berlin Wall,
these public figures are shaping the
politics or societies of their developing
countries, often using digital
initiatives. This year’s challengers
include: Slovakia’s innovation-centric
president; Bulgarian politician Eva
Paunova, who, as one of the European
Parliament’s youngest members, is
spearheading efforts to roll out
Europe’s digital single market (see
profile on Page 2); a website to report
electoral violations in Belarus; and a
Hungarian smartphone application to
provide essential information to
refugees travelling through the
country (also featured on Page 2).

Business: 50 per cent

10,214

Bosnia and Herzegovina (79)
3.9

Ranking Sectors in the vanguard of change

Greece

Turkey

Redefining central and eastern Europe
as a region for innovation rather than
factories and mines, these
entrepreneurs or executives are either
building budding businesses or taking
local success to global markets. A
Czech company that has built a
revolutionary car for wheelchair users
(see Page 2) features alongside a

Eva Paunova: digitally aware MEP
Latvian company that built the best
drone of 2015 and a Hungarian
messaging platform.

Media and Culture: 7 per cent
Innovators using digital tools and new
ideas to shake up the region’s cultural
and media landscapes include a Polish
funding platform that helps fans
support their favourite artists,
Romanian comedians training a new
generation of animators, and a
Bosnian website portal supporting
independent news media across the
Balkans.

Science: 11 per cent
From designers of physiotherapy
robots to games that can reveal
learning difficulties in toddlers, the
region is tapping its strong tradition
for technical education in developing
groundbreaking scientists and
inventors. This year’s batch features a
Romanian astrophysicist who proved
the existence of long-theorised gas
filaments, a simple and inexpensive
test for Ebola developed in Poland,
and a Croatian professor who has
designed a voice-controlled assistant
for people with physical disabilities.
For the complete list and a
description of the achievements of
those listed in this year’s ranking,
visit ne100.org. You can also join the
debate #ne100 and @neweurope100.

Henry Foy
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Paper tiger grew using innovation with hard, honest work
Hungary

Investment in technology
and staff secured contracts
with multinationals, explains
Kester Eddy
Negotiating the cobbled lanes between
ageing, brick buildings on the sprawling
industrial estate of the Dunapack factory in Csepel, south Budapest, conjures
up images of a former era: one almost
expects to meet a workers’ brigade,
marching proudly to show solidarity
with the proletarian cause. Not for nothing was this district of the Hungarian
capital once known as Red Csepel.
But any former comrades peering
into those industrial units today would
be in for a shock. In the largest, a stateof-the-art, 100m-long computer-controlled production line turns three
broad layers of paper into lightweight,
corrugated cardboard at a rate of four
metres per second. And it employs just

nine men per shift. “We are the largest
suppliers of packaging to the big multinationals, like Mars, Henkel in Hungary. This means we always have to offer
the highest quality,” Ferenc Kohl, head
of design at Dunapack, says over the
whine of machinery.
Though rarely in the spotlight, Hungary’s paper and packaging sector is
emblematic of the upheavals in traditional industries since the demise of
communism.
In 1989, the country had more than
half a dozen paper mills, all overstaffed,
inefficient and largely dependent on
cheap pulp and energy from the Soviet
Union.
In the ensuing 25 years all but one has
closed. What remains has been transformed and renewed, the driver being
the Prinzhorn Group, an Austrian
family-owned paper and packaging specialist that bought a minority stake in
the state-owned Dunapack in 1990.
Since then it has invested €600m in
Hungary to establish what Cord
Prinzhorn, the chief executive, says is
“a technology leader in paper and

