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Eastern Europe 
 
Russian President Vladimir Putin has 
ordered Russia's interior ministry to cut 
the country's police force by 110,000 
employees, or by 10% of the total. The 
maximum number of ministry employ-
ees paid from the federal budget should 
be just over 1mn people. 
 
Russia's industrial production con-
tracted for a fifth month in June in its 
worst slump since 2009. Output at fac-
tories, utilities and mines declined 4.8% 
y/y following a 5.5% fall in May. 

British bank Barclays has frozen the 
account of Russian state-run news 
agency Rossiya Segodnya because of 
sanctions on the agency's chief, Dmitry 
Kiselyov. The journalist, who is known for 
his anti-Western comments, decried the 
freezing of the account as censorship. 

 

A teacher of German in a provincial 
Russian town has been sentenced to 
300 hours of community service and 
banned from teaching for two years 
for publishing a poem on the internet 
condemning Russia's actions in Crimea 
and Ukraine. 

Right Sector nationalists were impli-
cated in an outbreak of violence in 
Ukraine. A clash between a group from 
Ukraine's nationalist organisation and a 
local MP in the West Ukrainian town of 
Mukacheve left four civilians and three 
policemen wounded, with two in critical 
condition. 

The support group for President Alexan-
der Lukashenko in the October election 
in Belarus applied for registration to 

the Central Election Commission. The 
group must collect at least 100,000 voter 
signatures for Lukashenko's registration 
to run in the polls, which in the absence 
of any clear rivals is expected to propel 
him to a fifth consecutive term. 
 
 
Central Europe 
 
Moody's disappointed Hungary 
again as it offered no change to its junk 
rating. The agency was due to review 
its rating on July 10, but made no 
announcement. Budapest has insisted 
ever since it lost investment grade with 
all three major agencies in 2012 that it 
deserves a better rating. 

 

With tension over Russia's renewed 
imperial ambitions persisting, Lithuania 
is removing all remaining Soviet stat-
ues in Vilnius. The four effigies to have 
escaped a cull in 1990 – depicting Red 
Army soldiers, workers, students and 
peasants – were erected on the Green 
Bridge in 1952. 

Almost half of young Poles are mull-
ing emigration. A new survey indicates 
46% are considering leaving the country 
once they complete studies. Graduates 
claim companies in the UK, Ireland and 
Germany offer better opportunities than 
Polish peers. 

The EU has suspended road con-
struction payments to Hungary over 
concerns about the project selection 
process. Brussels suspects tender restric-
tions means Budapest overpaid, and has 
applied a penalty of 25% on HUF360bn 
paid out to contractors, many of which 
are reportedly owned by Lajos Simic-

ska – a onetime friend of PM Orban and 
major funder of the ruling Fidesz party. 

 
Southeast Europe 
 
Moldova’s three main pro-European 
parties are close to forming a new coali-
tion, following the resignation of Prime 
Minister Chiril Gaburici on June 12. The 
three parties have also agreed in principle 
to changing the presidential election 
procedure from indirect to direct elections, 
to prevent political deadlock, with a 
referendum set to be held later this year. 

Bosnia plans to apply for EU member-
ship by the end of this year and hopes 
to get candidate status in 2017, accord-
ing to Prime Minister Denis Zvizdic, 
following a meeting with Germany’s 
chancellor, Angela Merkel. 

 
Eurasia 
 
Azerbaijan’s state energy company 
Socar secured a €1bn loan to upgrade 
a refinery named after Heydar Aliyev, 
extending its life through 2030. It said 
delays in the construction of a new 
refinery in the new gas processing and 
petrochemical complex 60km outside 
the capital Baku is behind the decision 
to extend its only operating refinery’s 
life. Works should start in 2017. 

On July 13 the Central Bank of the Repub-
lic of Azerbaijan cut its key refinancing 
rate to 3% from 3.5% to boost economic 
growth in the non-oil sector. The central 
bank’s previous cut in the refinancing rate 
was to 3.5% from 4.25% in July of last 
year. The bank said in a statement that 
the decision had been made to strengthen 
financial support of the non-oil sector and 
to stimulate investment. 

Uzbekistan plans to complete the con-
struction of the $4.16bn Ustyurt Gas 
Chemical Complex at the Surgil deposit 
by the end of this year and launch it in 
2016. 

Politics & Economics



bne  August 2015 The Month That Was I 7

Eastern Europe 
 
Moscow has become Europe's 
shopping capital. The city boasted 
over 4.53mn square metres of shopping 
centre retail space to take poll position 
in Europe, ahead of Paris at 4.5mn 
square metres. 

 
 
Switzerland's commodity trader 
Gunvor has sold a 74% stake in its 
Russian terminal Ust-Luga Oil on 
the coast of the Baltic Sea to Russian 
billionaire Andrei Bokarev. This was 
Gunvor's latest step in an overall plan to 
cut its Russian assets and reduce sanc-
tion- related risks.  

Moody's says Ukraine's banks will stay 
lossmaking “for several years”. Banks 
are currently concealing many loan 
losses to avoid regulatory action, given 
the impact on capital levels if true losses 
were to be recognised. System-wide 
problem loans could rise to as much as 
60% of gross credit exposure from 45% 
at the end of 1 April 2015. 

Russia’s biggest social network 
Vkontakte will launch an Instagram 
rival by end of July. The application 
to process photos will work on mobile 
devices running iOS and Android. 
The application will have its own 
unique functions, including complete 
synchronisation with the VKontakte 
social net work. 
 
VTB Bank has been licensed to oper-
ate on the Chinese interbank debt 
market, making it the first Russian bank 
to gain access to the third largest securi-
ties market in the world.  

Central Europe 
 
Polish refiner Lotos plans to float 
cargo shipments unit Lotos Kolej on 
the Warsaw Stock Exchange. The com-
pany will go public no sooner than the 
fourth quarter of 2016, as it hunts cash 
for development. 

The Czech cereals harvest is set for 
large fall. Production is forecast at 
6.815mn tonnes this year, a drop of 
14.1% from 2014, the statistics office 
said. Dropping yields are behind the sag-
ging outlook, which could offer inflation 
a leg up next year. 

The EU has launched a probe into 
Hungarian taxes on food retail and 
tobacco. Brussels suspects the progres-
sive rate taxes recently introduced may 
breach state aid rules. Pending the results 
of "in-depth investigations", the EU has 
ordered Hungary to suspend the taxes. 

Polish banks face a hit regardless 
of the outcome of October elec-
tions, Fitch notes. Poll-leading PiS has 
promised to introduce a sector tax and 
force conversion of forex mortgages in 
plans that could cost lenders around 
PLN40bn. The government has approved 
legislation on forex loans that will cost 
the banks up to PLN9.5bn, and which 
Moody's estimates will hit pre-tax profits 
of the 7 most exposed banks by 27%. 

 
Southeast Europe 
 
The president of Lukoil has asked 
Romanian President Klaus Iohannis to 
meet him in order to discuss the group's 
Romanian refinery, which had €2bn 
in assets frozen as a result of alleged 
money laundering and tax evasion. 
Lukoil has also asked the European Com-
mission to intervene. 

Zagreb Stock Exchange has signed 
an agreement to take over 100% of 
Ljubljana Stock Exchange. In addition, 
ZSE and the Vienna Stock Exchange 
(VSE) have signed a letter of intent to 

form a partnership aimed at sharing 
trading technology. 

London-listed real estate developer 
Plaza Centers has received a construc-
tion permit to develop a €80mn, 61,000 
square metre shopping and entertain-
ment centre on the Danube in Belgrade. 

Swedish furniture group Ikea has pur-
chased 33,600 ha of forest in Roma-
nia, 0.5% of the country's forested area. 
The deal is aimed at securing a supply of 
sustainably developed wood. 

 

US investment firm Apollo, which 
recently acquired the majority stake in 
Slovenia’s top lender Nova Kreditna Ban-
ka Maribor, is now reportedly interested 
in the Slovenian unit of Raiffeisen 
Bank International. Apollo reportedly 
intends to merge the Raiffeisen unit with 
NKBM. 

 
Eurasia 
 
The Georgian parliament passed a 
controversial bill that strips the central 
bank of its banking supervisory func-
tions and transfers them to a separate 
agency. President Giorgi Margvelashvili 
has indicated that he will veto the bill. 

Georgia’s competition agency fined 
five of the country’s largest fuel retail-
ers GEL51.6mn (€20.7mn) for alleged 
price-fixing.  The companies – Socar, 
Gulf, Rompetrol, Wissol and Lukoil – are 
said to have violated rules and regula-
tions on the retail market between 2008 
and 2014 through “artificial import barri-
ers” and cartel-type price fixing schemes. 

Business & Finance
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has devolved into patterns of acrimony and increasing 
dependence, respectively. 

The Azerbaijani regime clearly sees Western influence in the 
country as a threat to its rule. But there’s no good evidence 
that the US has any intention – or interest – in toppling Aliyev’s 
regime. Yes, the US has spent money on democracy promotion 
in Azerbaijan, which surely rankles the regime leadership, 
but much of this aid has actually been funnelled right into the 
pockets of the ruling elite – hardly a threatening statement of 
intent by the US. And, with only a few exceptions, US policy 
towards Azerbaijan has been remarkably light handed, even 
since its government launched its campaign against the West. 

But there is a growing sense that a shift is occurring among 
Western governments towards Azerbaijan. Unfortunately, it is 
not necessarily because of Azerbaijan’s human rights record, or 
its increasing hostility to the West, or is growing closeness with 
Russia or Iran. Instead, the greatest factor in Azerbaijan’s waning 
star is the very thing that launched its global prominence (and 
keen Western attentions) in the early 2000s: energy. 

Waning value
While vast quantities of oil and natural gas have made Azerbaijan 
a coveted regional partner and elevated the geopolitical profile 
for the entire region, the rapid decline in energy prices over the 
last several years and the disruption of global energy markets 
are upsetting this calculus. Azerbaijani oil production peaked 
in 2010, and has been following a trajectory of steady decline 
since that point. This was always going to pose a problem to 
Azerbaijani authorities who, while they recognised that the 
country’s singular dependence on hydrocarbons exports would 
not last forever, saw it as a gradual and manageable problem. 
Optimism was buoyed by the prospect of increased natural 
gas production from the Shah Deniz II field, which would 
presumably help compensate for declines in oil revenues. 

These hopes were dashed by the recent crash in energy 

Michael Cecire of the Foreign Policy Research Institute

For those paying attention, Azerbaijan has taken 
something of a beating in the press recently. From news 
of its economic woes, to revelations of the country’s 

increasingly authoritarian turn, to criticisms surrounding its 
recent hosting of the inaugural European Olympic Games, 
Azerbaijan has come a long way from its Caucasian tiger years 
of gangbusters economic growth and genuine optimism. 
Azerbaijan, it seems, is in a rut. 

Azerbaijan’s turn in fortunes has coincided with increasing 
tensions between Baku and the West, and particularly the 
US, which has become a leading bogeyman for the regime. 
The powerful Ramiz Mehdiyev, the head of the presidential 
administration, has released a 60-page diatribe against the 
US and the West, accusing Washington of seeking to foment 
a 'colour revolution' in Azerbaijan. Perhaps because of fears 
of Western machinations, a number of US and Western 
organizations have been shuttered by Azerbaijani authorities, 
including the Baku bureau of Radio Free Europe/Radio 
Liberty, the venerable International Relations and Exchange 
Board (IREX), and even the Peace Corps. Journalists and 
human rights activists, particularly those suspected of 
pro-West leanings, have been rounded up en masse since 
early 2014. And across Azerbaijan, reports regularly roll in 
about frequent security operations and crackdowns amid a 
deafening media blackout. 

At the same time, Azerbaijan has pivoted over the last year 
and a half away from its longtime “multi-vectored” strategy 
– which favoured engagement with both Russia and the US – 
more decisively towards Moscow. Azerbaijani President Ilham 
Aliyev has praised Russia for “standing up” to the West, while 
Russian Foreign Minister Sergei Lavrov hailed Azerbaijan’s 
“balanced” position on Ukraine. Meanwhile, the two 
countries have been busily expanding military and economic 
relations, including ongoing arms sales and counterterrorism 
cooperation. What was once a carefully calibrated strategy 
that balanced relations with Washington and Moscow, 

COMMENT:  

Azerbaijan 
in the fog
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Azerbaijan’s position at the moment 
does look increasingly fragile, and its 
government does itself no favours by 
engaging in repression at home and 
burning its bridges with the West abroad. If Azerbaijan hopes 
to recover its momentum, it desperately needs to reinvent 
its national value proposition. Energy will likely always be a 
major strength for Azerbaijan, but it is increasingly insufficient 
on its own to preserve the strength and independent freedom 
of action that Azerbaijan has long held to be crucial to its 
national security and development. 

Economically, Azerbaijan must make up for the lost time and 
money that should have been invested in diversifying the 
country’s economy away from its reliance on energy production. 
Transit is one notable and potentially opportune area where 
Azerbaijan may be able to find purchase. The prospect of Iranian 
energy coming online should motivate Baku to push for those 
hydrocarbons to fill Azerbaijani pipelines and railways. The 
nearing completion of the Baku-Tbilisi-Kars railway, and the wider 
expansion of Turkey-Georgia-Azerbaijan trilateral economic (and 
political) infrastructure, should help facilitate this opportunity. 

It also presents a chance for Azerbaijan to find a niche in the 
much-ballyhooed New Silk Road concept, which bets heavily 
on the prospect of lucrative east-west trade flows across the 
Eurasian interior. While the efficacy of the New Silk Road 
remains an open question, China has already put its money 
where its mouth is to the tune of some $40bn – a sum sizeable 
enough on its own to stimulate economic multipliers for the 
countries savvy enough to get on board. Next door neighbour 
Georgia is already getting in on the action.

But more importantly, Azerbaijan needs to reconfigure itself 
politically. The days of winning praise and prestige by virtue of its 
large proven oil reserves are rapidly coming to a close. Instead, 
Azerbaijan could make its regional mark by reversing years of 
rising authoritarianism and embracing real liberal reforms. 
Rebuilding a society that cherishes free expression, political 
accountability, and pluralism could help sap brimming unrest. 
Geopolitically, a freer Azerbaijan would be a trusted Western 
partner and, rather than another regional autocracy, would be 
part of a liberal bridge reaching into the Eurasian interior. Yes, it 
would take years, even generations, of tireless work, but even a 
noticeable turn could spark a new regional dynamic. 

Tying Azerbaijani fortunes to Moscow would be a short-sighted 
proposition even without Russia’s dire economic outlook or its 
well-established record of dominating its smaller neighbours. 
But with the mutually reinforcing forces of state revanchism and 
economic isolation at full churn in Russia, Azerbaijan’s entente 
of convenience with the Kremlin is simply bad policy. Azerbaijan 
has grown much since it regained independence in 1991, but its 
potential as a regional power will never be realised until it reaches 
beyond its post-Soviet legacy.  

Michael Cecire is an associate scholar at the Foreign Policy 
Research Institute's Project on Democratic Transitions.

prices which, while experiencing some modest recovery 
from a summertime uptick, are expected to remain low for 
the foreseeable future. And should the new Iran deal hold – 
an admittedly big if – that could put vast quantities of new 
hydrocarbon products on the markets, which would add further 
downward pressure on energy prices. Azerbaijan’s revenue 
shortfall has already had a marked impact on the national 
economy, which is further compounded by the effects of 
currency devaluation and falling remittances from Russia.

All of this is occurring against the backdrop of an international 
energy environment in upheaval. The US has re-emerged 
as an energy superpower and is now the world’s leading 
producer of both oil and gas. And with robust Canadian 
production, and the prospect of sector reforms in Mexico, 
North America is leading an international energy revolution, 
just as unconventional and alternative energy sources become 
increasingly viable. Azerbaijani energy, at this point, is a 
declining and increasingly superfluous input.

In mid-July, President Aliyev angrily complained about German 
and Council of Europe resolutions containing unfavorable 
language relating to Azerbaijan. “No one can dictate to 
Azerbaijan,” Aliyev reportedly railed. “We don't want anything 
from them, while they, on the contrary, need our gas, contracts, 
oil and our activity in this region.” Either Aliyev has been 
misinformed, or he is merely dramatically overstating the 
importance of Azerbaijani energy flows to Europe. 

Even before recent fluctuations in global energy markets, 
Azerbaijan was never going to be much more than a bit player 
in the European diversification strategy. At their core, and 
despite their varying utility, grand strategies for ferrying 
Caspian hydrocarbons to Europe have been mostly a response 
to geopolitical demand, not economic demand. But diminished 
energy demand, resets in the global energy marketplace, and 
Azerbaijan’s increasing hostility to the West are upsetting 
Azerbaijan’s cherished, if somewhat short-lived, strategic “value 
proposition”. If it hopes to reclaim its niche, Azerbaijan will 
have to rethink its whole approach.

Finding new mojo
If trends hold, Azerbaijan’s future looks clouded. The yawning 
gap between declining energy revenues and lavish state budgets 
is unsustainable, which will force Baku to chop spending. 
Increasingly distant from the Euro-Atlantic space, Azerbaijani 
dependence on Russia will deepen, and Iran is likely to figure 
more prominently in the country’s affairs. Multi-vectorism and the 
dream of strategic balance will be long forgotten, and the project 
of reintegrating the Azerbaijani territories occupied by Armenia 
will be cynically adjudicated in Moscow. Public unrest, as the 
economy falters and social welfare funding dwindles, becomes an 
increasingly common fixture. And Islamic radicalism, incubated 
by a gradual transformation into a virtual mukhabarat state, will 
have spread its tendrils across the country, building on the legions 
of homegrown Azerbaijani fighters returned from Syria and Iraq.