‘It’s not just
technology,
it’s our
organisation,
knowledge
and
dedication’

lightweight packaging . . . we are the
benchmark in terms of competitiveness
[in the sector]”.
Prinzhorn has three Hungarian operations: Duparec, a recycling company,
which supplies Hamburger Hungaria, a
paper mill whose business is based on
recycled paper, which in turn supplies
Dunapack.
These three constitute the largest
country operation in the group, larger,
even than the Austrian parent.
“In total, we have 5,335 people in 13
countries, out of which 1,260 are in
Hungary, or 24 per cent of our workforce,” Mr Prinzhorn says.
But Hungary accounts for €420m, or
35 per cent of the group’s €1.2bn total
turnover owing to a combination of
strong investment and a skilled workforce, Mr Prinzhorn says.
“Paper and packaging has a lot of
competence in Hungary, mainly
because we have kept it here. Had we
not invested in the 1990s, this competence would have probably been lost,”
he says. He believes the Hungarian
operation is a benchmark. “Within

recycling, paper manufacturing and
high-quality packaging, we achieve the
highest utilisation and efficiency of our
resources — above 93 per cent — where
the competition average is below 88 per
cent,” he says. “It’s not just technology,
it’s our organisation, knowledge and
dedication.”
After establishing its Hungarian base,
the group employed skills developed
there in neighbouring states, using the
country as a hub to roll out investments
— chiefly packaging plants — into Romania, Croatia, Serbia, Bulgaria and, most
recently, Ukraine.
All told, investment in the region,
including Turkey, totals €1.1bn, driven
by international clients expanding their
operations and requesting services as
they developed, Mr Prinzhorn says.
Group revenues are expected grow by
about 5 per cent this year.
While aesthetic design and a fine finish to packaging are high priorities, Mr
Prinzhorn takes great satisfaction in the
bottom-line, utilitarian value of highquality packaging.
“This summer, I was in Ukraine. You

Cord Prinzhorn:
‘If there is anything
I wish for, it is
that landfill
becomes more
expensive’

Handshakes
and smiles
hide investors’
concerns
Investment Crippled by corruption and ravaged by
war, Ukraine’s woes persist, says Roman Olearchyk

E

xchanging warm handshakes
and smiles, Ukraine’s cabinet
ministers lined up to be
photographed with US commerce secretary Penny Pritzker and an entourage of senior US executives who joined her for the autumn
visit to Kiev.
As they settled into deep leather
chairs for discussions, Ukraine’s prime
minister made his pitch for investment.
He pledged to promptly address any
concerns executives had.
“You have questions, we have
answers. You have investments, we are
ready to receive them,” Arseniy
Yatseniuk told his US visitors.
Yet, as discussions continued, it
emerged new investors had not shown
up. Ukrainian officials heard a mix of
praise on recently implemented
reforms and warnings that further
investments from some of its largest
existing investors — the likes of Cargill, a
farming services provider, Citibank and
DuPont, the agrochemical company —
hinged on improvements to a still
horrible business climate, a weak
judiciary and the shaky rule of law.
“There’s been progress made,” Ms

Pritzker said. She pointed to macroeconomic stability achieved through austerity and fiscal prudence, both conditions of a $40bn bailout led by the International Monetary Fund. She
announced a third $1bn US-guaranteed
loan “to support continued progress in
advancing reforms . . . that will be
important to unlock international
investment in Ukraine and lay the
groundwork for return to growth”.
But she stressed disbursement was
“conditioned on Ukraine’s progress on
implementing its economic reform programme, including, of course, adherence to the IMF’s programme and concrete forward momentum in the ongoing fight against corruption”.
The exchange highlights the sobering
reality for cash-strapped Ukraine. Even
if Kiev ends a smouldering war with
Russian-backed separatists that has
plunged it into deep recession, it must
pick up the pace to improve the business
environment and conquer the widespread corruption that continues to
bleed budget coffers and businesses dry,
from high-level, rent-seeking scams to
lower-level graft fostered by choking
bureaucracy. Only then does it stand a

Walk the walk:
Penny Pritzker
and Ukraine
president Petro
Poroshenko
Valentyn Ogirenko/Reuters

chance of attracting investment at levels
needed to secure sustained growth and
higher living standards that millions of
Ukrainians two years ago hoped the
Maidan revolution, which toppled
Moscow-backed president Viktor Yanukovich, would deliver.
The task is daunting. To catch up with
Poland, Ukraine must quadruple the
$62bn in direct foreign investment
attracted since independence in 1991.
After peaking at nearly $10bn in
2008, net foreign direct investment
(FDI) inflows inched up to $2bn in eight
months of this year after plunging to
some $300m in 2014. “It was not supposed to be a year of massive FDI . . . at
the start of the year we still had people
dying in large numbers on the frontline,” says Aivaras Abromavicius,
Ukraine’s economy minister.

‘Political will
is needed to
create the
conditions
for business
to invest’

Pointing to “36 months of successive
productivity decline”, he says: “We
obviously are far, far behind and need to
accelerate . . . to offer investors light
regulatory framework, rule of law, quite
a few things. We achieved macroeconomic stabilisation . . . the country is
changing.”
Simplified business registration
boosted Ukraine four points in
the World Bank’s Doing Business 2016
ranking to 83rd out of 189 countries.
Deeper deregulation and other
reforms would advance a country that
has shot up 69 places since 2012, when it
ranked 152nd.
Near-term challenges focus on overhauling and streamlining bloated and
dysfunctional government institutions,
foremost unruly courts, prosecutors,
and tax and customs services.

used to have watermelons thrown into a
truck one by one. It took two hours to
load and, since the roads are miserable,
30 per cent were smashed,” he says.
Now, with the Prinzhorn plant producing affordable, disposable cardboard crates, farmers can load a truck
with a forklift in 15 minutes and deliver
with minimal loss.
“We opened our [Ukraine] plant in
2012, and suddenly our products are a
promoter of economic growth. I am
thoroughly excited by those guys down
there,” he says.
Back in Hungary, there are problems,
however, Mr Prinzhorn admits, such as
the loss of used paper into cheap landfill
sites.
“If there is anything I wish for, it is
that landfill becomes more expensive,
to make sure no paper is buried and we
have the chance to recycle it,” he says.
“We are profitable, and we should be,
we are entrepreneurs, and we invest,”
Mr Prinzhorn says.
“There is a reason why we [in paper]
are not considered sexy. It’s hard, honest work,” he adds.

Copying the model of a recently
launched police force, new staff will be
competitively hired and better paid,
reducing vulnerability to corruption.
It is an approach borrowed from
nearby Georgia. A decade ago, under the
2004-2013 presidency of Mikheil Saakashvili, the Caucasus country climbed
to the top of the World Bank ranking.
Now exiled from Georgia, Mr Saakashvili, who governs Ukraine’s Odessa
region and advises Kiev on reforms,
stresses the need to privatise mismanaged state enterprises swiftly.
Many, he says, are being milked dry
by vested interests that skim and transfer profits into offshore, middleman
companies.
Mr Saakashvili says companies from
the US, Europe and Turkey have
expressed interest in potentially lucrative state-run businesses. “There are
many big cash earners, like the Odessa
Portside chemical plant. Once you do
one or two tenders really well, you generate lots of cash. Once [investors] buy
it, you can generate lots of tax income.
That’s how a real economy works.”
He describes Ukraine as “the next big
tiger of Europe” and full of “amazing”
but untapped potential, from rich
resources and low-cost but skilled labour
to a location perfect for exporting.
Mr Abromavicius adds that investments are trickling into the promising
agriculture sector and ports, and singled
out plans by auto parts manufacturers,
including Japan’s Fujikura, to build factories near Ukraine’s border with the
European Union.
Additionally, billionaire philanthropist George Soros has pledged to invest
$1bn in what he calls “the new Ukraine”,
and plans to invest in a leading domestic
IT company called Ciklum and provide
seed money for an investment fund
managed by Kiev-based Dragon Capital.
“Given substantially lower costs of
production, opening up of the EU market from the first of January [through a
trade agreement], Ukraine can become
some sort of a factory for Europe,” Mr
Abromavicius says.
Officials routinely highlight such vast
opportunities at road shows. However,
as Ms Pritzker stressed during the Kiev
discussions with Ukraine’s government:
“Ultimately, the political will is needed
to create the conditions for businesses
to continue and make greater investments.”