Things may come to pass this way, and they may not. But 
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Power to  
the people 

Ben Aris in Moscow and Nick Allen in Berlin
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overthrow of the government, just as 
in Ukraine’s 2014 revolution. But the 
protesters quickly disavowed the paral-
lel, stressing that their protest was just 
about halting the planned hike in power 
tariffs by 16.7%. 

Yet even the pragmatic demonstrations 
in Yerevan have radicalised the popu-
lation, underscoring how decisive an 
issue electricity bills can be. In the first 
clashes in June, police trucks carted 
away 237 demonstrators. But when even 
more took to the streets in response, the 
government backed off, afraid of spark-
ing worse unrest. “The more you water 
us, the more we grow,” the crowd in the 
former Soviet republic’s capital chanted 
as its numbers doubled after the water 
cannons were sent in. 

Nevertheless from Armenia to Albania, 
Kosovo to Ukraine and Moldova, govern-

ments are having to raise energy prices 
to realistic levels because of budgetary 
pressures during the worst economic 
downturn since the 1990s. "There is no 
other way except bringing tariffs to the 
market level,” Ukraine’s Prime Minister 
Arseny Yatsenyuk said in June, under 
the additional pressure of Russia’s 
Gazprom axing the discounted natural 
gas rates Ukraine enjoyed for the past 
two decades. “Ukraine has to become a 
completely energy independent country 
within 10 years,” Yatsenyuk added.

Cushioning the blow
An important factor in calculating both 
the risk of economic distress and the 
likelihood of protests is just how much 
power costs in proportion to the average 
income in a country.

With a per capita GDP income of only 
€7,420 a year in purchasing power par-
ity terms (according to World Bank 2014 
figures), Armenia is one of the poorest 
countries in the former Soviet Union and 

"There is no other way except bringing tariffs  
to the market level”

so its population is particularly sensitive 
to the size of its electricity bills. Its 3mn 
people are already struggling and simply 
cannot afford to pay more.

"We won't give up our demands, we 
will continue our fight," protest leader 
Arthur Harutyunyan told the crowds on 
July 6 before the police finally moved in 
and pulled the plug on Electric Yerevan. 

Aware that he had already pushed 
his luck too far, Armenian President 
Serzh Sargsyan caved after a week and 
announced that the rate increase, origi-
nally due to enter into force on August 1, 
would be postponed while an audit com-
mission examined the need for the hike. 

“I am certain that voiding the electricity 
rate hike would be extremely dangerous. 
Thus, prior to reaching a conclusion [by 
an audit commission], the government 

will assume the full burden of the rate 
increase,” Sargsyan said, buying himself 
some more time.

The government also says it will cushion 
the blow with more subsidies. That pla-
cated the people for the meantime, but it 
doesn’t solve Armenia’s energy crisis; the 
government still cannot afford the power 
it needs to run the country. 

Long reach of Russia
Every government in the CIS is 
subsidising power tariffs to keep the 
pressure off the population while they 
work on creating a capitalist market-
orientated society. The problem is 
that energy subsidies are enormously 
expensive and none of the governments 
can really afford them.  

In Armenia the rate hike had been 
requested by the Electric Networks of 
Armenia CJSC (ENA), a subsidiary of the 
Russian power company Inter RAO. ENA 
was no longer making a profit and asked 

The Electric Yerevan protests in 
Armenia burned brightly before 
police finally quashed them in 

early July. But the issue of electricity 
tariffs that sparked the protests will not 
go away: nearly half the countries in 
Emerging Europe also face a similarly 
grave dilemma over whether to give 
more respect to market costs or living 
costs. Armenia’s street clashes with 
police will certainly not be the last in the 
region.

The cost of lighting and heating homes 
is a fundamental issue because few 
countries in the region have managed to 
bring the costs up to the market prices 
that prevail in the rest of Europe. At best 
the price of a kilowatt hour (kWh) is half 
that of the European Union, with the 
difference met by some kind of costly 
state subsidy. 

In Armenia’s case, because of a series 
of elections over the last two years, the 
government kept putting off raising 
tariffs in line with rising fuel costs. In 
Ukraine the situation was even worse, 
as a succession of governments, desper-
ate to avoid the political pain of charg-
ing an already poor population more 
for something that was free in Soviet 
times, failed to increase tariffs signifi-
cantly over two decades. 

The enormous gap between what the 
government had to pay Russia for gas 
to run the power stations and what it 
charged households that consumed 
the power is one of the root causes of 
Ukraine’s  current budgetary problems. 
No wonder that one of the IMF’s 
prerequisites for its rescue plan was  
a tripling of prices of household  
power tariffs. 

A bne IntelliNews survey has found that 
about a dozen countries are in a similar 
bind and in four of them the situation 
is as bad, if not worse, than in Ukraine. 
Prices will need to be hiked across the 
region.

Bringing prices closer to market levels, 
however, risks political unrest. In 
Yerevan, talk quickly turned to whether 
the electricity protests would become 
an "Armenian Maidan" and trigger the 
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for an AMD7 (€0.013) increase in the 
price of a kilowatt hour. 

The lack of rainfall and problems with 
the Metsamor nuclear power sta-
tion (which produces around 40% of 
the country’s energy needs) meant 
that ENA had to buy more thermal 
power and ended up losing AMD27bn 
(€51.7mn) in 2012-2014. A series of 
local elections in these years meant 
no-one in government was interested in 

increasing tariffs, even gradually. ENA 
losses mounted to hit AMD55.1bn by 
the end of 2014 and the group was  
close to collapse.

On June 27, President Sargsyan caved 
into economic necessity and announced 
drastic increases to power tariffs to make 
up some of the shortfall or risk blackouts 
in the winter. 

This increase has now been frozen but - 
in a sign that Baghramyan Avenue may 
yet hum again this year – the president 
has said that if an audit confirmed the 
need for a rate hike, consumers would 
still have to pay it.

Kicking the can down the road
Power tariffs across the CIS are 
inexorably moving towards parity with 
typical European levels. For comparison, 
the average price for the 28 members of 
the European Union is almost 21 euro 
cents per kWh and for the richer core 17 
members power it is 22 cents. 

Electricity for the consumer in Armenia, 
at 8 cents per kWh, is cheap but it is not 
the cheapest in the former Soviet bloc. 
Indeed, power across the entire CIS costs 
about half of what it does in the EU. 

Unsurprisingly, the cheapest power 
in the region is to be found in those 
countries that also produce the fuel to 
make it. The cheapest power on offer is 

in gas-rich Turkmenistan, where a kWh 
costs a mere 0.6 cents, as compared to 
Germany where power costs just under 
30 cents, the most expensive power rate 
in Europe. 

Most Central European countries that 
joined the EU in 2003 have already 
gone through the adjustment process 
and have power prices over 10 cents 
per kWh. However, those countries 
that remained in the CIS have power 

tariffs well below that, and six of them 
– Turkmenistan, Tajikistan, Ukraine, 
Uzbekistan, Georgia and Kazakhstan –
still have power costs below 5 cents per 
kWh. Given that all these countries will 
have to quadruple their power costs at 
some point to bring them into line with 
European prices, they are all highly 
vulnerable to civil unrest. 

Taking 10 cents as the cut off – half 
the EU levels and a little more than 
Armenia's at €0.084 – then the number 
of countries exposed to the danger of 
power-hike induced unrest rises to 19 
countries: this is more than half the 
countries in Emerging Europe, and 
includes some EU members such as 
Estonia and Bulgaria.

Bulgaria has already been through 
Armenia’s experience, when tempers 
boiled over in early 2013 as homes 
began receiving massively increased 
electricity bills. While officials said the 
rise should "only" have been 18-20%, 
social media were flooded with scans 
of electric bills that were two and even 
three times higher than the correspond-
ing period of 2012.

Spontaneous protests took place across 
the country. In Sofia around 500 angry 
demonstrators gathered at the offices of 
Economy and Energy Minister Delyan 
Dobrev, who came out to try to explain 
why the bills had shot up. It didn’t sit 

well with the mob, and drew chants of 
“mafia” and “resignation”, and a barrage 
of snowballs.

In Russia – currently the least likely 
scene of civil unrest because of the 
popularity of President Vladimir Putin - 
people are nonetheless feeling the pain 
of utilities bills amid consumer price 
inflation now above 15%.   

Russia now has 22mn of its population 
of 143mn living below the poverty line, 
Deputy Prime Minister responsible for 
social policy Olga Golodets, told media 
on July 13. Private debt for housing and 
utilities services soared above RUB1 
trillion ($20bn) in May, with about 20% 
of citizens now late on their utilities pay-
ments. Around 20% of these debts were 
for electricity, and 25% for gas. How-
ever, unlike Armenia, with a per capita 
income of $12,926, the population is 
still well able to absorb the increased 
costs, which still only represent a tiny 
fraction of household outgoings. 

For now, the hardships are widely seen 
as the fault of the West and economic 
sanctions, rather than the fault of the 
national leadership. But as ever more 
people fall below the poverty line and 
providers keep pushing up electricity 
costs, that patriotic patience could also 
eventually wear thin.

Between a war and a hard price
Meanwhile, Ukraine is still right down 
the bottom of the utilities price list, with 
power tariffs of a mere 3.7 cents per 
kWh, slightly below Uzbekistan's 4 cents 
per kWh. The cost of power is indica-
tive of the size of the reforms a country 
faces, and Ukraine has a mountain to 
climb if it is to bring its economy in line 
with the rest of Europe. 

A core demand of the IMF's $17.5bn 
bail-out package for Ukraine is that the 
government increase domestic consum-
er power tariffs at least enough to cover 
the cost of Russian gas imports used to 
generate the power. 

About half of Ukraine’s electricity is 
generated by nuclear power plants, 
with most of the rest being produced 
by thermal power plants that burn coal 

“Armenia’s street clashes with police will  
certainly not be the last in the region”
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and gas. In September 2014, Ukraine 
began to import coal to fuel its thermal 
power plants after domestic produc-
tion slumped because of fighting in the 
eastern Donbas region, where most of 
the country’s coal mines are located. 
Gas shortages, amid tensions with main 
supplier Russia, and the closure of 80% 
of the country’s mines have resulted in 
widespread energy shortages.

Following a 13.7% rise in electricity 
rates in 2014, tariffs in Ukraine  
increased again from April 1 by 19% for 
people who consume less than 100 kWh 
per month and by 50% for those who 
consume 100-600 kWh. (A family of four 
in Ukraine on average consumes around 
250 kWh). 

The government in Kyiv will have close-
ly watched events unfold in Armenia 
and drawn its conclusions how to avoid 
similar scenes. 

Ukraine’s tariff hikes are being imple-
mented with a number of variables, 
depending on consumption levels and 
other factors. UAH24.5bn ($1.1bn in a 
country with only about $9bn in hard 
currency) in funding was allocated for 
subsidies for some 15mn citizens who 
can least afford the bigger bills. 

The government is also looking to 
win favour by cutting the bureaucracy 
needed to receive state assistance."We 
have reduced the amount of documents 
needed, we have almost completely 
eliminated the red tape and simplified 
the process," Prime Minister Arseny 
Yatsenyuk noted. “A person receives 
an application, fills in answers to 15 
questions, sends it to the social service, 
avoids standing in line.”

Stressing the need to reduce wasteful 
energy consumption, Yatsenyuk cites 
the example of Poland, which has a GDP 
four times higher than Ukraine’s but 
consumes one fifth of the energy.

In late November, the Ukrenergo state 
power company also called for a modest 
reduction in power consumption because 
of the coal shortage. The company said 
that if all households switched off one 
60-watt bulb, it would reduce electric 

An electric issue

The cost of catching up
Cost of power at CIS average 2400kWh and EU average 4000kWh consumption, actual power 
costs as percentage of income, and potential costs if tariffs and consumption rise to EU levels.

Henry Kirby in London

No one likes paying their electricity bill, but for most people of the less prosper-
ous parts of Central and Eastern Europe and the Commonwealth of Indepen-
dent States (CEE/CIS) it is one of the biggest fixed outgoings in the household 
budget. 

The average European consumes about 4,000 kilowatt hours (kWh) a year, 
slightly more than the global average of 3,500 and a lot less than the 11,000 the 
average American uses. With an average power tariff of €0.208 per kWh in the 
EU-28 and €0.221 in the core EU-17 areas, the total cost of power consumption 
is €832 and €884 per year, respectively. 

Not only are tariffs in the CIS only half those in the EU, but the average con-
sumption across the region is also half: between 2,100 and 2,400 kWh per year. 
However, proportionally the cost of power takes up a much larger share of the 
average income in the region. For example, in Russia the cost of power is €0.063 
and average consumption is 2,400 kWh a year, which costs €151. But with aver-
age salaries of €547 in April this year, power accounts for 2.3% of the average 
income - only slightly less than in Germany. The same cannot be said for Arme-
nia. With average salaries of €353 in April and power tariffs of €0.084 per kWh, 
that adds up to an annual power bill of €177, or 4.2% of total annual income. 

If governments follow through and increase the tariffs to parity with the EU 
and consumption also rises to a comparable level, then consumers in the 
region would see their power bills rocket.  At the EU-average €0.20/kWh 
tariff and 4,000 kWh useage, power would cost Armenians a massive 29% of 
their average annual income. Worse still, Tajiks and Ukrainians would lose 
an astronomical 51% of their earnings to electricity bills. 
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power consumption by more than 1,000 
MW, accounting for around 4% of the 
total load in Ukraine during evening 
hours.

More regional rumblings  
Governments everywhere are trying 
to find that elusive balance between 
imposing tariff hikes that are large 
enough to cover rising costs but not big 
enough to provoke protests. Kosovo, 
Moldova and Albania, along with 
Armenia, are the four countries in the 

region most at risk of unrest as they 
have both the lowest cost of power and 
the lowest per capita incomes. 

In Kosovo last September, more than 
30,000 people signed a petition 
opposing a 5.18% rise in consumer 
energy prices approved in August. 
The hike has since gone into effect, 
with civic society groups warning 
of street protests if the government 
fails to reverse the increase. On 
May 8, Kosovan Minister of Finance 
Avdullah Hoti managed to keep the 
lid on tensions by announcing that 
parliament would shortly receive a 
bill reducing VAT on electricity to 8%. 
Prime Minister Isa Mustafa also said 
there would be no new increase in 
energy prices this year.

In Moldova, another high-risk country, 
which imports around 80% of its 
electricity from abroad, electricity 
suppliers in March asked market 
regulator ANRE to hike end-user prices 
by 50-60%. 
 
However, ANRE deferred a decision  
and hinted that a foreign firm should  
be hired to evaluate the grounds for  
such a move.
 
Energy suppliers in Moldova have not 
incurred losses in recent years and 
pressure for upward price adjustments is 
not yet strong, while the current political 
turmoil in the country is likely to further 

delay any radical decisions. Here too, 
the poverty factor is crucial.

In May 2012, Moldova's energy market 
regulator set the end-user residential 
electricity price at MDL162 per MWh, 
plus 20% VAT – yet the local currency 
has weakened by 26% against the euro 
since then, making this equivalent 
to just 7.8 euro cents. With poverty 
levels high, any price hike will have a 
significant impact on the bulk of the 
population.

In Albania, meanwhile, the World Bank 
has lent the government $150mn for 
power sector reforms. In December, the 
power regulator ERE raised the price of 
electricity for businesses and scrapped 
its lower rate for households in an 
attempt to reduce mounting debt. The 
reform process seems to be meeting 
some success: on July 13, the power 
provider OSHEE said it had received 
ALL34bn (€246mn) in payments for 
electricity in the first six months of 
2015, up by 50% from a year earlier, 
after an effective anti-theft campaign. 

Illuminating Armenian legacy
One notable legacy of Electric Yerevan 
is how the tiny republic of Armenia 
jumped into world headlines, if only 
briefly, with an unexpected eruption 
of grassroots activism. And the stand-
off with the government showed that 
heavy-handed tactics only brought 
more people onto the streets in 
defiance.

“The Armenian government thinks 
they solved the protestor problem with 
water cannons. Wrong. They baptised 
[a] new generation of activists,” Babken 
DerGrigorian, a researcher at the 
London School of Economics and the 
movement’s social media front man, 
posted on Facebook in the wake of the 
state’s initial brutal response.

Karena Avedissian, a Yerevan-based 
researcher whose PhD focused on social 

movements in the North Caucasus, 
argues that the utilities-driven events 
on Baghramyan Avenue marked “the 
beginning of the end” for the old politics 
of Armenia.

Others also say that even if it was only 
about electricity prices to start with, the 
ramifications of the protests go much 
further.

“Yes, it is a game changer,” one of the 
Electric Yerevan leaders Vaghinak 
Shushanyan told bne IntelliNews. “It has 
shown that top-down decisions without 
an open public debate are no longer 
possible.”

“We are not satisfied with the 
government’s decision [to delay 
implementation of the price hike and 
grant subsidies], but it is a half step 
back – the authorities have understood 
they are there to serve the people, not 
the other way around,” the 24-year-old 
Shushanyan said.

Such examples will keep the utilities 
issue firmly in the spotlight for anxious 
presidents and prime ministers across 
the Eurasian land mass for years to come 
until something like pricing parity has 
been achieved.

But in countries sapped by years of 
mismanagement and corruption 
scandals, severe price hikes because of 
“market necessities” can only look like a 
further case of plundering the pockets of 
ordinary folk. 

One of 20 tents pitched recently at the 
parliament in Kyiv by protesters bore a 
sign "Interim investigation commission 
against the corrupt government". The 
Armenian protesters were far more 
direct, brandishing signs saying: “Stop 
robbing people!”    