Motor factory network drives economy
VIEWPOINT

Thomas Schmid
Since the early 2000s, Hyundai Motor
has pursued a strategy of developing
region-specific cars, which has
profoundly influenced the brand’s sales
in Europe.
Installing production capacity in
Europe was essential to fulfil the
demand and, seven years ago this
month, the first i30 hatchback was
made at Hyundai Motor Manufacturing
Czech. Based in the industrial zone of
Nosovice, the facility is one of the
industry’s most productive, building
more than 300,000 cars and 600,000
transmissions a year. It has quickly
become a key location in Hyundai’s
global manufacturing network.
Why did we select the Czech Republic
as our production base? The country’s
profile as an emerging automotive
powerhouse is clear: carmaking
dominates the country’s industrial
landscape, employing more than
150,000 people and accounting for more
than 20 per cent of total manufacturing

output. The Czech Republic is now one
of the world’s top 15 car producers by
volume and per capita output stands at
107.5 vehicles per 1,000 people.
Furthermore, its supplier network is
highly integrated into the European
automotive value chain. Additionally, it
is a stable and prosperous economy,
with favourable labour laws and
relatively low employment costs.
With these strengths already in place,
a transparent system of government
investment incentives that covered up
to 15 per cent of eligible costs further
encouraged Hyundai Motor to select the
rural Moravian-Silesian location. The
geographical benefits cannot be
overlooked. The factory is situated
almost in the centre of Europe,
bordering Germany, Austria and
Poland. Crucially, its fourth neighbour is
home to Hyundai Mobis Slovakia, from
where chassis modules and brake
systems are delivered, while engines are
sourced from nearby sister company
Kia Motors Slovakia.
The labour force in the region is
highly skilled, thanks to a long and
successful industrial tradition and an
education system with high standards.
But before the arrival of the plant,
local employment opportunities were
disappearing as heavy industry

declined. Our €1.12bn investment in the
plant has had a positive effect: more
than 3,300 workers are now employed
there, 97 per cent of whom are from the
Moravian-Silesian region — with a
further 7,000 jobs created in the
surrounding area.
Our Czech operation has become one
of the engines powering the nation’s
economy. In setting up the factory, we
made the largest foreign investment in
the country, and the company is now
ranked fifth for corporate income tax
payment, and first among

The labour force in the
region is highly skilled,
thanks to a long
industrial tradition
manufacturing companies. Further
benefits come in the €1.6bn of orders
placed each year, with more than 60 per
cent of parts sourced within 40km.
Despite this corner of Europe
becoming a strategically important
manufacturing location for us,
Hyundai’s European infrastructure
growth began elsewhere. The European
Technical Centre in Rüsselsheim,

Germany, opened in 2003, and it is here
that our cars for Europe are still
designed, developed and tested.
Capitalising on German pedigree in
automotive engineering has far
outweighed the logistical advantage of
having research and development
housed alongside production.
With this mix of specialist expertise
based in relevant countries, our
regionalisation approach now sees 90
per cent of cars sold in Europe designed,
developed and manufactured in the
region, contributing to our market
share growth in recent years.
Our sales success helps to drive the
Czech plant, which has been running at
100 per cent capacity even during the
economic downturn.
Alongside high levels of operational
performance, the factory has been
recognised through several awards
programmes, winning the 2010, 2011
and 2014 excellence award in the Czech
National Awards for Quality; employer
of the year 2013, 2014 and 2015; and,
annually since 2011, the Czech
Republic’s Automotive Industry
Association company of the year
accolade.
The writer is chief operating officer for
Hyundai Motor Europe
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Postponed flotation damps growth hopes
Latvia A post-crisis
turning point has yet to
be reached, reports
David Crouch