“Stop robbing people!”
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Electric Yerevan and  
the end of apathy

The intricate mandala that Lidia 
painted no longer adorns the 
boiling tarmac in Marshal 

Baghramyan Avenue. The whirling 
white-chalked pattern got washed away 
as the Armenian police dismantled a 
nearby makeshift barricade of rubbish 
bins and pushed away a few hard-core 
demonstrators, who were camping a 
few yards away from the presidential 
residence and the National Assembly. 

“It’ll bring a positive karma,” the 
27-year-old psychologist who uses 
mandalas to treat depression told bne 

IntelliNews on June 29, at the height 
of the demonstration against a 16.7% 
hike in electricity tariffs, which drew 
tens of thousands to the capital’s key 
thoroughfare. “It is important to be here, 
together and in peace.” 

Lidia is no activist. Reserved and softly-
spoken, she did not camp overnight 
on the pavement, deliver passionate 
speeches standing on the line of rubbish 
bins, or join the passionate chants 
for Hayastan!, the country’s name in 
Armenian. Still, she is one of thousands 
of Armenians – women, old people, 

and children – who for the first time 
took to the streets to show that people 
have voices and the time had come for 
authorities to hear them.

Apathy is over
For two weeks the electric mood of 
thousands of protestors galvanised 
Yerevan. Police attempts to forcibly 
disperse the crowd with water cannons 
and arrests only resulted in bringing 
more people on to the street – up to an 
estimated 20,000 at its peak.

“I never had 20,000 guests at my 
birthday party,” 24-year-old activist 
Vaghinak Shushanyan told a cheering 
crowd on Baghramyan on June 25, 
before cutting a cake with the symbol of 
an electric volt.

It didn’t last. As the numbers started 
to dwindle, the activists continued to 
demonstrate. But after two weeks, the 
police dismantled the protests – but less 
forcibly than before. 

Even so, analysts and organisers alike 
maintain the struggle was not in vain.

“The era of apathy is over,” said Richard 
Gyragosian, founding director of the 
Yerevan-based think-tank Regional 
Studies Centre. The street protests 
marked the emergence of “a newly 
empowered agent of change, namely an 
educated youth, with less fear and more 
commitment for change”, he stresses.

Whether out of youthful lack of fear or 
a new awareness of citizens’ rights, the 
IT-savvy, 20-something activists behind 
the civic movement No To Plunder 
masterminded the street protests against 
the electricity hike – the fifth since the 
Russian-owned Electric Network of 
Armenia (ENA) became the sole owner 
of the power grid in 2006. They said the 
increase would hit households hard in 
a country where one third of the 3.2mn 
population live in official poverty. 

And the older generation joined in 
approvingly.

“They are brave, but this is what we 
need if we want change, brave young 
Armenians to stand up for what they 

Monica Ellena in Yerevan
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believe in,” Andrenik Grigoryan 
remarked on June 30 while watching 
the young crowd lounging in the shade 
to escape Yerevan’s sweltering heat. 
His remarkable white moustache and a 
paling tattoo on his forearm betray the 
84-year-old’s young spirit. “Yes, brave,” 
he added, gesturing animatedly while 
fellow senior citizens nearby nodded in 
agreement.

“Electric Yerevan has irreversibly 
changed Armenian society,” remarked 
Babken DerGrigorian, a 29-year-
old activist and researcher at the 
London School of Economics. “[Social 
movements] are seen more and more as 
a legitimate approach to addressing the 
problems of our country.” 

One of the protest’s social media front-
man, DerGrigorian is skeptical about 
the importance given to Twitter and 
Facebook. But the hashtag he coined, 
#ElectricYerevan, trended across all 
social media and helped to attract 
international media attention.

“As long as the government keeps trying 
to implement policies that are so much 
at odds with public opinion, I think 
you’ll see similar mobilisations in the 
near future,” he said.

Even though it spread to other cities, 
Electric Yerevan failed to gather the 
critical mass needed to turn it into an 
“Armenian Spring”. Some observers fear 
that the excitement will ultimately turn 
to disappointment as things return to 
business as usual. 

Certainly, some caution is warranted. 
“The protest showed there is an enor-
mous energy that could explode, but 
Armenia’s problems are deeply rooted. 
Enthusiasm and grassroots activism, 
though valuable, cannot affect the 
establishment,” says Hayk Balanyan, an 
economist at the State Agrarian Univer-
sity’s Agribusiness Teaching Centre.

Electric mood
Past protests set the “ground work” 
for Electric Yerevan, maintains 
DerGrigorian, who researches social 
movements in Armenia. On March 1 
2008, thousands of protesters gathered 

to denounce what they called the fake 
results of the presidential elections. The 
riot police’s heavy-handed response left 
10 people dead and dozens injured.

Ever since, Armenian activists have had 
more success when focussing on single 
issues, which are practical and apolitical. 
In 2013 an anticipated two-fold raise 
of public transport fares mobilised 
thousands of mostly young people. 
Their activism helped to persuade the 
government to keep ticket prices at 
AMD100 (€0.18).

“We need to build on this,” said Sos 
Avetisyan, a 56-year-old former 
journalist detained with 236 others 
in the first round of arrests on June 
23. “People want smooth changes, the 
wounds of violent clashes from the past 
are still painful.” 

Electric Yerevan’s leaders also upheld its 
apolitical, unpartisan nature. “Apolitical 
doesn’t mean the issues lack political sub-
stance, it means it doesn’t [aim at] trying 
to take over the government,” argued 
DerGrigorian. “It’s more fundamental 
than that. It’s saying that regardless of 
who is in power, state institutions need to 
be held accountable to the people.”

Frustration over the controversial 
electricity tariffs brought people 
together spontaneously. That became 
both a strength and a weakness, as the 
lack of leadership left demonstrators 
confused and hindered the development 
of a concrete action plan.

Civilnet.am’s journalist Maria Titizian, 
an Armenian-Canadian who moved 
to Yerevan in 2001, agreed, hoping 
though that “these kinds of movements 
understand that leadership is not 
necessarily an evil, especially when 
there is transparency and accountability. 
While consensus decision-making 
sounds great on paper, at critical 
junctures, the imperative of leadership 
becomes even more apparent.”

No Maidan-ers, yet
With the Russian company ENA holding a 
monopoly on Armenia’s power grid, some 
commentators labelled the street protests 
an Armenian Maidan, after the protests in 

Ukraine that ousted the corrupt regime of 
former president Viktor Yanukovych. But 
this was rejected by most demonstrators, 
who claimed the protest was not anti-
Russian, but rather pro-Armenia. Still, 
“Free Armenia” chants were heard loud 
and clear in Moscow.

“The movement isn’t anti-Russian, 
but without doubt there exists an 
anti-Russian element,” admitted 
DerGrigorian. “And Russia knows it too.” 

Armenia has been hit hard by Russia’s 
economic downturn as the two 
countries’ economies are deeply 
intertwined and public grievances with 
the former imperial master have long 
been building. In January, Yerevan 
joined the Moscow-led Eurasian 
Economic Union (EEU), further 
increasing its economic dependence.

Over the last 15 years, the Armenian gov-
ernment has systematically relinquished 
control of state assets to Russia, mostly 
as a means of debt repayment, accord-
ing to a recent study. Russian companies 
operate Armenia’s key energy supplier 
and most of the banking, telecoms and 
transport sectors are in Russian hands. 
For Stefan Grigoryan, chairman of the 
Analytical Centre on Globalisation and 
Regional Cooperation (ACGRC), the 
decision to deal with one single player is 
“unwise in any circumstance”. 

But the demonstrations did achieve 
some things. The Armenian government 
did not reverse the hike but addressed 
concerns about the way the company 
is being run – hitting ENA with a 
AMD75mn ($158,412) fine and an 
international audit into its books. 

The Russian government also moved 
to smooth things over with Yerevan, 
providing it with a $200mn low interest 
loan to purchase Russian-manufactured 
weapons, and agreeing that a Russian 
soldier, Valery Permyakov, charged with 
murdering a family of six in the coun-
try’s second city, Gyumri, in January will 
be tried in Armenia.

As Lidia’s mandala survives only in 
photos, its good karma may have worked 
after all. 

PERCENTAGE OF NATIONAL WEALTH HELD BY TOP 10%
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Source: Credit Suisse Global Wealth Databook 2014
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 CHART: 

Russia comes out worst in wealth 
equality study

Over four-fifths of Russia’s nation-
al wealth is held by just one-
tenth of the overall population, 

according to the 2014Global Wealth 
Databook, produced by Credit Suisse.

The 84.8% of wealth held by the top 
decile of Russia’s population was the 
highest proportion measured in any of 

the countries that were analysed. The 
second highest proportion was recorded 
by Turkey at 77.7%.

Only twice since 2000 has another coun-
try’s top decile held more of its national 
wealth than Russia’s – in 2000 and 
2001, when the Philippines’ respective 
scores of 79% and 77.4% were higher 

than Russia’s scores of 77.1% and 76.9% 
in the same period.

Russia topped the inequality tables 
when measuring the wealth of the top 
5% and 1% too, with scores of 79.1% 
and 66.2%, respectively. 

Percentage of national wealth held by top 10%, 5% and 1%

Percentage of national population. 

Henry Kirby in London
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discussion of how to build bridges with Moscow among the 
typically hawkish participants at Globsec. However, the mood 
among the New Cold Warriors was far from triumphalist. 
Instead many fear that the West is still not facing up to the 
Russian threat. Given that, the focus should be on how to  
build stronger defences, rather than roll back Moscow’s 
advance into Ukraine.

Former US presidential candidate John McCain warned that
“Vladimir Putin will continue to take small bites out of Ukraine”.

Mustafa Naiiem, the onetime Ukrainian journalist whose 
Facebook post launched the Euromaidan protests, said:  
“I want to see that red line from Europe. Without that 
statement, we allow Putin to go further.”

Sense of realism
Komorowski said the West must consolidate Ukraine as a 
democracy and thus move the Western “tectonic plate” right 
up to Russia’s border. “Ukraine needs to get a usable roadmap 
for EU membership,” he said during a panel discussion.

But there was a sense of realism about what more the West 
could offer Ukraine. There were few open calls for Ukraine to 
be granted Nato membership, or even given heavy arms.

McCain and two fellow Republican senators said they would 
return to Washington DC to try to persuade the White House 
to offer arms, but they didn’t seem to hold out much hope. 

No leading figure from President Barack Obama’s administration 
bothered to come to Globsec, making the US appear more 
marginal than ever to the region’s problems. Without the US, the 
region’s Atlantacists seem to have lost their mojo.

If the West has established a precarious foothold in Ukraine, 
elsewhere the feeling was that it was on the back foot, all 
the way from the borderlands of the Caucasus, to Southeast 
Europe, up to the Baltics.

Robert Anderson in Bratislava

Central European security experts argue that the West 
should give up trying to co-operate with Vladimir 
Putin’s Russia and must knuckle down for a long 

confrontation.

“[Ukraine] was not an episode,” said Slovak President Andrej 
Kiska in a keynote speech to the Globsec security conference 
in Bratislava on June 20. “It is something far more complex 
and far more dangerous. It is a new reality, a new trend 
that undermines stability and prosperity in Europe, attacks 
sovereignty, and challenges our values. Instead of dialogue 
and co-operation we face revisionism aimed at eroding our 
way of life.”

“It’s ended our vision of a strategic partnership with 
President Putin’s Russia – at least for the expected future,” 
he said. “There is no point pretending otherwise,” added 
the independent president, whose advisers are close to the 
previous centre-right government.

Among the most alarmist voices was Robert Pszczel, the 
outgoing Nato envoy in Moscow, the “man with the worst job 
in the world”. He told a panel that a Martian observing events 
in Moscow would assume “this looks like a country preparing 
for war”.  “This is dangerous stuff,” he warned.

Atlantacist Central Europeans feel that their suspicions of 
the Russian bear, deeply rooted in their history, have been 
vindicated. So-called "Putinversteher" – Germans who make 
excuses for the Russian president's actions – in particular 
came in for heavy criticism at the leading security conference 
among the new member states of Central Europe.

Outgoing Polish President Bronislaw Komorowski said 
the West had not wanted to see Putin’s real intentions. 
“Misunderstandings led the Western world to go down a blind 
alley,” he told a panel discussion.

It was only to be expected that there was virtually no 

Central Europe 
adapts to new 
Russian reality 
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Kiska said in his keynote speech. “It aims to paralyse decision 
making by importing confusion.”

Pszczel called for Nato to fight back with the same tools the 
Russians were using. “The most important thing is to talk back 
and to take off the gloves,” he told the panel discussion.

Many speakers seemed oblivious to the irony that, just as Russia 
sees the hand of the West everywhere in popular uprisings, the 
West now risks seeing the Kremlin’s handiwork in places where 
there were very good reasons for domestic unrest.

Own weakness
Behind all the gloomy discussion of the West’s weakness in the 
face of the Russian threat, the lack of unity of Central Europe 
itself was an ever present – though rarely openly voiced – concern.

Poland and the Baltic States have consistently struck a hawkish 
stance, while the Czech Republic and Slovakia have been far 
more cautious – much to the dismay of their security experts 
at Globsec – while Hungary has moved closer than ever to 
Moscow. “We have to overcome our own weakness,” said Kiska
“The unity is not strong at all,” McCain complained about 
Central Europe at a press conference. “The reason is the 
dependence on Russian energy. Its shameful.”

Nevertheless, all the Central European countries continue to 
vote for sanctions, even if their rhetoric to domestic audiences 
says the opposite. “There is constant discussion over sanctions, 
but in practice everyone votes for sanctions and Slovakia 
provides Ukraine with energy life support,” said Zaborowski. 
“Rhetoric is one thing, reality is another.”

But it will be very difficult for Central Europe to move beyond 
that, in terms of higher military spending or even US bases. 
The Czech Republic, Slovakia and Hungary all spend just 1% 
of GDP on defence, half the level recommended by Nato. And 
significant increases are unlikely because they are struggling 
to keep budget deficits down. All are also not keen on allowing 
US bases because there is no popular backing for it.

Watching Globsec, therefore, is a fascinating window on the 
connections between Central Europe’s security establishment 
and that of the West, but the discussion remains curiously 
divorced from the gritty political realities of the countries of 
the region. Much of it is preaching to the converted, while 
those who they need to convert – leftwing politicians, more 
mainstream civil society groups – stay away or are not invited 
in the first place. 

Moldova was a particular worry, as a banking and political 
crisis has boosted support for pro-Russian parties and reduced 
backing for EU membership. On top of that, there is growing 
ethnic Russian agitation in some regions, and, last but not 
least, Russia is threatening to re-supply its troops in the 
enclave of Transnistria regardless of Ukraine’s withdrawal of 
permission to cross its territory.

Mikheil Sakaashvili, the former Georgian president who has 
just been appointed governor of the Ukrainian province of 
Odesa, painted a lurid picture of Russia machinating to control 
the whole of the Ukrainian Black Sea coast from Mariupol to 
Moldova, leaving the country “surrounded from East and West”.

Carl Bildt, the former Swedish foreign minister, concurred: 
“More attention needs to be paid to Moldova. If it goes wrong, 
it will have substantial implications for the rest of Ukraine.”

Mischief-making
Potential Nato member Macedonia, which is currently 
wracked by ethnic and political conflict, was also seen as ideal 
territory for Russian mischief-making. In what appears to have 
been an attempt to curry favour with the country’s embattled 
government, in May Russian Foreign Minister Sergei Lavrov 
accused the West of whipping up tensions there.

“Macedonia has a history of violent ethnic tension and it’s 
not difficult to reactivate this history and use it for political 
purposes,” Marcin Zaborowski, director of the Polish 
Institute of International Affairs, told bne IntelliNews in an 
interview. “Russia has declared that the intention of Macedonia 
and Montenegro to join Nato is a threat to itself and they see it 
as legitimate to do whatever it takes to stop that.”

Representatives from the Baltic states at Globsec continued to 
bang the drum for increased Nato men and equipment on the 
ground to protect them from ever more blatant Russian sabre 
rattling. Estonian President Toomas Hendrik Ilves said he 
was more worried by the possibility of a conventional attack, 
rather than a hybrid one. “We are not facing a little green man 
scenario at all,” he told a panel discussion.

Recent Nato moves to move heavy equipment to the region 
and to speed up the response times to any future crisis were 
enthusiastically welcomed by participants.

The conference seemed even more worried by the insidious 
threat of an information war against the West and the border-
ing states. In an online vote during a panel discussion entitled 
“Propaganda: exploiting the underbelly of democracy”, almost 
two-thirds of Globsec participants said the West was losing the 
information war.

Russian propaganda was rarely persuasive, speakers admitted, 
but that was not the point: its lies were aimed at spreading 
confusion and distrust of elites. “The disinformation campaign 
has one clear goal: to destroy unity in the EU,” President 

"I want to see that red line from 
Europe. Without that statement, 
we allow Putin to go further"
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produce chairs with quality similar to Western European 
levels but cheaper,” Przybylski says.

Polish workers on the assembly line still earn less than their 
German counterparts, but the labour costs make less of 
a difference now. Nowy Styl still manufactures in Poland 
because it allows the company to meet customer’s specific 
needs rapidly. “If you want to have 200 work places, done 
with special adjustments, with the colour you need and you 
need them in two or three weeks, it’s not possible to do it 
from China,” Przybylski explains.

Today, the biggest advantage Nowy Styl enjoys over its 
Western competitors is its ability to leverage internationally 
and use more efficient, and still cheaper skilled workers in 
finance, IT and marketing, he says.

Leg of the economy
In the first four months of this year the furniture industry 
was the fastest growing sector of the Polish economy and 
in the last few years it has generated about 2% of the 
country’s GDP. “Poland has become synonymous as a cheap 
and reliable source of good quality furniture,” says Tomasz 
Wiktorski, CEO of B&R Studio furniture market analysis.

Most of the furniture made in Poland is either manufactured 
as components for foreign companies or is a finished product 
like a sofa, which is sold to a Western European company and 
marketed under its own brand.

About one-third of the country’s production is furniture 
elements such as bed and chair frames or wardrobe panels. 
Another third is upholstery that still requires finishing and 
about a quarter is made from wood-based panels such as 
parts for dining room tables.

About one quarter of furniture manufactured in Poland is 
sold in IKEA stores around the world. The Swedish company 
placed its first order for chairs with a company in Radom 
in 1961.

Furniture Polish

Poland’s furniture manufacturers have become a global 
force in recent years and the country is now the fourth 
largest exporter by value in the world behind China, 

Germany and Italy.

Poland exports about 90% of its production and those 
exports have grown 62% since 2010, and this year they are 
expected to be worth a record high PLN36.5bn (€8.7bn).

Poland has a tradition of furniture making – the still-
active Fameg factory in Radomsko has been operating and 
exporting the classic Thonet wooden chairs since 1883. But 
it was the fast pace of privatisation in the furniture sector 
following the end of communism in 1989 that first spurred 
the growth. German investors like Schieder Mobel bought 
up several plants and employed 7,000 workers, bringing in 
Western know-how and business contacts.

New styles
In 1990, Adam Krzanowski, the CEO of Poland’s second 
largest furniture company Nowy Styl Group, was earning $5 
an hour in a company making chairs in New York.

When he decided to come home to start his own business 
in 1992, his American business partner, Henry Stern, 
introduced him to all his Italian suppliers. “Adam knew how 
to make a chair, but he didn’t know any suppliers. Henry’s 
knowledge was a big part of the base of the creation of the 
company,” says Roman Przybylski, a board member and 
director of sales for Nowy Styl.

A company that started with Adam, his brother Jerzy and 
their mother upholstering chairs in a small hall in Poland is 
now Europe’s fourth largest producer of office furniture with 
turnover of €280mn last year.

A plentiful supply of locally sourced and competitively priced 
wood, low labour costs and a favourable location helped 
grow the sector in the early 1990s. “This cheaper production 
was important for us in the first years. We were able to 

Adam Easton in Warsaw
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IKEA began building its own factories in Poland in the 1990s 
and now its production unit, IKEA Industry, employs almost 
10,000 people making such items as its LACK table range. 
Its own plants produce about €1bn worth of furniture a year 
and it subcontracts out another €1bn worth of orders to 
smaller Polish manufacturers.

South African retailer Steinhoff, which owns such European 
brands as Conforama and Harveys, operates its own factories 
in Poland and also sources a lot of its furniture components 
from Polish manufacturers.

Unknown brands
Part of the problem for Polish manufacturers trying to 
expand abroad is that it’s difficult to market Polish brands in 
Western Europe. It also costs billions investing in marketing 
and distribution to be able to compete with huge companies 
like IKEA.

EU countries account for about half of Nowy Styl’s sales with 
Germany its biggest market, followed by Poland, France 
and the UK. It has been helped because the office furniture 
segment is smaller and more specialized than the home 
furniture sector.

Apart from office chairs and furniture, the company makes 
chairs for football stadia and cinemas, so it doesn’t need to 
buy TV adverts and billboards to advertise to the man on the 
street, Przybylski said.

The furniture market in Europe is very fragmented, with 
each country accustomed to its own national brands, he 
added. That’s why Nowy Styl is expanding through foreign 
acquisitions.

It has bought two German furniture companies and 
continues to market their products under the original brand 
name.

“It’s not because establishing a Polish brand is difficult, it’s 
because establishing a general international brand in Europe 
is difficult. It’s better to have known brands in Germany, 
in France, in Poland. Maybe in the medium to long term it 
will be possible for us to build an international brand for 
Nowy Styl. But to do it we are acquiring existing, established 
brands on the market,” he says. 

“If you want to have 200 work places 
and you need them in two or three 
weeks, it’s not possible to do it from 
China”
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the most successful Hungarian start-up bar none. It has been 
ignored not only by you, but by the entire, stupid domestic 
media who are [otherwise] eager to produce Hungarian 
success stories,” Peter Zaboji, a Budapest-based start-up guru, 
scolded this correspondent earlier this year.

Direct comparisons within the sector are difficult however, 
because many of NNG's rivals provide both hardware and 
software together. “We don't know if we are the market leader 
[in the satnav sector] or not: what we say is that we are one of 
the leading companies in the field. As we see it, we are likely 
the biggest independent software supplier, but this limits our 
bragging rights,” Balogh says.

Twists and turns
It has not always been a smooth ride. Founded in 2004, Nav N 
Go initially focused on affordable personal navigation devices 
(PNDs), a strategy which gave the company dizzying success 
until 2008. But the global crisis, combined with market 
saturation and some sloppy financial management, saw the 
need for rapid downsizing. “We had to lay off 80 people: some 
had even been recruited, but not yet started work. It was as 
ugly as hell. People went home crying,” Balogh says.

The crisis also called for a strategic rethink: after a day behind 
locked doors, management opted to apply their know-how in 
personal satnav software to the auto sector (and, by way of a 
plan B, to mobile phones). For NNG, the logic was inescapable: 
while navigation devices at that time were an expensive, 
€3,000 optional add-on for selected marques, technological 
advances would reduce costs until they could became a built-
in feature for all cars. 'Navigation for All' became the NNG 
mantra. 

Yet auto-makers poo-poo'd the idea. “They said: nah, this isn't 
going to happen. We even found one who had figures to show 
the costs [of satnavs] would rise over time,” Balogh recalls.
Then there was the question of finance. Introducing new 
technology to the auto industry typically takes three years – a 
long time to wait for payback and keep the company running 
from the income of the shrinking PND revenue stream. So 
whatever the merits of the idea, in such an environment the 

Finding NNG

In the display case in the airy entrance hall of NNG's 
Budapest headquarters, perhaps 30 awards, trophies and 
industry honours attest to the professional achievements 

of this fast-growing Hungarian software designer. Yet 
surprisingly for a company that supplies the essence of 
satellite navigation systems for seven of the world's largest 
automotive makers, the names of carmakers are largely absent 
from the array. “We operate below the water in many senses,” 
says Peter Balogh, the self-confessed IT geek who founded Nav 
N Go in 2004, later renamed NNG.

NNG supplies its trademark iGo navigation application 
primarily to hardware manufacturers – so-called tier-one 
suppliers in the industry – who in turn supply the dashboard 
innards to carmakers. But bound by non-disclosure 

agreements, equipment suppliers are typically silent when 
it comes to naming any car marques using their products. 
(Throughout a one-hour interview, Balogh steadfastly avoids 
naming any individual OEM – a carmaker – as using NNG 
products.)

Such lack of publicity adds to the mystery of NNG's success: 
since turning to focus on the automotive sector in 2008, it has 
trebled its workforce to 760 employees, who now use over 30 
different map data sources to supply satnav services covering 
197 countries.

Revenues in 2013 (the latest publicly available) hit €57m, 
and are growing by “between 40-50% each year”, according 
to Balogh. This performance led to NNG winning gold and 
bronze “Stevie Awards” for fastest-growing companies in 
Europe and North America respectively. “NNG is probably 

Kester Eddy in Budapest

“It has been ignored not only 
by you, but by the entire, stupid 
domestic media”
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fitted by different teams in every continent. “Nobody offered 
a global platform! The car was global, but what goes into the 
dash was local,” he says.

This approach had significant cost implications. “Each of these 
partnerships, since it's a three-year project with a few dozen 
people working on each, costs millions of euros, just from the 
project management aspect,” Balogh explains.

Armed with the prototype, the suppliers approached the 
automakers: it proved an idea whose time had come. Two 
carmakers (one of which is widely believed to be Toyota) 
latched onto the idea, and in 2011 began launching cars 
with affordable, built-in navigation systems running on NNG 
software. The rest, as they say, is history: with the power of a 
large tier-one supplier speaking to automakers, orders for NNG 
software surged. The company plans to take on another 200 
employees this year alone, and is actively seeking to expand 
its R&D base beyond Hungary, where 90% of its current 
workforce is deployed.

“Within 10 years, all cars will have connectivity, connected to 
the cloud. That brings a lot of new changes in this industry, 
in everything that it does,” Balogh says, adding: "And huge 
opportunities." 

barriers to putting it into practice proved formidable. “You 
cannot just knock on the door and talk to the right guy at 
Renault,” he says.

Indeed, it proved almost impossible to ignite interest from any 
tier-one supplier. So much so, that the solution finally came 
via unorthodox methods: a small team from a tier-one supplier 
worked in their spare time to build a prototype system that, 
when finished, they presented first to their own management, 
and then to automakers.

From the start, NNG set out to identify what Balogh terms “the 
killer features” that would give the prototype iGO navigation 

system a compelling business case. To their surprise, the team 
discovered that, while carmakers typically launched new 
models globally, the navigation systems were designed and 

“The car was global, but what goes 
into the dash was local”

www.nng.com
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Van Riet's career in retail began during the boom years of the 
early noughties when he raised a fund and bought a third 
of the upstart discount chain Dixy, eventually becoming the 
executive director and also acting as CFO to take the fast 
growing store through its IPO in May 2007. "I saw that all our 
cash was going into real estate and then the managers came to 
me and asked for another $30mn because they wanted to build 

warehouses," van Riet told bne IntelliNews in an exclusive 
interview during the St Petersburg International Economic 
Forum (Spief) on June 18.

It turned out that Dixy was being forced to build its own 
warehouses, as there simply weren’t any available. Van Riet 
went to inspect one and found that the construction company 
had persuaded the managers to let them build a basement in 
exchange for a discount -- warehouses can't have basements 
because of the weight of the goods on the racks will cause 
the floor to collapse eventually. "So we were spending all this 
money on a non-core business and were left with a structurally 
unsound building that we couldn’t sell easily because we had a 
co-owner," says van Riet. He decided to go into the warehouse 
business shortly afterwards.

By 2006, he had launched a new fund to develop South Gate, 
a 144 hectare (ha) plot of land near the Domodedovo airport 
in southern Moscow that today has capacity of 650,000 square 

INTERVIEW:  

Increasing the  
Radius of Russia's 
biggest warehouse 
developer

Long-time Russia investors will tell you to forget oil and 
gas – Russia's real wealth is in its population of 143mn 
people. And investing in the retail story has earned 

many funds huge returns over the last two decades – three 
nasty economic crashes notwithstanding. But Christopher 
van Riet, veteran Russia entrepreneur and now the managing 
director of Radius Group, took the logic one step further and 
today controls 10% of the new warehouse supply.

The logistics and warehouse sector has to be one of the 
dullest segments in the entire Russian economy. But its 
grey image means that it has been overlooked by the more 
dynamic Russian entrepreneurs who focused on sexier and 
more obvious opportunities like building up supermarket 
chains. The fact that stores could get by with parking their 
cans of soup and pallets of toilet paper in any old hall 
also meant few entrepreneurs paid much attention to the 
business. But now Russia's retail sector is worth several 
hundred billion dollars a year and chains are starting 
to compete fiercely for custom that has been steadily 
transforming. "If there are no warehouses, then there is 
no supply chain," says the US-born van Riet. "How can 
companies supply their stores efficiently?"

Russia's consumer market today is among the top five largest 
European shopping markets. In 2014, the turnover of retail 
sales topped $621bn, according to Rosstat, but has since fallen 
back to an estimated $400bn for 2015 in dollar terms, partly 
due to the sharp depreciation of the ruble, estimates van Riet.

Like many expats, van Riet came to Russia in his twenties to 
seek his fortune working as an investment banker for a US 
firm, but soon jumped ship. He ended up as chief financial 
officer for Transaero in the 1990s, amongst many other jobs, 
famously lending the airline $1mn from his own and friends' 
pockets when it almost missed an instalment payment on a 
Boeing it had leased.

Ben Aris in St Petersburg

“The business due diligence took 
them 45 minutes. They totally got  
it straight away"
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group PPF that belongs to the reclusive Petr Kellner, the Czech 
Republic's richest man.

Dynamic partner
"I went to go and see the PPF people to show them the 
proposition, and the business due diligence took them 45 
minutes. They totally got it straight away," says van Riet, 
who adds that PPF then took a couple of weeks to check his 
numbers before actually signing on the dotted line.

PPF is a long-term player in Russia. Kellner made his first 
fortune in his home market of the Czech Republic by 
privatising the monopoly insurance company and today owns 
Russia's second largest consumer finance bank Home Credit 
Finance, amongst other assets. However, with only 10mn 
people living in his home market, Kellner has focused on 
Russia as the future for his business.

"Business is flourishing, but this is not a happy time for 
anyone," says van Riet. Rents on warehouses have fallen while 
the cost of capital has soared, making it unprofitable to build 
new warehouses. So van Riet says he is concentrating on 
strengthening his management team and talking to clients – 
and buying land.

"Nothing is going to happen for the next 18 months, but 
eventually the market will recover and then there will be 
another cycle. We are talking to our customers about their 
needs outside of Moscow and buying land in preparation. 
The retail market will double in size again in the next 10 
years, while the warehouse market will treble over same 

period. The chains remain cash positive and they all need 
warehouses and they continue to build out their networks. 
This will mean the demand for warehouses will probably 
treble at the same time," he says.

While other investors are talking about political risk, van Riet 
is much more sanguine. "There are brilliant people at the top 
and they want to stay there. They have two choices: either 
they can go the way of Venezuela or North Korea and repress 
the people, or they can take the other way of making the 
population's life better. That is the model they have already 
followed and will continue to follow: let my retail grow."  

metres (sqm) of class A international standard warehousing, 
of which we built under 500,000 sq m, which cost $500mn 
to build and now accounts for about almost 10% (8%) of 
Moscow's entire warehousing sector.

The long game
The retail market has been depressed by the string of disasters 
of the last few years, starting with the 2008 global crisis. That 
was followed by the armed conflict that erupted in Ukraine 
last year, international sanctions imposed on Russia, and most 
recently the halving of the ruble's value against the dollar in 
December. All of this has impacted the retail business and by 
extension the warehousing business.

But retail in Russia will never go away and the huge 
population will always need to shop, even if they are feeling 
poorer at the moment. "In the midst of all this we just closed 
a deal with [French DIY retail chain] Leroy Merlin to build 
another 100,000 sqm of space at South Gate. It’s the largest 
retail warehouse deal in the history of Russian Federation," 
says van Riet, who clearly is unfazed by today's geopolitical 
and economic brouhaha. "That leaves us another 150,000 sqm 
to develop at South Gate which will take the total investment 
in the site to $800mn.

Retailers are a lot more confident in Russia's long-term future 
than portfolio or bond investors. They argue that whatever 
the system, Russia will continue to have its residual wealth 
in the ground and the population will continue to want the 
basic products. Organised retail's share of the total turnover 
has been expanding rapidly, but remains in the teens, so 
the number of shops and the demand for warehouses will 
continue to expand. 

"Today, Russia has about 14mn sqm of warehouses and 
currently supply exceeds demand because of the slowdown 
so there is little new building," says van Riet. "But once that 
capacity is used up, demand will return. Russia will need at 
least an additional 30mn sqm of warehousing over the next 
10 years, [requiring] investment of $30bn, and we hope to 
capture 10% of this market, maybe even 20%."

That represents a huge amount of investment. By 2005, with 
supply of warehousing space lagging behind demand, some 
$250bn had already been invested. Van Riet estimates the 
cumulative investment figure is closer to half a trillion dollars 
today, with the same amount of investment still to be made in 
the next decade.

It's an argument some investors are open to. In 2006, van 
Riet's first big investor was Grove International Partners, a 
$5bn US-based real estate private equity fund connected to 
George Soros that wanted exposure in emerging markets. 
Grove put up 90% and van Riet the remaining 10% to get the 
project started, but then the 2008 crisis hit Grove hard. It was 
about to sell its stake in van Riet's business to rival company 
Raven Russia, when at the last minute van Riet bought Grove 
out himself, raising the missing money from the investment 

"Business is flourishing, but this  
is not a happy time for anyone"
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HRK1.477bn and achieving an EBITDA margin of 10.9%. Its 
market capitalisation reached HRK1.591bn. Revenue and 
profit showed some slippage from 2013 (down 3.4% and 2.1%, 
respectively) during ongoing restructuring, but investors have 
nonetheless started to look more favourably on Podravka again. 

It was in the doldrums in 2012, when Mršic took the helm. The 
company and several of its previous executives had been caught 
up in a corruption scandal involving a former deputy prime 
minister – the management had allegedly been trying to acquire 
a stake in the company using its own money, via suspect loans.

The question now is whether the company has the ability to 
build on the turnaround to achieve its very ambitious goals.

Podravka is perhaps best known for Vegeta – a condiment based 
on salt and dried vegetables - that was launched in 1959. Vegeta is 
ubiquitous in the former Yugoslavia, and one of its hardest-hitting 
brands abroad, being exported to 40 countries. Mršić claims that 
Vegeta has 92% brand recognition in Poland, for example.

The factory where it is produced in Koprivnica is a remarkable 
sight, with 500kg sacks of powder on an upper floor feeding 
through funnels in the ceiling into whirring packaging 
machines. Massive rolls of foil are fed in to wrap soup 
powders. Hundreds work 24 hours a day, seven days a week. 
The factory churns out 100 tonnes of Vegeta per day, as well 
as 35-40 tonnes of soup. An adjacent 15-storey warehouse can 
store 15,000 pallets of Vegeta, a month’s supply. 