L

atvia’s first public offering in
more than a decade was postponed this month, dealing a
blow to hopes that the Baltic
states might be nearing a psychological turning point in the wake of
the global financial crisis.
Citadele Banka called off its plans to
list in London and Riga, citing
“unfavourable market conditions”.
“An initial public offering could have
been a very good sign for the local stock
market, but the price was too high,” says
Edmunds Rudzitis, an economist at
Swedish bank SEB.
Citadele’s owners, a star-studded consortium boasting former Federal
Reserve chairman Paul Volcker,
Egyptian billionaire Nassef Sawiris and
former head of the World Bank James
Wolfensohn, had hurried to market
after purchasing a 75 per cent stake
from the Latvian state just six months
earlier. But the bank, the country’s fifthlargest by deposits, was forced to extend

the offer subscription period and called
off the IPO altogether on November 11
after roadshows failed to deliver sufficient international investors. Guntis
Belavskis, chairman and chief
executive, declined to speak to the
Financial Times.
The IPO had been intended to mark a
turnround for Citadele, a “good bank”
carved out of the ruins of Parex, which
exploded spectacularly in 2008 during a
deep crisis in which Latvia was bailed
out by the EU and the International
Monetary Fund.
The market was abuzz with rumours
that other banks were willing to sell
some or all of their businesses, according to Mr Rudzitis, with speculation that
Citadele could use an injection of funds
to scoop up assets such as Danske Bank’s
Estonian business, or target rivals such
as Siauliu Bankas. Siauliu shares, which
had jumped on news of the IPO, lost 5
per cent after it was suspended.
But Citadele’s new owners appeared
to misjudge investor appetite. “The timing was OK, but the price was too high,”
Mr Rudzitis says. Under Tim Collins, the
board chairman and chief of US advisers
Ripplewood, the group valued the bank
at about five times the sum it paid the
state for its stake in April.

Loss of
open
borders
poses threat
Continued from page 1
the Schengen agreement,” warns Mr
Mitov, referring to the EU’s passportfree zone.
He adds that the migrant crisis is the
first problem on which the EU has really
not been able to reach an agreement.
The crisis also helped boost the
majority of the conservative Law and
Justice party in elections in Poland last
month, despite Poland’s record as central and eastern Europe’s most consistently successful economy, growing by
more than one-third just since 2007.
Markets are concerned the new government could borrow some of the controversial policies of Hungary’s populist
Fidesz party, seen as unfriendly to foreign investors, and fear that, if this happens in Poland, it could spread to others.
Law and Justice called during its campaign for taxes on banks and large
retailers, both foreign-dominated sectors, similar to those imposed in Hungary, though Poland’s new economy and
finance ministers are both moderates.
Analysts fear, too, that Poland’s new
government may be less willing to
undertake the structural reforms
needed to encourage investment, or to
raise productivity growth and stimulate
the shift towards a more “knowledgebased” economy.
The European Bank for Reconstruction and Development noted in its
annual Transition Report, published

$16.5bn

$11.6bn

EBRD estimate
of FDI gap in
south-eastern
Europe

EBRD estimate
of FDI gap in
eastern Europe
and the Caucasus

this month, that despite the region’s
attractiveness and progress in tackling
fiscal imbalances since the financial crisis, investment rates are lower than in
other emerging market economies.
The EBRD estimated an annual
investment “gap” of $75bn in its 36
countries of operation. That included
holes of $28.1bn in central Europe and
the Baltic republics; $16.5bn in southeastern Europe; and $11.6bn in eastern
Europe and the Caucasus, excluding
Belarus, which, despite its recently reelected authoritarian president Alexander Lukashenko, attracts more investment than expected.