Other products include sweets, snacks, drinks, baby food, 
“meal makers”, sauces, processed meats, and, less successfully, 
pharmaceuticals. bne IntelliNews was greeted at Podravka’s 
dated and simple headquarters with a bowl of Ćokolino, a 
thick chocolate drink on which many Croats are reared.

Podravka will soon also boast the range of Slovenian baker 
and confectioner Žito. On April 21, it concluded a deal to 
acquire 51.55% of Žito for €33mn, with the expectation that 
it will later purchase the remainder of the company for the 
same price. The sale is still subject to approval by competition 
authorities.

Croatia’s Podravka 
sets out to take on 
the world

From an overgrown village in the bucolic rolling hills 
of Croatia’s Podravina region, Zvonimir Mršić aims to 
expand Podravka – which started making jam 80 years 

ago – across the world and deep into markets both developed 
and emerging.

Podravka, Croatia’s second-biggest food producer, is one of 
a select number of Adriatic champions – such as Croatian 
retailer Agrokor and consumer goods company Atlantic Grupa, 
and Slovenian white goods manufacturer Gorenje – which are 
eyeing growth beyond their saturated home region. 

A successful expansion in Europe and the Middle East and 
North Africa (MENA) region could lead to a listing on the 
London, Vienna or Warsaw stock exchange, Podravka’s CEO 
and chairman, told bne IntelliNews in an interview.

“We think we will be able to grow faster than our competitors 
and look for inorganic growth – to be a hunter,” he said over 
lunch in Koprivnica, the small town near the Hungarian 
border where Podravka was founded and still has its 
headquarters and most of its manufacturing capacity. Mršić 
compares his company to Nestlé – based “in a small town in a 
small country”, but with international clout.

“We are opening three new hubs: Tanzania, Beijing and Dubai. 
We are now ready to make the next step of internationalisation 
and become a global company. We are stronger than ever, but 
too small to be cost-efficient, and too big just to supply the 
regional market. We have a choice – stay where we are and 
decline, or go out into new markets.”

Podravka was founded as a small jam producer in 1934 by two 
brothers, then nationalised after the war. The government 
still retains a 26% stake, a not untypical situation in the 
former Yugoslavia, where the state still owns swathes of the 
manufacturing economy that might have been privatised 
elsewhere. 

What helps set Podravka apart from most of these companies 
is its success. In 2014 the company posted sales revenue 
of HRK3.503bn (€460m), making adjusted gross profit of 

Andrew MacDowall in Koprivnica, Croatia
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Following the turnaround, Mršić sees the acquisition as the 
first step in boosting both Podravka’s growth and its efficiency. 

“Žito is a big enough sales target of €110mn,” he said, over local 
nettle soup (Koprivnica’s name is derived from the Croatian 
word for nettle). “We can increase our sales but also improve 
efficiency, EBITDA margin and net profit margin. We have had 
some sort of mental barrier because for more than 20 years, our 
sales in Croatia have been around HRK3.5bn. But the Žito acqui-
sition has given us new courage and confidence. It’ll be the first 
time in more than 20 years that sales of the Podravka Group will 
be higher than HRK4bn, and if we undertake consolidation from 
last year, Podravka will be at sales of HRK4.5bn.”

Podravka sees Žito’s bakery division – which accounts for 45% 
of its revenues – as particularly strategically important for 
targeting the tourism sector, which is growing quickly all down 
the Adriatic.

Some question the deal, however. Tomislav Bajic, head of 
research at Zagreb-based InterCapital Securities, says that it 
may leave the company over-extended in its range of products, 
as well as over-reliant on the saturated Slovenian market. 
In any case, the process of retail consolidation in the market 
– which has included the takeover of Slovenian retailer 

Mercator by Croatian counterpart Agrokor – will strengthen 
retailers’ buying power and thus put pressure on companies 
like Podravka. 

While Mršić is bullish about the prospects presented by the 
Žito merger, he is well aware of the drawbacks of the regional 
market, hence his determination to broaden sales outside 
South Eastern Europe. In 2014, Podravka made 41% of its sales 
revenue in Croatia, and 27.4% elsewhere in South Eastern 
Europe. Central Europe accounted for a 15.4%.

One prong of his expansion strategy is to deepen penetration 
in markets such as Germany – where currently Podravka’s 
products are largely sold in “ethnic” shops (Balkan and Turkish 
in particular) – and Sweden – where the products are already 
becoming better-known in the broader market. 

Mršić also wants to capitalise on Vegeta’s strong brand 
recognition in Poland to ramp up annual sales from €30mn 
towards the €100mn that he believes the company is capable 
of. (Though, as ever pragmatically aware of the downside risks 
to his approach, he identifies Poland as the most competitive 
market in Europe, given the presence of most major 
international players and strong local brands.)

He also hopes that the Ukraine crisis will ease, and relations 
between the EU and Russia improve enough to support 
Podravka’s sales in the CIS.

The second prong of the geographical diversification strategy 
is the establishment of new hubs in Dubai, Beijing and 
Tanzania – and a factory in the latter. Mršić won’t be drawn on 
the size of the investments being made, but Tanzania aside, 
they are not particularly capital-intensive.

“We decided we needed more than one hub because if we 
fail with just one hub we will have a total disaster, whereas if 
we establish more than one, we have more chance of being 
successful,” says Mršić, in a matter-of-fact manner, as main 
courses and rich Croatian red wine arrive. 

“We decided on MENA after market research, and we see 
the market as one on which we can grow, our products are 
suitable for their habits, tastes and lifestyles.

We think that we can understand this market, it’s important 
that we understand and communicate with the consumer. We 
think that we have this understanding, and we have identified 
a spot on the market where we can place our products and 
meet local tastes.”

The choice of Tanzania is based largely on the experience of 
a senior staff member who lived and worked in the country 
for eight years, and retains strong links with the Tanzanian 
business community. The plant is expected to open in the first 
quarter of next year. 

Podravka will launch in Africa with meal makers and stock 
cubes, tailoring products to local tastes. In the Middle East, 
the company will initially offer soups, cereals and preserved 
vegetables, where the aim is to be recognised as a branded 
supplier.

Mršić suggests that Podravka’s experience of Muslim 
consumers in Bosnia, Kosovo and Sandžak helps give it a 
better understanding of the Middle Eastern market. Iran, 
Saudi Arabia and Egypt are all large markets which Podravka 
will eye longer-term, should initial results be promising. The 
choice of Dubai as a hub largely reflects its convenience, 
rather than the potential of the UAE market itself.

As Bajić notes, there is plenty of scepticism about whether 
Podravka has the punch to succeed in markets in which it does 
not have an existing foothold. Mršić’s strategy is to enter in 
partnership with a local player, and box clever on promotion. 
Without a huge advertising budget, Podravka will deploy 
tools that have worked well elsewhere, such as point-of-sale 
promotions and recipe books that promote the company’s 
products.Mršić makes it clear that the Žito purchase is just the 
start of Podravka’s “hunting”, and that he is hungry for more 
acquisitions. The company’s debt-equity ratio is a hefty 2.2, which 
could have been increased to 3.3 had the company taken a loan 
to finance the Žito move. Instead, Podravka has announced a 

“We have a choice – stay where we 
are and decline, or go out into new 
markets”



bne  August 201528  I Companies & Markets

capital increase, issuing 1.7m new shares to raise up to €65m.

Mršić seek Podravka as participating in a regional consolidation 
trend, as companies look to bolster their position on slow-
growing, saturated markets. Recent M&A activity includes the 
purchase of €30mn-valued Pekarna Grosuplje, Mercator’s bak-
ery arm, by Slovenia’s Don Don; BAT’s acquisition of Croatian 
Adris Grupa’s tobacco business for around €550mn; Heineken’s 
purchase of brewer Pivovarna Laško; and of course the Agrokor-
Mercator deal. Mršić expects consolidation to accelerate.

Privatisations are also part of the mix: the Slovenian state had 
stakes in Mercator, Laško and Žito, and sales of major banks 
and the state telecom company are in the pipeline. To the 
east, investors are waiting for progress on Serbia’s plans to 
restructure or privatise more than 500 companies, including 
its main telecom and pharmaceutical company Galenka.

Agrokor owner Ivica Todoric has said that his company’s 
acquisition of Mercator is a first step to bolder expansion 
outside the Adriatic region, and a planned IPO on the London 
Stock Exchange. Mršić has similar ambitions of an eventual 
foreign listing. 

“Our market capitalisation is [currently] too small for dual 
listing, but if our plan is realised, perhaps in two years we’ll 
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need more capital,” he said. “We don’t have the capacity at 
the moment, but if we realise our plan in the next two to 
three years, we will be ready to maybe think about new share 
offerings on the London, Warsaw or Vienna stock exchanges.  
But first we really need to realise our business plan, and we 
need to realise the next step.”

A major challenge in doing so will be improving efficiency. 
Mršić asserts that the company can become more efficient 
through acquisitions. But paring back loss-making parts of the 
business may also be necessary to make the company one of 
the top performers in Europe. 

Critics say that job losses will not sit well with the state’s 
substantial stake in the company. Mršić counters that the 
workforce has already been reduced by 33% in Croatia, 
and that the government now acts as a normal shareholder, 
wishing to see the best value possible achieved for its 
shares.

Podravka’s strategy is based on an intriguing mix of 
pragmatism and remarkable boldness. Mršić’s judgement 
that big Adriatic companies must acquire and expand, or 
stagnate or be taken over, seems a judicious one. His plans  
to build Podravka are based on necessity, but success is by  
no means guaranteed. 
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The world is concentrating on Greece and, in large 
part, still not understanding that when something is 
inevitable …  it will happen.  Those who still believe 

that Greece will not receive massive debt forgiveness or default 
(sooner or later) have either not been paying attention, or 
are fantasizing.  Those who think they are most likely to stay 
inside the Eurozone are deluding themselves, as are those who 
think that the hubristic euro project is not seriously wounded. 

Far from being a containable problem, Greece has a wider 
impact. Its longer-term implications may include the healthy 
one of knocking some sense into policymakers and investors in 
their assessment of risk.  

We have been living in a world where macro-economics and 
politics play almost no role in high level global asset allocation.  
There are those who insist that risk is easy-to-measure and 
additive, that some assets are riskier than others, that US 
Treasuries and bunds are ‘risk free’ and emerging markets 
are ‘risky’. So if there is a problem in Greece this will increase 
‘risk aversion’ towards all ‘risky markets’, including emerging 
markets. Such thinking has to, and will at some point, change.

The intelligent thing for an investor is often to do the stupid 
thing first. But sometimes there is enough non-stupid money 
to make this behaviour backfire. After the Argentine default 
in December 2001, which, as in Greece today, was widely 
expected, every other emerging market country component in 
the main emerging market debt index rallied within 48 hours.  
The market was relieved that the crisis has finally broken and 
investors could move on.

The background to this was that risk in emerging markets 
had evolved, post-1998, from three to two types.  In the 
1990s, emerging markets shared the characteristic of being 
vulnerable to sudden withdrawal of foreign capital. Also, 
before the Russian 1998 crisis, maybe a third of emerging debt 
investors were highly leveraged and another third were banks.  
A crisis in one country led to margin calls and forced selling in 
another – creating financial contagion.  

However, the Russian crisis created such losses for leveraged 
money that it went and found other markets to inhabit – starting 
with the dotcom bubble. Meanwhile pension funds and other 
long-term non-leveraged investors started to invest in emerging 

markets, making the investor base much more stable and 
less likely to panic and cause contagion. That trend has been 
bolstered even more by the growth of institutionalised domestic 
savings in the emerging markets themselves.

Also many countries learnt their lesson and become huge 
reserve holders to insure themselves against further external 
shocks, killing off the vulnerability they had in common. EM 
central bank reserves now do even more by providing the 
potential to buy each other’s assets in crisis.

The result: the days of panic-stricken financial contagion 
across, but restricted to, emerging markets were at an end.  
That has since been, and still is, an empty set (which is not 
to say there cannot be short-term market sell-offs). The two 
remaining categories of risk are country specific and truly 
global ones which encompass the developed world as well.

Country-specific risks can be avoided.  Global crises can still 
come from emerging markets in theory, but today the most 
likely suspects capable of causing massive global financial 
crisis are in the developed world. And it is in developed 
markets that the most pain would be.

In contrast, every major sell-off across emerging markets since 
1998 has been a buying opportunity in my view – widespread 
sell-offs caused by risk aversion in the developed world can 
be very real but are typically temporary.  One wants to avoid 
buying into a market likely to fall further in the short term just 
as one waits for a falling knife to reach the floor before trying 
to pick it up.  But the value is there, the only issue exactly 
when to buy.  Risks in developed markets in contrast are much 
scarier as they are not priced in or perceived and more likely to 
lead to permanent loss.

So, if the Greek crisis does explode it will not necessarily lead 
to any particular problems for emerging markets. Moreover, a 
related short-term general sell-off in emerging markets would 
probably be a buying opportunity.  

Jerome Booth is an economist and commentator on emerging 
markets and global market events. Through his private office New 
Sparta he is the majority owner of bne IntelliNews. He writes a blog 
at jeromebooth.co.uk.

Jerome Booth in London

When a submerging market blows up, 
what about emerging markets?

bne:FX
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Intesa Sanpaolo’s announcement in June that it was 
opening a branch in Istanbul puzzled observers. The Italian 
bank’s move came after peers Citigroup, HSBC and Dexia 

had all decided to pull out from the country.

Since 2007, Turkey’s banking sector has attracted between 
20% and 30% of the total annual foreign direct investment 
flows that have gone into the country. But today, the new 
game in town is banking consolidation. 

Banks’ profit outlook has become more uncertain because of 
the country’s economic slowdown. The IMF forecasts 3.1% 
GDP growth in 2015, a better figure than last year’s 2.9%, 
but a far cry from the stellar growth of previous years. Moves 
by Turkish regulators in late 2013 to restrict credit, including 
limits on the issuance of credit cards, have also dented profits.
 
Beyond economic and market realities, there is also a sense in 
Western banking circles that the regulatory environment for 
foreign banks is getting tougher. The signals Ankara has been 
sending to foreign investors in the banking sector in recent 
trade negotiations have not been very positive. In the ongoing 
Trade in Services Agreement (TiSA) trade negotiations held in 
Geneva over the last three years and involving 25 WTO member 
economies, the market access offer Turkey has tabled to its 
partners there has been disappointing to many.
 
An EU document leaked this spring revealed that Brussels 
believes the offer for banking is less ambitious than the 
commitments Ankara undertook in 1995-97 when it joined the 
World Trade Organisation.
 
Turkey’s laws on data localisation are a particular obstacle in 
the talks, which are currently going through a stocktake. Data 
localisation requirements for financial services are increasingly 
being outlawed in bilateral free trade agreements across the 
world. But an April 2014 law on the rights and responsibilities 
of the National Intelligence Agency (MIT) explicitly requires 
banks to keep their data stored in Turkey. What is more, 
MIT may connect to that data without requesting the banks’ 
consent. Such requirements raise substantially the operational 
costs of global banks, which rely on seamless data flows to 
provide services optimally and to keep costs in check.
 
Assessing Turkey’s role in TISA, Pascal Kerneis, Managing 
Director of the European Services Forum, a lobby group in 
Brussels, told bne IntelliNews: “In TiSA Turkey is a drag”
So why are banks like Italy’s Intesa still opening shop in Turkey? 

Many are sceptical about the move. “The Turkish market is 
clearly more dynamic than the European market. [Intesa] is 
just scraping the bottom of the barrel. It is almost impossible for 
a newcomer like Intesa to grow organically in this market”, a 
senior Istanbul-based banking analyst told bne IntelliNews.
 
Real profits are to be made in the retail mass market catering 
to consumers and SMEs. “I doubt Intesa would set up a retail 
operation – which is impossible actually, as it requires a huge, 
fresh network”, the analyst adds.
 
In fact, the Italian bank’s ambitions have been scaled down. 
When Intesa applied for a licence that allows it to open shop 
back in 2012, news reports of the time revealed it was hoping 
to open branches in several cities, including Ankara and Izmir 
and then expand into the provinces, tapping the consumer 
market on top of engaging in commercial loans. 

Fast forward to 2015: Intesa has limited its announcements to 
one branch only (at least so far), and talks about entering the 
wholesale market only, mentioning activities such as corporate 
banking, services for export credit, local and international 
payments, and treasury products.

Intesa also hopes to get involved in the many infrastructure 
investment projects sponsored by the Turkish government. 
Italian news reports also say Intesa is interested in participating 
in Turkish Stream, the natural gas pipeline project from Russia to 
Turkey across the Black Sea proposed by Moscow late last year as 
an alternative to its South Stream project to ship gas to the EU.

Intensa undoubtedly would also like to win business from 
Turkey’s desire to play a role as a trading hub between East 
and West and to diversify its business ties. 

While the European Union remains its biggest trading partner 
and source of investments, Turkey has significantly diversified 
its business ties. And Turkey is not only looking to Russia for 
business and investment, a trend  reflected by Russian bank 
Sberbank’s move into the country three years ago.  

The share of the Middle East in Turkey’s exports stands out as 
having increased dramatically in recent years. The share of Iraq 
in total Turkish exports increased from 3.7% in 2005 to 6.9% 
in 2014. The share of the United Arab Emirates increased from 
1.2% to 2.5%.  The likely lifting of sanctions on Iran after a 
nuclear deal was clinched in July with the UN Security Council 
means that business opportunities could very soon arise there. 

Iana Dreyer in Brussels

Intesa banks on Turkish delight
bne:Trade
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Succession issues stalk thousands of companies in Central 
Europe that sprang up in the wake of the collapse of 
communism 25 years ago. The region's slimmed down 

private equity industry is eagerly awaiting a chance to benefit, 
but the complexities thrown up by friendships and families 
make it a tricky business.

Once a darling of PE, Central and Eastern Europe has lost 
ground to bigger beasts in recent years. Ahead of the 2008 
global financial crisis, large funds piled in, chasing high 
growth rates, the privatisation story and the EU accessions  
of 2004 and 2007. Since then, with the weight of capital  
only antagonising the situation, times have been tough.

Yet PE players claim the region's prospects are now perking 
up. Many big funds have backed off because of lower potential 
returns in CEE, plus the temptations of bigger markets such 
as China. That leaves smaller funds with a clearer field, says 
Brian Wardrop at Arx Equity Partners.

"For the last couple of years Central Europe has been back on 
the radar of limited partners," says the co-managing partner 
of the company, which operates three funds dedicated to 
the region with current assets under management of around 
€150mn. "In the last 12 months they've begun to look seriously 
again at Central Europe."

Facing tightened yields across the globe, investors are ready 
to look again at Central and Eastern Europe, which is still 
playing catch up with EU states to the west. Growth rates may 
not top 5% anymore, but Poland and the Czech Republic are 
now recording economic expansion of around 3%, with a good 
push provided by EU structural funds.

The Eurozone, by way of contrast, is likely to see growth 
capped at 1.5% over the next five years, according to PE 
specialist PR agency Equus, while CEE's risk profile offers an 
advantage over the BRICS or Africa. The likes of Enterprise 

Investors, Mid-Europa and KKR have all raised new regional 
funds in the last three years or so.

With the potential returns on offer in CEE having tightened, 
however, investors' focus has sharpened, Wardrop adds. 
They're looking more closely at individual countries rather 
than treating the region as a homogenous lump, and deal  
size and the motivations of target companies are being  
closely eyed.

That puts  "succession" companies at the top of the list for 
many funds. Wardrop estimates there are around 8,500 such 
potential targets in Poland, 4.500 in the Czech Republic, and 
2,500 in Hungary.

With the economies in the region freed from state control 
in the early 1990s, thousands of entrepreneurs flew to start 
up their own companies. Whether strictly family affairs 

or partnerships involving several friends joining up with 
enthusiasm to try capitalism, those companies are now 
facing inevitable change, as time ticks on and founders eye 
retirement.

Libor Musil started his Czech building materials company 
immediately after the revolution in 1990 alongside his father-
in-law, the founder and CEO of Liko-S told a recent roundtable 
on family business presented by the IMD Business School. He 

Tim Gosling in Prague

Private equity 
seeks the sweet 
smell of succession 
in Central Europe

bne:Funds

"The dream of every family business 
leader is always to hand it on to 
family, but that's not always easy – 
or possible"
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agreement to acquire NKBM from the state for €250mn,  
with Apollo acquiring 80% of the bank and EBRD the 
remaining 20%.

In December 2013, Slovenia’s government had to prop up 
three local banks, including NKBM, at a cost of €3bn, to 
prevent a collapse of the banking sector because of the large 

The privatisation of Nova KBM (NKBM) Slovenia’s second 
largest bank, is being seen as a turning point for the 
country’s banking sector, which had to be bailed out by 

the state in 2013. 

On June 30, Apollo Global Management and the European 
Bank for Reconstruction and Development (EBRD) signed an 

Sale of Slovenia's 
NKBM seen as 
turning point
Kit Gillet in Bucharest

bne:Deal

started to hatch plans to retire and hand on the business to his 
children five years ago.

However, as Dr Denise Kenyon-Rouvinez, Director of IMD's 
Global Family Business Centre points out, succession can  
be tricky. "The dream of every family business leader is 
always to hand it on to family, but that's not always easy –  
or possible." Over 600,000 jobs are lost in Europe each year 
because transitions are not handled properly, she claims.

That's the kind of point Arx hopes to leverage. "At some 
point in the coming years, every one of these entrepreneurial 
companies must face some kind of transition," Wardrop points 
out. He notes that those companies founded with several 
partners are prime targets.

"Several partners means several differing visions," he says.  
"It's difficult for them to agree to one partner buying the  
others out, or for them all to agree a sale to a strategic 
investor."

Meanwhile, family businesses can throw up all kinds of obsta-
cles to a straightforward inheritance. Alessandro Pasquale 
worked alongside his father at Karlovarske Mineralni Vody, 
the biggest producer of mineral and spring water in the Czech 
Republic, for a decade, before finally taking over as CEO in 
2008. He inherited ownership last year. "It was a tough deci-
sion to try to live up to his standards, rather than just sell up," 
he admits.

Given the myriad issues, it's a fertile segment in which to 
hunt for Wardrop. Succession targets – generally with a 
valuation of $10mn-50mn – constitute over 80% of Arx Funds 

II and III. "They're by far the biggest driver of deal  
flow today," he says. "They make up at least half of  
all regional flow."

Yet the nature of these beasts makes them tricky to deal  
with. Selling control in a family business can be just as  
hard on an entrepreneur as handing it on. "A family has very 
deep emotional ties to a family business," Kenyon-Rouvinez  
points out.

That has Wardrop and his rivals often needing to wear 
different hats when dealing with succession companies, and 
especially family businesses. Sometimes they have to act more 
like a psychologist and counsellor.

Arx's purchase of DC Bled – a Slovene operator of diagnostic 
clinics – is a typical example of the opportunities and chal-
lenges, he says. After the founder passed away several years 
ago, his family saw the company as not only a business but 
also a family legacy.

That made them very specific about who they would sell 
to. Wardrop says it was Arx' strong track record in Slovenia 
and the recruitment of a well-known healthcare company 
founder as a co-investor that "provided the necessary 
comfort". Still, the deal took 18 months of negotiation  
to push through.

"It can be a long slog," he says of succession targets, "and due 
to opportunity costs we need to decide quickly whether a deal 
is actionable." At the same time, there's potential out there and 
sometimes patience is rewarded. Arx has been talking to one 
Czech company for five years now. 
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quantities of bad loans. As a result, at the end of 2014 the 
Slovenian state controlled 60% of the banking sector.  

Apollo, the New York-based private equity group, and the 
EBRD were selected as the preferred buyer after a competitive 

bidding process headed by the Slovenian Sovereign Holding 
(SDH), which is in charge of the privatisation of Slovenia’s 
state-owned assets.

“We believe that in Apollo and the EBRD, we have found 
investors who are able to take NKBM to its next level of 
development,” said Matej Runjak, project leader and 
member of the management board at SDH, after the deal 
was announced, pointing out Apollo’s reputation as a global 
alternative investment manager and the EBRD's commitment 
to progress and economic stability. “We are optimistic about 
the future of NKBM under their ownership," he added.

However, the cost of the deal highlights the state of the 
bank – Slovenia’s oldest, with more than 1,700 employees. 
“The low sale price, reported in the press to be 40% of book 
value, highlights the bank's weak profile, weighed down by 
a very high level of impaired loans, many of which could still 
require additional provisioning,” ratings agency Fitch said in a 
statement on July 6.

In late May this year, NKBM reported that its consolidated 
net profit dropped 25% year-on-year to €12.3mn in the first 
quarter of 2015, as income fell and bad loan impairments 
increased.

The restructuring of NKBM, which Apollo has vowed to 
complete, will likely take several more years considering the 
bank’s significant exposure to highly indebted companies,  
with impaired loans representing 42% of total loans at the  
end of March. 

Fitch’s statement did, however, suggest that the sale provides 
a small indication that stability is gradually returning to 
Slovenia's troubled banking sector.

Those involved in the deal see opportunities in the country’s 
banking sector in near future. “Slovenia is one of the 
strongest countries in the Balkans, with a small market 
but strong economic growth potential,” Lucyna Stanczak-
Wuczynska, EBRD director for EU banks, told bne Intellinews.

While she agrees that Slovenia has gone through a 

turbulent period, she points out that a lot of restructuring 
has already taken place, and that as a bank NKBM is of 
systematic importance to Slovenia’s banking sector, and 
also for supporting local SMEs. “In our view this deal is 
confirmation that prospects for the sector are there in 
Slovenia,” she added.

Those behind the deal at Apollo see other opportunities. 
“Comparatively speaking, we believe the Slovenian market 
is over-fragmented for its size, and we believe consolidation 
is imminent. We were looking at one of top three players 
in the market,” Michele Raba, Principal at Apollo Global 
Management, told bne Intellinews.

She added that Slovenia is an attractive market, as it is part 
of the Eurozone, foreign exchange risks are lower, economic 
growth is picking up, and the general economic situation is 
improving.

“We aspire to build a strong industry champion in the 
Slovenian banking market and ensure that serving NKBM 
clients remains the first and most critical priority of the bank,” 
she added.

According to Raba, the overall deal took around 18 months to 
complete. “As with any privatisation, there was a great deal of 
due diligence and negotiations between the parties involved in 
the deal process,” she said. 

The sale of NKBM could be followed shortly by the sale of 
Abanka Vipa, potentially in the fourth quarter of 2015, once 
the bank completes its merger with state-owned Banka 
Celje (which would make the combined bank the second 
largest in the country). The government has also promised 
the European Commission that it will sell 75% of the 
country’s top lender, Nova Ljubljanska Banka (NLB).

Yet there is still much to be done before Slovenia’s banking 
sector becomes profitable. In 2014, the total net loss of 
Slovenia’s banks dropped sharply to a revised €114mn, from 
€3.59bn in 2013, but mainly as a result of the end-2013 
government bailout programme that allowed domestic banks 
to transfer bad assets to the newly created bad bank, the 
Bank Assets Management Company (BAMC). 

“The low sale price, reported in 
the press to be 40% of book value, 
highlights the bank's weak profile”

“The Slovenian market is  
over-fragmented for its size,  
and we believe consolidation  
is imminent”
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Nebesny’s age, nationality, place of 
residence and training – and even lacked 
any image, besides a racing helmet as 
avatar.

Only after he had attended the Caribbean 
seminar was the avatar replaced 
by a photo of a surprisingly young 
man: Nebesny is in fact only 32, bne 
IntelliNews has learned, although the 
website profile boasts of an IT career 
spanning twenty years.

bne IntelliNews also learnt that Nebesny 
hails from and until recently was based in 
Kyiv, Ukraine.

Considering that CEO and BitFury 
co-founder Valery Vavilovs has been 
resident in Kyiv for nearly 10 years, and 
that George Kikvadze, chairman of the 
BitFury board, was based in Kyiv during 

the company's founding years, this makes 
BitFury very much a Ukrainian project 
– although the word 'Ukraine' does not 
feature on the company website once.

Ukraine's bitcoin coup
The idyllic Caribbean retreat was a far 
cry from the birthplace of BitFury in a 
Kyiv basement in 2012, Nebesny tells bne 
IntelliNews in his first ever interview, via 
email.

According to Nebesny, around $50,000 
of the initial investment of $110,000 
came from him and Vavilovs. The rest he 
says was raised directly from the profits 
of mining operations, with more and 
more rigs added as the value of bitcoins 
suddenly soared to $1,200 in November 
2013, from the previous quarter's price 
of around $100, making millionaires 
overnight out of successful miners.

Bitcoin miner steps out into the light
Graham Stack in Kyiv

So reclusive is Valery Nebesny, the 
brains behind leading Bitcoin 
miner BitFury, that he says he 

had never met most of the staff of the 
company he co-founded until BitFury 
cohosted a brainstorming seminar on 
digital currencies on a Caribbean island 
in late May.

The company marked its success with 
a two-day love-in with free market 
gurus entrepreneur Sir Richard Branson 
and economist Hernando de Soto 
on Branson's Necker Island, as written 
up in The Wall Street Journal. 

But while the Necker Island bash 
triggered a splurge of coverage, the 
background of the technical talent 
behind the cutting-edge dedicated 
mining chips remained a mystery: 
the company website failed to specify 
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"All of the rest is exchange rate 
multiplication and mined bitcoins (...) 
So it was not like venture [capitalism], 
but more like collective assembly," he 
tells bne IntelliNews.

Bitcoins are created by computers 
“mining” them, by solving mathematical 
tasks so complex the devices consume 
large amounts of power – the smallest 
devices run by individuals at home 
consume the same electricity as 
a constantly boiling kettle. The 
level of difficulty of 'hashing' – the 
computational process – increases 
as more bitcoins are produced, a 
decentralised way of restricting the 
production of bitcoin to maintain its 
value.

Thus as production of bitcoin has 
increased, so the 'mining' operations 
have become increasingly industrialised, 
giving rise to operations such as BitFury: 
one of the first bitcoin miners to plan 
industrial-scale operations, with data 
centers under assembly in Georgia, 
Finland and Iceland. 

By 2014, 40% of all bitcoins were being 
mined on BitFury chips, making the 
company the "undisputed leader in 
bitcoin mining," with a future valuation of 
hundreds of millions of dollars, according 
to the company’s pitch to investors.

BitFury's snowballing success quickly 
threatened one of the principles of 
Bitcoin's decentralised consensual 
governance: that no single miner attains 
over 51% of ongoing mining operations, 
or 'hashing power'.

What exactly an operator with over 
51% of hashing power might do is hotly 
debated. The majority operator might 
"simply change the rules of Bitcoin at 
any time, and the changes could in 
principle be drastic”, wrote Ed Felten, 
a former computer science professor 
at Princeton who was in May 2015 
appointed deputy chief technology 
officer at the White House. 

But according to Nebesny, already by 
late 2013 he controlled enough hashing 
power to potentially commandeer the 
virtual currency. "Bitcoin was quite 

vulnerable at that time as we had 
majority of hashing power on [our] 
hands – basically I had about 70% of 
network hashing power cumulative 
and not assembled in form of chips and 
orders," Nebesny says.

Then in June 2014, one Ukrainian-
founded company closely allied with 
BitFury briefly appeared to exceed 
the 51% limit – triggering panic in the 
bitcoin world. Founded only in July 
2013, mining pool ghash.io, run by 
trading platform cex.io, appeared to 
have exceeded the 51% limit for over 24 
hours, prompting an emergency global 
summit of bitcoin miners. The company 
later denied that it had crossed the 
threshold. 

According to the 2014 BitFury pitch to 
investors seen by bne IntelliNews, none 
other than BitFury itself is "behind [the] 
largest mining pool ghash.io”. Founder 

and top manager of London-registered 
firm cex.io, the operator of ghash.io, 
Oleksandr Ushchapovskyi, is Nebesny's 
childhood friend, and former business 
partner, Nebesny acknowledged to bne 
IntelliNews. "We were schoolmates since 
1997, we even took prizes in [computer 
science] contests country-wide," he 
added. Ushchapovskyi did not respond 
to a request for comment.

According to Nebesny, Ushchapovskyi 
was the sole coder implementing the 
CEX and ghash operations, taking only 
six weeks to do so. Nebesny insists that 
despite the close company links and his 
personal longstanding relationship to 
Ushchapovskyi, cex.io/ghash operations 
are formally separate from BitFury.

In response to the crisis, BitFury said 
it would pull its computing power out 
of the ghash pool. After June 2014, the 
meteoric rise of ghash went into reverse, 

with the company's share of hashing 
suddenly collapsing to currently only 
2% of the total. According to Nebesny, 
this was partly the result of a hostile 
raid on ghash facilities in Ukraine by law 
enforcement agencies in late 2014.

One new and rapidly expanding bitcoin 
platform  – Bit-x.com – also has roots in 
Eastern Europe, Nebesny acknowledges, 
while denying any involvement. Bit-x.
com is registered untraceably via 
Belize offshores, does not disclose any 
officers, but hires Russian-speaking 
programmers.

The email name used by the head 
of Bit-x.com is exactly the same as 
Nebesny's BitFury email name: a simple 
X before @ and the company domain.

But Nebesny puts the coincidence down 
to pure imitation: "The linkage [to bit-x.
com] is the same as with cex.io – of 

course I have linkage to all of them, 
mostly because I have [grown] bitcoin 
mining in  Eastern Europe. I made many 
millionaires with my miners, and gave 
them ideas," Nebesny says.

"Even more importantly, with successive 
exchange rate growth I showed them 
that the impossible is really possible. Of 
course they look on how I do and do the 
same," he adds.

Cybercrime suspicions
Ukraine's public records are silent on 
Nebesny – and for good reason. Nebesny 
acknowledges having changed his name 
from his original name of Shchedrin, but 
denies this was to escape past links to 
cybercrime.

According to Nebesny, the name change 
resulted from a family tragedy – the 
death of a child. This prompted his wife 
to change her name to Nebesnaya – 

"BitFury is very much a Ukrainian project – 
although the word 'Ukraine' does not feature  
on the company website once"
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'heavenly' in Russian – and made him 
follow suit in adopting the new name 
“so that we all had the same name”, he 
tells bne IntelliNews.

Nebesny said the tragedy, along with 
“betrayal” by associates, caused him to 
quit all his companies after about 2005. 
He lived "as a hermit” until 2011 with his 
family, farming their own crops, raising 
goats, and using internet connection only 
once a week, he says.

Nebesny denies that the name change 
was prompted by the need to evade 
investigation because of involvement in 
cybercrime. "I have been always clean 
against any kind of criminal and even 
civil investigations,” he says.

According to domain registration data 
– so-called 'whois' data – in 2005, at the 
tender age of 23, Shchedrin registered 
the Udefender domain on behalf of 
Cypriot company nous-tech. Nous-
tech produced the notoriousUltimate 
Defender anti-virus program.

In the opinion of cybersecurity giants 
Symantec, Ultimate Defender was a 
specific type of malicious software, or 
malware, known as scareware: comprising 
an ostensible anti-virus app designed to 
identify a fake threat. “The user is then 
prompted to pay for a full license of the 
application in order to remove the fake 
threat," the Symantec report reads. 