“This investment gap is casting a serious shadow over the region’s long-term
growth prospects,” says Hans
Peter Lankes, the EBRD’s acting chief
economist. “In order to boost investment and close that gap, new funding
sources need to be explored.”
The bank says the boom-bust cycle of
credit-fuelled expansion followed by the
financial crisis has left many of its countries of operation with “dual economies”. Some parts of the private sector
are over-indebted while others lack
access to credit or equity. Fixing that
means tackling high levels of non-performing loans in many CEE countries. It
requires a continuing shift from financing in foreign currencies to local currency credit markets and encouraging
higher domestic savings levels.
More diverse capital flows, from nonEuropean emerging markets and
advanced economies are needed, the
EBRD adds. The EBRD also sees a
greater need for equity financing, and
particularly private equity, in a region
where many companies have relied on
bank lending.
Robert Manz, chairman of the CEE
task force for Invest Europe, an association that represents private capital, says
both private equity fundraising and
investment activity in the region grew
sharply in 2014. But, he acknowledges,
there is “still a lack of institutional
investors inside the region, from within
central Europe”.
“By and large, the capital coming into
central Europe is basically imported
capital,” adds Mr Manz, who is also
managing partner of Enterprise Investors in Warsaw, a private equity firm.
He says investors sometimes wonder
how to define central Europe since parts
of it have already moved beyond being
an emerging market. “Institutional
investors have to take a pretty close look
at it and that’s what we’re trying to
encourage them to do. We think the
story has a little bit fallen off of their
radar,” he says, adding: “There are a lot
of reasons why this region will continue
to perform well.”
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Latvia in particular has seen recent
growth rising faster than elsewhere in
the EU, and is the most rapidly growing
economy of the three Baltic states, even
if it is the smallest. In 2011 GDP rose 5
per cent, in 2012 and 2013 by 4.8 and 4.2
per cent respectively. This has slowed to
an estimated 2.4 per cent this year.
Unemployment has halved from its
peak of more than 20 per cent in 2010,
with joblessness in the capital Riga
approaching just 5 per cent. “Wage
growth is strong, which supports the

Customers at a Citadele branch
in Riga
Jason Alden/Bloomberg

‘The low-hanging fruit has
been picked, so the amount
of catching up that needs to
be done is more difficult’

idea the country is at full employment —
all the unemployment is structural,”
says Morten Hansen, head of economics
at the Stockholm School of Economics
in Riga, and a member of Latvia’s fiscal
discipline council. Indeed, unit labour
costs are growing faster than any other
country in the EU at about 7 per cent.
“We have warned not to repeat the
mistake of 2005-07, when the economy
saw overheating and wages growing 35
per cent on an annual basis, way ahead
of productivity growth,” Mr Hansen
says. After a credit-fuelled bubble burst
in 2007, austerity policies saw incomes
collapse and emigration by more than
100,000 citizens from this country of
barely 2m. But it has since been held up
as an example to profligate southern
European states that short-term economic pain can deliver long term gains.
“Latvia’s economic policies have not
only enabled a fast return to growth, but
also allowed it to restore the trust of
investors and introduce the euro [in
January 2014],” says Janis Reirs, the
finance minister, pointing to a successful eurobond issue in September and
improvement in Latvia’s credit rating.
The eurobond issue “was a significant
moment” that demonstrated the country could attract money from large

investors on capital markets, Mr
Hansen says, but Latvia remains the
“strongest among the weak” in the
Baltic region.
With foreign investors taking a waitand-see approach to Latvia as relations
between the EU and the Baltics’ biggest
trading partner, Russia, continue to be
strained, the failure of Citadele’s IPO has
weigh ed on the propects for growth.
Depreciation of the Russian rouble
has made goods from Latvia twice as
expensive. “The low-hanging fruit has
been picked, so the amount of catching
up that needs to be done is more difficult,” Mr Hansen says.
Efforts to persuade young émigrés to
return have not yet succeeded and there
has been a steep decline in young people
on the labour market, with numbers
falling on average more than 5 per cent
each year in each of the past five years.
In 2005 every fifth person was aged 13 to
25. In 2015 it is only 14 per cent.
GDP is also still not back to pre-crisis
levels. The lesson of the Irish Republic is
that a reasonable level of GDP per capita
and good employment prospects are
needed for the diaspora to return.
Mr Hansen says: “We are waiting to
see if something like that can happen
here.”
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Leaders seek to bask in glow of high-tech growth
OPINION

Henry Foy

A

cross central and eastern
Europe, governments are
busily promoting
themselves as tech and
media savvy as they look to
nurture new industries that are slowly
developing around the region.
Aware they cannot rely on low-cost
manufacturing and inefficient primary
industries such as mining and
agriculture to keep pace with their lofty
economic growth targets, “start-up
hubs” and “innovation clusters” have
become buzzwords in any forwardthinking politician’s speeches. Every
capital in the region seems to be selling
itself as eastern Europe’s Silicon Valley.
The region needs innovation and a
generation of technology-focused
enterprises is imperative to avoid the
“middle-income trap”, where incomes
hit a ceiling.
Yet the role that governments should
play is not so obvious. This month, in
the basement of a hotel in Bratislava,

the government inaugurated the Slovak
Innovation Advisory Board, a collection
of experts who will advise Slovakia’s
economy minister on how best to help
foster, develop and support start-ups.
The advice was mixed. Some in the
group of multinational technology
executives, investors and academics
said government should stick to
creating support infrastructure.
Some of these experts called for
projects to mentor entrepreneurs. One
thought the government should provide
capital to fund small business.
Innovation is a delicate flower. Fail to
nurture it and ideas without funding
and encouragement quickly wither.
Incubate it too much, however, and
companies become bogged down in
bureaucracy and often pack up, move or
are taken over.
And, while much has changed since
the dark days of communism, many in
the region’s entrepreneurial circles are
worried that governments in central
and eastern Europe are not famed for
their natural pro-business policies.
Specific concerns are twofold.
First, government involvement
intrinsically brings national boundaries
to bear, as national capitals aim to
promote their offering over rivals. So
while the Visegrad Four states, Slovakia,

Business friendly: Slovak President Andrej Kiska — Samuel Kubani/Getty

Innovation is a delicate
flower. Fail to nurture it and
ideas quickly wither

Czech Republic, Poland and Hungary,
promise collaboration and, in theory,
provide would-be businesses with
63.5m potential customers, an
innovator in Budapest is unlikely to be
encouraged by Hungary to team up with
businesses in Warsaw.

At the Bratislava meeting last month,
most of the executives, from the likes of
Facebook, Google and HP, had a
regional brief.
Despite this, they have to deal with
four different economy ministers and
four different policy proposals.
Second, innovators are sceptical about
whether politicians are committed to
fostering innovation or see it as a handy
way to sell modern credentials to the
public ahead of elections.
Slovak President Andrej Kiska was a
successful entrepreneur before he was
elected last year. As such, his support
for innovation has been well received
across the region.
But others without a business
background are adopting his lead.
Fostering an innovative economy was
a part of Andrzej Duda’s successful
campaign for the Polish presidency this
year.
Hungarian prime minister Viktor
Orban has talked glowingly about the
“birth of invention”, while crimping
business sentiment and spooking
foreign investors with
policies such as taxes on the mainly
foreign-owned banking and
supermarket industries.
It may just be coincidence that the
Slovakian government’s public push

into the innovation space comes less
than six months before an election.
Government, some businesspeople
argue, would be best off tackling the
legislation that holds back the region’s
innovators as far too many laws dating
back to before 1989 still hamper
business development.
Poland, for example, spends billions
of euros every year subsidising
lossmaking coal mines. Yet it has still
not passed legislation to make research
and development investment tax
deductible.
Belarus, perhaps Europe’s most
restrictive economy, is a one example of
where a different approach is working.
The High Technology Park in Minsk
has been a success thanks to a hands-off
attitude from government, which
commissioned it, granted tax and excise
benefits to residents, then left it alone.
Almost 150 companies there export
more than 80 per cent of their business.
Much hope has been placed in central
and eastern Europe’s post-Soviet
generation, 20 and 30-somethings who
have international dreams but little
memory of how communist
governments stifled private enterprise.
However eager they are to help,
governments would be mindful to
ensure those memories stay buried.