Nebesny claims that Ultimate Defender 
was a “perfectly legitimate anti-virus 
software and they got into some 
investigation without any reason”. He 
says that he left the company before the 
software was finished.

According to whois data, in the same 
year, Nebesny/Shchedrin together 
with the cex.io founder Ushchapovskyi 
registered the Crystalys Media domain.

Crystalys Media applications apparently 
acted in concert with Ultimate Defender. 

“Crystalys Media Display is malicious 
adware (...) that collects information 
about your browsing and sends it to their 
main servers which makes it spyware. 
Crystalys Media Display may not come 
in isolation and may come bundled with 
vast amounts of other threats attached 
to it,” cybersecurity site Pareto Security 
warns.

Nebesny denied to bne IntelliNews that 
Crystalys Media was malware, saying it 
was intended as a clone of the advertising 
ware programme Zango. “Crystalys 
problems were not in the concept but in 
its implementation,” he says.

Ultimate Defender was "one of the first 
groups of rogue security applications 
that emerged from the malware gangs 
operating around 2004. (…)  We 
eventually merged a number of their 
applications into a single threat named 
Nous-Tech Solutions Ltd," says Eric Howes 
of cybersecurity firm Threattrack Security.

There are even suggestions that Nebesny 
and Ushchapovskyi's software may have 
been part of a larger scareware network 
linked to Russia's Pavel Rublevsky, 
allegedly a backer of scareware, spam 
and internet pharmaceutical businesses, 
as well as founder of the Chronopay 
payment system, according to prominent 
cybercrime researcher Brian Krebs. 

Three Cypriot firms to which Nebesny 
is linked through ownership files or 
through domain registration records – 
Nous-tech, Crystalys Media and Cilaria 
Trading – were apparently all registered 
by the same Cypriot company service 
provider as used by Rublevsky to set up a 
number of Cypriot firms in his network, 
as detailed in a leaked file published by 
Krebs, who portrayed Rublevsky's empire 
in his 2014 book “Spam Nation”.

Nebesny denies any link to Rublevksy. 
"I've not worked with him nor with his 
companies," he says. Rublevsky could not 
be reached for comment.  

"I made many millionaires with my miners,  
and gave them ideas"

Pipe dream

Gazprom has broken off a $2.2bn contract with 
Italian energy engineering giant Saipem to lay 
a natural gas pipeline to Turkey under the Black 
Sea to bypass Ukraine, and may be contemplating 
using domestic firms to lay the line.  

It had proved impossible to reach an agreement 
with Saipem on "many working and commercial 
issues" related to the project, Gazprom said 
in a statement. The Russian natural gas giant 
added that it will start talks with other potential 
contractors soon.

Russian Energy Minister Aleksander Novak said 
on July 9 the decision was purely technical and 
would not effect the pipeline's construction. 
"The project continues to be implemented. We 
are continuing to work with our Turkish partners 
on the intergovernmental agreements. That is 
[to say], this is a technical issue that is being 
resolved between Gazprom and the commercial 
organisation," Interfax news agency quoted Novak 
as saying.

Saipem had two contracts with Gazprom to build 
two strings of the planned South Stream pipeline 
from Russia with landfall in Bulgaria, which 
Russia abandoned in December 2014, replacing 
the project with a new route to Turkey.

But Gazprom kept Saipem waiting after the 
decision to reroute the planned pipeline. According 
to business daily Kommersant, Gazprom has been 
paying Saipem €50mn per month for having two 
pipe-laying ships stand idle. In addition, Saipem's 
Black Sea fleet is booked for another customer 
later in the year, Interfax reported.

Gazprom has pledged to reroute gas currently 
supplied to Europe via Ukraine by 2019, calling 
Ukraine an unreliable transit country. However, as 
talks with Turkey prove to be protracted, Russian 
President Vladimir Putin in early July allowed 
Gazprom head Aleksei Miller to start talks with 
Ukraine on possible transit after 2019.
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These remarks appeared shortly after 
the EU’s Eastern Partnership summit in 
Riga, where Belarus, alongside Armenia, 
heavily opposed attempts to include any 
mention of the “illegal annexation” of 
Crimea by Russia in the summit’s final 
declaration. 

Although avoiding such discussions 
would possibly have been a good 

signal for the EU that Belarus is ready 
to improve its relations with Western 
nations, the Minsk government instead 
preferred to continue to support 

Russia. And cash-strapped Belarus has 
been rewarded for its efforts. Russia 
is considering restructuring Belarus’ 
debt in 2015, and could also support 
its request for a new loan from the 
bailout fund of the Eurasian Economic 
Community. 

Russia traditionally has taken a negative 
stance towards the EU’s activities in 
the post-Soviet space, considering 
them a threat to its vital interests in the 
territories which it considers part of the 
so-called “Russian World”. The crisis in 
Ukraine has shown that the Kremlin is 
ready to defend its influence there, even 
through military force.

However, the EU is not ready to give 
up. An informal meeting of the foreign 
ministers of the member states of the 
Eastern Partnership took place in Minsk 
at the end of June, the first such event 
in Belarus since the EU initiative was 
launched in 2009. “The EU wants to see 
stable, peaceful, prosperous countries 
on its borders. I would presume that 
this could be also in Russia’s interests, 
because we [the EU and Russia] border 
on the same countries,” Maira Mora, 
head of the EU delegation to Belarus, 
tells bne IntelliNews.

Meanwhile, Andrei Yeudachenka, 
permanent representative of Belarus 
to the EU and Nato, believes that the 
country has sent many “positive signals” 
to the EU over the years, and that these 
“deserve more attention” from Brussels 
and could provide the basis for improved 
relations. “Unfortunately, many of these 
signals were not heard by the political 
elite of the EU… But better late than 
never,” Yeudachenka tells bne IntelliNews.

Principles and prisoners
“The EU will never compromise on 
the principles on which it is based: 
the principles of democracy, the rule 

The EU’s Belarus dilemma
Sergei Kuznetsov in Minsk

Minsk's recent efforts to 
shepherd peace talks between 
the EU, Russia and Ukraine 

have borne fruit – Brussels has shown 
that it is ready to renew its dialogue 
with Belarus, a country that has been 
a pariah in recent years. However, this 
process will not be smooth; Brussels 
is not ready to abandon its human 
rights principles, while Alexander 
Lukashenko’s regime is not going to 
ease off the oppression of its internal 
political opponents. Belarus’s heavy 
dependence on financial support from 
Russia will add to the difficulties.

“Lately we have seen speculation in the 
media that someone is changing their 
foreign policy vectors. We view Russia 
as our strategic partner… and will abide 
by all agreements,” said Vladimir Makei, 
the Belarusian foreign minister, as he 
met with his Russian counterpart Sergei 
Lavrov on June 8.
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"Today, we and the EU are aiming to ensure positive 
dynamics in our relations, both before and after 
the election"
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of law and human rights,” Mora says, 
underlining that the existence of 
political prisoners in Belarus is in “first 
place” among the obstacles to a fast 
improvement of EU-Belarus relations.

The figure of Nikolai Statkevich, a 
59-year-old former military officer and 
a presidential candidate during the 
disputed 2010 election, is at the forefront 
of this dispute. Statkevich was accused 
by the Belarusian authorities of plotting 
to riot on election night and found guilty 
by a local court soon after. He has so far 
refused to write a plea for a presidential 
pardon (as many other opposition 
politicians did) in order to be freed.

It could be argued that Statkevich’s 
stubborn stance makes little sense 
from the political point of view, given 
that the general public in Belarus has 
almost completely forgotten his name; 
this is at least partly attributable to 
tough government control over the 
country’s media. However, the former 
presidential candidate’s position is well 
understood in Brussels. “I perfectly 
understand Statkevich’s stance. He is 
a politician, a prominent politician. 
And asking for a pardon means 
admitting guilt, whereas he does not 
consider himself a person who did any 
wrongdoing,” Mora says.

A release of political prisoners and an 
improvement in the country’s human 
rights environment may lead to an 
easing of the sanctions currently in 
place against Belarusian officials and 
companies. The next review of the 
sanctions list is due in October, the EU 
delegation head underlines. However, 
any preconditions will be met with sharp 
criticism from Minsk. “Preconditions, 
which violate the principle of equality, 
are unacceptable to us. Especially 
when they border on interference in 

the internal affairs of our country,” 
Yeudachenka says.

Upcoming election
Despite some signs of a possible 
normalisation in the EU’s relations 
with Minsk, it is more likely that the 
EU will delay any significant decision 
over Belarus until after the presidential 
election later this year. On June 9, 
after a meeting with Lukashenko, the 
head of the country’s Central Election 
Commission (CEC), Lidia Yermoshina, 
recommended that the election should 
be held on October 11.

Lukashenko, who has been in power since 
1994, has already announced that he 
intends to run in the election, and there 
is no serious doubt about whether he will 
be re-elected for his fifth term in October, 
considering the almost complete lack of 
opposition in Belarus. The West seems 
ready for such a result. The only thing 
required from Minsk is that violence is 
avoided, as is blatant pressuring and 
harassment of opponents.

Mora says that the EU wants to see “free 
and fair” elections and she expects that 
the OSCE Office for Democratic Institu-
tions and Human Rights (ODIHR) will 
be given all necessary opportunities for 
observation. “Candidates must not be 
prosecuted for their political views, no 
single party should be denied from par-
ticipating in the elections,” Mora adds.

“The EU officials express their wishes 
at bilateral meetings, and, where 
appropriate, we try to take them into 
account,” Yeudachenka says. “Especially, 
considering the fact that in many 
respects they coincide with our own 
intentions and expectations. Today, we 
and the EU are aiming to ensure positive 
dynamics in our relations, both before 
and after the election.” 

"Brussels is not ready to abandon its human 
rights principles, while Alexander Lukashenko’s 
regime is not going to ease off the oppression  
of its internal political opponents"

Data storage shelved

Russian President Vladimir Putin has suggested 
postponing the enforcement of a new law on 
storage of personal data of internet business 
clients after foreign companies expressed concerns, 
Kremlin press secretary Dmitry Peskov said.

Under the law on data storage signed by Putin in 
July 2014, all internet companies doing business 
in Russia must store client data on servers 
located inside Russia rather than abroad. Starting 
in September 2015, internet providers must 
exclude resources that cannot guarantee storage 
of data under the amended rules. 

"Considering the concerns expressed by 
representatives [of Western companies], the 
president has ordered that the possible reasons 
behind these concerns be clarified," the Russian 
legal information agency RAPSI quoted Peskov as 
saying on July 13. "The issue is being analysed, the 
conclusions will be submitted to the president."

The spokesman added that the issue was 
raised at Putin's meeting with business leaders 
during the St Petersburg International Economic 
Forum in June. According to sources cited by 
the Vedomosti daily, one businessman who asked 
him to delay the law's introduction was Jack Ma, 
the founder of Chinese e-commerce giant Alibaba.

Facebook, Google and Twitter have millions of 
Russian users but mostly use servers outside the 
country to store data. In April, the online auction 
сompany eBay became the first US IT company to 
agree to store personal data of Russian customers 
on local servers.

Russian authorities portray the personal data law 
as an essential measure against foreign threats 
and spying activities. However, rights advocates 
say the Kremlin is using the step to curtail 
freedom of information and tighten its scrutiny of 
internet activity.
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by independent pollster the Levada 
Centre, probably making him the most 
popular political leader in the world. 
The latest figure represents an increase 
of three percentage points since June. 
A mere 10% of respondents expressed 
disapproval of his actions, the poll said.

Given the incessant flow of negative 
news coming out of Russia, Western 
observers find it difficult to comprehend 
how Putin could possibly be so popular. 
The Landor survey shines a little light on 
the question.

Part of a much larger study of Russian 
companies and brand marks, the survey 
also polled people on their views towards 
several leading Russian celebrities. 
But while many of these scored highly 
in the survey in several characteristic 
traits, Putin stood out for the uniform 

agreement over what are his best 
features: a 100% of respondents ticked 
the character traits listed above. 

Maybe the biggest surprise was the sur-
prisingly positive image Russians have of 
Prime Minister Dmitry Medvedev. In the 
West seen as a ineffectual foil of Putin, 
Russians view Medvedev as a younger, 
energetic and modern counterpart to 
the more stolid Putin. He scored surpris-
ingly well against the peer group leading 
with "healthy”, "restrained”, "intelli-
gent”, "superior”, "straightforward" and  
"cutting edge”. 

Together Putin and Medvedev blow 
all their peers out of the water on "up 
to date" scoring 99.88% and 94.27% 

respectively as well as "customer 
centric" (99.88%, 68.90%). Both 
men also scored in the 90s for being 
"friendly" and "socially responsible”, 
although Medvedev is seen as more 
"fun" than Putin. Medvedev scored low 
for "independent" (53.90%) but Putin 
and Medvedev were on their own in the 
"gaining in popularity" category (99.88%, 
72.20%) and both men have seen strong 
gains in the opinion polls recently. 

There is not much surprise that Putin 
scored badly in the "chic" and "sensuous" 
but it is a surprise that he scored only 
3.4% in the "traditional" category. 
Although Putin has been pushing an 
increasingly Orthodox conservative line, 
Russians almost universally see him as a 
"man of the day”.

 Putin also beat almost all his famous 
peers – both at home and abroad. Every-
one agreed that the much beloved master 
of Russian verse Alexander Pushkin was 
"unique" and the revolutionary poet 
Vladimir Myakovsky was "daring" and 
"differentiated”. Author Fedor Dostoevsky 
is best defined as "intelligent" while sing-
ers Vladimir Vysotsky, the Bob Dylan of 

the Soviet Union, and diva Alla Pugache-
va were both also seen as "daring”.

Putin also beat out all his political peers. 
Asked to describe Joseph Stalin, the 
surveyed Russians all said he was "no 
nonsense" and "rugged”, while they see 
Lenin as a "leader”, "intelligent" and 
"superior" in that order. 

Foreign political leaders fared a lot 
worse in the survey. US President 
Barack Obama is clearly disliked by most 
Russians, who overwhelmingly said he 
was "arrogant" followed by "distant”, 
"visionary”, "different”, "rugged" and 
"unapproachable”. The only categories 
that Obama did well in were "carefree" 
(94.15%) and "down to earth" (90.37%). 

Branding Putin 

Ben Aris in Moscow

"Distinctive, cutting edge, 
leader, energetic, estimable, 
reliable, straightforward, 

superior and trustworthy." Those are 
the leading character traits that 100% 
of Russians who answered a survey 
conducted by leading branding agency 
Landor agree apply to Russia's President 
Vladimir Putin. 

Putin is the second strongest brand in 
the country after Google, despite the 
fact that it is being trounced by the 
leading Russian search engine Yandex, 
the most valuable internet company in 
Europe. 

Russian companies have understood 
the idea of marketing designed to boost 
sales, but they are still grappling with 
the concept of brands, the survey found. 

The strength of Putin's brand is remark-
able given that Putin hasn't gone out 
of his way to create a brand. Landor's 
CEO Emma Beckmann said: "Putin is an 
extremely strong brand image as a func-
tion of the legacy of the Soviet Union. 
The Communist state was aspirational. It 
espoused an ideal lifestyle. It was founded 
on the idea of a community or peer group 
the worker could belong to. The slogans 
and logos were stylised and distinctive. It 
even created an entirely new type of art, 
social realism, which also found its expres-
sion in literature, poetry and song. In short 
the Soviet Union was a phenomenally suc-
cessful brand that lingers on today." 

When Aeroflot moved to remove the 
hammer and sickle from its logo in the 
1990s, focus groups overwhelmingly 
nixed the idea. (The company did ditch 
its flying elephant mascot though, on the 
basis that the focus groups said elephants 
don’t fly, with one obvious exception.) 

Putin's domestic approval ratings 
hit an all-time high of 89%, at the 
end of June, according to a survey 

"Putin is an extremely strong brand image as  
a function of the legacy of the Soviet Union"
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address, together with a third Edin-
burgh outfit that shared personnel with 
Royston and Arran, and other feeder 
structures at around a dozen different 
addresses, mostly linked by personal or 
corporate ties.

As bne IntelliNews has reported, these 
addresses have not just churned out 
firms for the Moldovan bank heist, but 
also for two previous massive money-
laundering schemes that have wracked 
Moldova – one of them seeing a stag-
gering €20bn moved from Russia via 
Moldova to Latvia during 2010-2014.

The proliferation of Scottish limited 
partnerships (LP) – which date back to 
the Limited Partnerships Act of 1907 

played the role of getaway cars for 
the money looted from the Moldovan 
banks. According to the report, a total 
of 28 firms registered in Scotland, 
along with 20 from elsewhere in the 
UK, were involved in the heist. But with 
Scottish shell firms being such a rare 
phenomenon until recently, tracing 
their creators is proving more straight-
forward than usual.

Enquiries by bne IntelliNews sources 
in Edinburgh suggest that the bulk of 
Scottish shell companies relate to a 
handful of addresses – and these can 
again be traced mostly to two company 
service providers, Royston Business 
Consultancy and Arran Business Ser-
vices, registered at the same Edinburgh 

Latvian banks fuel Scotland’s  
shell company ‘factory’ 
linked to Moldova fraud
Graham Stack in Berlin and Guntars Veidemanis in Riga

A trail of company service providers 
in Scotland that have churned 
out thousands of shell companies 

over the last few years leads to the top 
echelons of Latvian banks, according 
to bne IntelliNews enquiries.

A cluster of interlinked Edinburgh 
corporate service providers have been 
churning out Scottish shell companies 
by the thousands over the last few years, 
constituting a veritable ‘factory’ of 
companies that do not actually do any 
business or have any assets.