State assets Buyers hang on the line in telecoms sale
Privatisation seemed to have hit the
buffers in the former Yugoslavia this
year, with the failure of the sale of one
state telecoms company and the
leading bidder pulling out of the
running for another.
In August, Slovenian Sovereign
Holding, which manages some of the
state assets lined up for sale,
announced that private equity group
Cinven had pulled out of the running
for the acquisition of state-owned
Telekom Slovenije, citing market
conditions, regulatory issues and
political complications. That same
month, Carlos Slim’s America Movil
and its subsidiary Austria Telekom
quit the race for Telekom Srbija,
saying Belgrade’s asking price was too
high and the company’s profits too
low.
The processes of selling the two
state telcos provides “a textbook
example of the difficulties” of
privatisation in the region, says James
Thornley, senior partner at KPMG in
Belgrade.
A history of Titoist selfmanagement and a more recent past
of botched and suspect sell-offs have
increased public and political wariness.
While sales of breweries, fast-moving
consumer goods makers and tobacco
companies, among others, have often
proved successful, state-owned
bakeries still exist here.
Complaints that the sale of state
assets is slow and politicised are
common. However, despite the
telecoms difficulties, the latest selloffs seem to be gaining traction, with a
number of deals sealed over the past
year and others moving forward, albeit
haltingly.
Hundreds of companies are for sale
in one form or another as budgetary
pressure and hunger for investment
force governments’ hands.
“We are well on the way, but we
have to do it smartly,” Dusan Mramor,
Slovenia’s finance minister, told the FT.
“We have to prepare companies for
privatisation and privatise them in a
process that doesn’t have the hiccups
Telekom Slovenije had.”
Meanwhile, Aleksandar Vucic,
Serbia’s prime minister, has closely
associated himself with his country’s
privatisation programme, which
involves more than 500 companies. He
has insisted the 58 per cent stake of
Telekom Srbija on offer — the rest is
owned by the company, employees
and small shareholders — will not be
sold for less than the €1.4bn level in a
failed tender in 2011. This has not
deterred bidders, including, ironically,
Telekom Slovenije, in partnership with
US fund Apollo Investment
Corporation. This sale could be a
curtainraiser for further privatisations.
It is seen as one of the country’s most

attractive assets, with commanding
market shares in fixed-line, mobile and
internet. Others being lined up are:
Komercijalna Banka, Serbia’s secondbiggest lender; insurer Dunav
Osiguranje; and pharmaceutical
company Galenika. If all goes well,
Komercijalna Banka should be sold by
the end of 2017, while the government
has issued a tender for advisers on
Belgrade airport, which may be offered
under a concessionary arrangement.
Processes for other companies are
less clear. The Serbian government
has identified 17 large companies seen
as important for the country or the
region they are in, ringfencing them
from creditors (often other stateowned enterprises) until restructuring
plans are complete. They include
Galenika and RTB Bor, a miner.
“These are complex privatisations,
with serious financial, social and
political implications,” says Daniel
Berg, Serbia director of the European
Bank for Reconstruction and
Development, a participant in regional
privatisation. “However, the
government seems committed to
continue with Telekom Srbija this year
and to make good progress on
Komercijalna Banka and Belgrade
airport next year. As for the other
large 17, we should see some
processes completed this year and
others next.”
One option could be to bring in new
management with private equity-style
incentives to turn companies around,
and adding value before future selloffs.
Slavko Caric, chairman of the
management board of Erste Bank
Serbia, says: “Investors
can . . . produce [goods] at a fraction
of the price of western Europe, with
access to markets in Europe, Russia,
Turkey, and China.”
An example of a successful strategic
partnership is Air Serbia, once ailing
JAT, Yugoslavia’s flag-carrier. The
airline was relaunched in October 2013
after Abu Dhabi-based Etihad took a
49 per cent stake and management
control. In 2014, the airline’s first full
year of operation, revenue grew by 87
per cent and passenger numbers 68
per cent. Air Serbia now feeds into
Etihad’s international network, giving
the carrier reach across central and
eastern Europe.
One problem, however, is that many
of the 500-plus companies for sale are
not commercially viable. About 70
have no staff, the Privatisation Agency
says, while others have too many.
There is compensation for those who
lose jobs. Some workers only receive
salaries sporadically because of
cashflow problems, which many say is
an argument for restructuring.
Andrew MacDowall

Smart thinking: Dusan Mramor, Slovenia’s finance minister — Jure Makove/Getty