A report by US corporate investigators 
Kroll into how $1bn was stolen from 
Moldovan banks have pinpointed these 
Scottish shell companies as having 
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and under the law are not required to 
disclose their annual accounts or even 
the names of the people who control 

them – is also visible in other Central 
and Eastern European (CEE) countries, 
although they have not yet triggered 
scandals on the scale of the recent 
Moldovan disaster. Anger over the loot-
ing of the three banks – Banca Sociala, 
Banca de Economii and Unibank – to the 
tune of almost MDL1.8bn (€897mn), 
more than 10% of Moldova’s GDP, has 
brought thousands of Moldovans out 
on to the streets to protest against the 
government since it was uncovered in 
November.

For instance, Ukraine’s company register 
shows up more than 100 Ukrainian 
firms owned wholly or partly by Scot-
tish LPs, almost all of them since 2010, 
many of them with the same handful of 
addresses as featured in the Moldovan 
scandal.

According to an investigation by 
Scotland’s Sunday Herald, as many as 
11,000 shell companies may have been 
created in Scotland in recent years, with 
current production running at about 
300 per month – the bulk of which can 
be accounted for by the same dozen 
addresses.

But for readers of bne IntelliNews, there 
is nothing new in the mass creation of 
UK shell companies, partly for use in 
money laundering in the CEE region. 
And in this case as well, the original 
driver behind the mass creation of 
shell companies appears to come from 
the same place: Latvia’s controversial 
offshore banking sector, which played a 
key role in the Moldovan heist, accord-
ing to the Kroll report. “Shareholders 
financed their acquisition [of Moldovan 
banks] with funds borrowed from UK 

"The scandal usually explodes in the country of 
origin of the stolen money, with barely a murmur 
in Latvia itself"

 
While Latvia’s domestic banking is 
largely in the hands of respectable Scan-
dinavian banks, it hosts a segregated 
dollar-denominated offshore banking 
sector that caters to clients from Russia 
and other former Soviet states of the 
Commonwealth of Independent States 
(CIS). The welcome mat for Russian 
money stands in stark contrast to the 
Baltic state's strident political posturing 
against Russian aggression in Ukraine 
and elsewhere in the post-Soviet space.

It is widely accepted that the basic 
operation performed by Latvia’s offshore 
banks is to move funds out of the post-
Soviet countries into the international 
financial system, often ultimately land-
ing in Swiss bank accounts or elsewhere 
in the West. Latvian regulators refer to 
this business model as “financial logis-
tics” and justify it by saying that Latvia 
strictly complies with all state-of-the-art 
anti-money laundering requirements.

CIS clients of Latvia’s offshore banks are 
usually incorporated as shell companies 

Limited Partnerships who have accounts 
at Latvian banks... Subsequent to the 
change in ownership, [$1bn] loan 

receipts [from the Moldovan banks] 
were passed to Latvian bank accounts in 
the name of UK Limited Partnerships,” 
the Kroll report reads.

Laundered in Latvia
The $1bn Moldovan bank fraud is only 
the latest in a series of monster money-
laundering scandals that have been 
linked to the offshore Latvian banks. 
But the scandal usually explodes in the 
country of origin of the stolen money, 
with barely a murmur in Latvia itself.
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registered in Western countries or tax 
havens, which explains why the business 
generates mass demand for UK shell 
companies.

According to unpublished figures for 
2011 from Latvian regulator the Finan-
cial and Capital Market Commission 
(FCMC) seen by bne IntelliNews, 13.7% 
of depositors in Latvia’s offshore banks 
were incorporated as UK firms, another 
23.3% were incorporated in the British 
Virgin Islands, 7% in Cyprus, and the 
rest in a whole spectrum of tax havens 
across the world, compared with a mere 
6% that were actually incorporated in 
Russia.

Introducing the introducers
As bne IntelliNews has frequent-
ly described, a shadowy but key role in 
the Latvian bank model is played by so-

called ‘business introducers’ – structures 
that not only set up shell firms for bank 
clients, but also handle the process of 
opening the bank accounts for them.

Leading Latvian offshore banks openly 
seek relationships with new ‘business 
introducers’ on their websites. Such 
business introducers handle customer 
identification both for the shell firms 
and the bank accounts – a role that is 
at the heart of anti-money laundering 
laws. Critics argue that the arrange-
ment creates a layer of deniability 
between the bank and clients, and thus 
massively dilutes anti-money launder-
ing regulations.

According to bne IntelliNews enquiries, 
such business introducers are them-
selves usually shadowy structures, 
registered in offshore jurisdictions, with 
hidden ownership, shifting management 
configurations, and often personal ties 

to banks. All this makes them unlikely 
fighters of money laundering.

Latvian regulators reject the criticism. 
“It is the legal duty of banks to carry out 
customer due diligence based on risk 
assessment to every client, including 
business introducers,” Latvia’s Financial 
and Capital Market Commission told bne 
IntelliNews, adding contrary to the evi-
dence, “the use of such intermediaries is 
not widespread among banks in Latvia".

Strange Arran-gements
In the case of the Scottish offshores, the 
trail to Latvia’s banks is particularly easy 
to trace: the Edinburgh company service 
provider Arran Business Services, part 
of the cluster of addresses churning out 
Scottish shell companies, is an affiliate 
of Arran Consult, a ‘business introducer’ 
operating across CIS countries. And the 

Arran Consult Russian-language web-
site advertises its partnership with 
leading Latvian banks, among others, 
with its services encompassing setting 
up shell firms in multiple jurisdictions 
and opening bank accounts for those 
shell firms.

The Latvian banks listed as partners 
include three of Latvia’s largest offshore 
banks – ABLV, Rietumu and Norvikban-
ka. Notably, 14 of the shell companies 
listed in the Kroll report had business 
relationships with ABLV, formerly 
known as Aizkraules, which describes 
itself as providing “the most highly 
valued private banking experience, 
based on a unique understanding of our 
clients".

Arran Business Services is owned by a 
Panamanian offshore company with 
untraceable ownership. But its manager 
since 2011 is a Latvian, Vitalijs Savlovs, 

who is also owner and director of a 
UK firm called Arran Consult, while in 
Latvia he is owner of Riga firm Arran 
Latvia.

Savlovs’ services for Latvian banks 
appear to go beyond doing mere paper-
work for bank clients to a more hands-on 
role in their business, as well as close 
personal ties to the banks themselves.

In 2014, a London High Court deci-
sion cited Arran Business Services and 
Savlovs as incorporating companies used 
as ‘getaway vehicles’ in an enormous 
$175mn fraud committed in 2010-2011 
against Russia’s Otkritie investment 
bank by its own traders.

Otkritie brought the lawsuit against 
its former employees, among them a 
certain Ruslan Pinaev. The court case 
established that Savlovs – transliterated 
in the court decision from the Russian 
version of the name as Vitaly Shavlov – 
had set up one of the shell firms used by 
Pinaev for shifting the loot, and intro-
duced him to a second. Savlovs himself 
was not accused of any wrongdoing in 
the Otkritie lawsuit.

According to the court decision, Savlovs 
was a “trusted acquaintance” of fraud-
ster Pinaev. Notably, Pinaev was married 
to a Latvian banker, his co-defendant, 
Marija Kovarska, a former deputy vice 
president of Latvia’s Parex – the bank 
which had pioneered offshore banking 
model in Latvia from 1991 until its col-
lapse in December 2008.

The Otkritie cases provides yet another 
example of how Latvia’s offshore banks 
are used to move dirty money west-
wards. The clients of three different Lat-
vian banks were involved in laundering 
the $175mn funds stolen from Otkritie. 
The firms that Savlovs organised for 
Pinaev, according to the court decision, 
both had accounts at Latvia’s Baltikums 
Bank, “an international private bank 
that provides a wide range of finan-
cial and advisory services, including 
tailor-made solutions for high net worth 
individuals and businesses,” according 
to its website.

bne IntelliNews found further pointers to 

"The welcome mat for Russian money stands 
in stark contrast to the Baltic state's strident 
political posturing against Russian aggression"



Central Europe I 43bne  August 2015

Savlovs’ close connections to the upper 
echelons of Latvian offshore banking, 
and Baltikums Bank in particular in 
2010-2012. Such connections under-
score that the shadowy ‘business intro-
ducer’ structures partnering the banks 
may be personally linked to the banks.

According to Latvian company records, 
Savlovs had a seat on the board of one 
Latvian affiliate of Baltikums Bank, BB 
Trust Consultancy, until 2012. “BB Trust 
Consultancy Ltd was not Baltikums 
Bank’s subsidiary in legal terms,” Balti-
kums Bank told bne IntelliNews.

Savlovs may also have organised at 
least one Scottish company directly for 
Baltikums Bank: Edinburgh-registered 
CityCap Development LP, set up by Arran 
Business Services, owns a historical Riga 
office building, reportedly on behalf of 
Baltikums Bank. The bank has a subsid-
iary called Citycap Service, and registered 
another subsidiary in the building.

Notably, a 2010 version of the Arran 
Consult website lists as a Skype name 
for contacts simply ‘Baltikums’. “Skype 
contact Baltikums is not related to 
Baltikums Bank in any way,” the bank 
claimed to bne IntelliNews.

Baltikums Bank was not one of the 
banks mentioned in the Kroll report as 
having clients who transited funds stolen 
from Moldova, and is also not a bank 
featured on the Arran Consult website 
as a partner. The bank denied having 
any current business relationship with 
Savlovs or his Arran companies.

According to the Otkritie court case, 
Savlovs was based in Scotland already in 
2010, roughly the same time as when the 
mass production of Scottish shell compa-
nies started. Savlovs became director of 
Arran Business Services in 2011.

Savlovs failed to respond to emails to 
his London office where he is cur-

rently based. His wife and business 
partner Aleksandra Savlova also failed 
to respond. A woman with the same 
(unusual) name as Aleksandra Savlova 
is listed as having been a manager at 
leading Latvian bank ABLV in 2006-
2008.

bne IntelliNews spoke with Dmitry Soko-
lov, head of Arran Consult’s office in St 
Petersburg, Russia. Sokolov acknowl-
edged that Arran Consult specialises in 
supplying Scottish companies to Russian 
clients of Latvian banks, praising Scot-
tish firms for easy administration, low 
costs and prestigious jurisdiction. He 
also acknowledged that the business 
has its representatives in Scotland who 
incorporate the firms. But he denied any 
current connection to Savlovs. “We have 
broken off our partnership with Vitalijs 
because of poor quality of service,” he 
said. “Arran Consult in Russia is no lon-
ger connected to Vitalijs, and we have no 
connection to the Moldovan case.”  

Hungarian central bank hints at further rate cuts; Central Europe 
adapts to new Russian reality; PPF claims no plan to delist 02 
Czech Republic; Latvia wants to relaunch airBaltic as regional 
flag carrier;  Ahead of the headlines for 20 years  Tension flares 
again within Czech coalition; Nato plans to station heavy weapons 
on eastern flank; Investors move into Polish real estate; Orban- 
the man of many faces; FDI into CEE down 1/3 in 2014; Balts  
Try our IntelliNews premium newswire for free at intellinews.com     
reject temptation of QE; Another setback in Telekom Slovenije 
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gives Estonia the green light on corporate bond buys under QE                  

             www.intellinews.com



44  I Central Europe bne  August 2015

with another 20,000 to be resettled from 
camps outside the EU. Hungary and Bul-
garia have been granted exemptions.

In typical fashion, the summit left Brus-
sels' plan at a halfway house. "Interior 
ministers will finalise the scheme by the 
end of July," President of the European 
Council Donald Tusk told reporters.

"The voluntary scheme cannot be an 
excuse to do nothing," Tusk warned. "I 
can understand those who want this 
voluntary mechanism, but they will 
only be credible if they give precise and 
significant pledges by the end of July at 
the latest," he added. 

Threat to European civilisation
As ever, the flamboyantly populist 
Hungarian government grabbed the 
headlines ahead of the meeting. Prime 
Minister Viktor Orban - always happy to 
antagonise the EU and stepping steadily 
to the right as his Fidesz party loses 
support to the far-right Jobbik – called 

Central Europe cuts off 
its own nose by turning  
it up at asylum seekers
 Tim Gosling in Prague

Central European states have 
been among the fiercest critics 
of Brussels’ plan to impose 

mandatory immigrant quotas to help 
southern states that are buckling under 
a wave of asylum seekers.

The Visegrad Four (Czech Republic, 
Slovakia, Poland and Hungary) has 
shown rare unity and decisiveness in the 
EU negotiations by coming together to 
block the initiative. Yet Central Europe 
is not threatened with a wave of asylum 
seekers, and the region is in desperate 
need of a demographic boost.

On June 25 furious opposition from 
around Europe blocked the European 
Commission’s attempt to impose manda-
tory quotas on member states to relocate 
tens of thousands of migrants who have 
arrived in Italy and Greece. Following 
the late night meeting, the European 
Council said it would now make the plan 
voluntary, and hoped to redistribute 
40,000 migrants from within the bloc, 

migration a threat to "European civilisa-
tion", and said the EU proposal was 
"bordering on insanity".

Hungary received more asylum-seekers 
per capita than any other EU country 
apart from Sweden in 2014. The total 
number of applications made in the 
country rose to nearly 43,000, compared 
with just 2,000 in 2012. So far this year, 
another 60,000 migrants have entered 
Hungary, most of them through Serbia, 
according to government figures.

Hungary has announced plans to build 
a fence on its southern border with 
Serbia. Furthermore, it has threatened 
to refuse to take back asylum seek-
ers who registered in the country but 
moved elsewhere in Europe before their 
requests were resolved. According to 
the EU's Dublin regulation, refugees 
can be sent back to the country where 
they first requested asylum. The gov-
ernment has also come under fire for a 
poster and questionnaire campaign that 
connected immigrants to terrorism and 
economic problems.

Others have not been not far behind 
Orban, as the regional media throws 
around claims that countries risk being 
"swamped" by migrants, even though it 
has never been the final destination of 
choice.

Following anti-immigration protests in 
Bratislava on June 20 that turned vio-
lent, Slovak Prime Minister Robert Fico 
has suggested a referendum – that most 
populist of moves – could be held should 
Brussels insist.

Under the quotas, Slovakia would 
have been expected to accept just 785 
immigrants this year and next. However, 
that's more than the 650 to whom the 
country has granted asylum in the 22 
years since it gained independence.

Czech Prime Minister Bohuslav Sobotka 
summed up Prague's stance on June 24. 
"In the past we always accepted refuges 
on a voluntary basis… and we want 
things to stay that way. We want our 
government to be the one to decide on 
who we accept and when, as well as to 
weigh all the security and social risks. 

Photo: Paintings
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We don't want an automatic system 
introduced at the European level, to 
decide about us without us."

Lithuania's President Dalia Grybaus-
kaite said in a statement that accepting 
asylum seekers must remain voluntary. 
"The government has confirmed in its 
resolution that Lithuania can take in up 
to 250 migrants and asylum seekers over 
the course of two years," she added.

Neverthless, there are some politicians 
and media prepared to stick their heads 
above the parapet to face the populism 
and suggest instead that it's time for the 
region to stand up and be counted as 
fully participating members of the EU. 
Estonian President Toomas Hendrik Ilves 
criticised his country's reaction to the 
issue and asked: "Where is our solidari-
ty?" Estonia, with a population of 1.3mn, 
would have been asked to host just 738 
migrants over the next two years.

Eesti Paevaleht praised him in an editori-
al. "Estonia cannot be only on the receiv-
ing end, but needs to give something as 
well," the newspaper wrote. "These are 
values that must be recognised."

Populist posturing
Yet in the wake of the global economic 
crisis, the Central European govern-
ments’ populist posturing is perhaps 
unsurprising. As they struggle to catch 
up with their western peers in the Euro-
pean club, there is widespread anger at 
Greece’s attempts to wring further con-
cessions from the bloc. The immigrant 
issue threatens to add to this populist 
anti-EU wave.

"The effect on domestic debates around 
Europe is profound," writes Jan Techau 
at think tank Carnegie Europe. "Majority 
societies in Europe - politically vulner-
able after years of economic crisis, 
unaddressed identity issues, fear of 
globalisation, and weak political leader-
ships – have become susceptible to the 
temptations of populist, xenophobic, 
even racist politics."

The Baltics and Central Europe are 
clearly not alone in their objections; 
debate is raging across the continent. Yet 
it is rarely led by governments.

The EU’s eastern members are also 
accused of having short memories and 
blind spots. Thousands from the region 
were given refuge during communist 
times as they fled to the West. Over 
250,000 Hungarians turned up in 
Austria in the wake of the failed revolu-
tion in 1956; over 160,000 Czechs and 
Slovaks fled West in 1968; up to 150,000 
Poles in 1981.

Demographic disaster
Central Europe and the Baltics are also 
suffering serious migration problems and 
could do with some more immigrants.

While Hungary has experienced a huge 
rise in the number of asylum seekers in 
recent months – applications per million 
capita exploded to over 3,300 in the first 
quarter of 2015, three times the level seen 
by second-placed Sweden – at the same 
time the number of Hungarians willing 
to emigrate has doubled in the past year 
to 10% of the population, according to a 
survey from Tarki released in May.

Populations are falling across the region 
as those emigration flows to the richer 
west persist and birth rates dwindle. 
A World Bank report in March noted 
the very real economic strain that will 
inevitably accompany workforce shrink-
age unless states in the region rapidly 

institute a broad-based programme tar-
geted at demographic renewal. Besides 
boosting fertility and pushing people 
to work longer before retirement, the 
report suggests they need to encourage 
immigration.

On average, the Baltics have lost 20% 
of their total populations since 1992. 
Usually a positive sign in an economy 
recovering from a deep crisis, an ongo-
ing drop in Estonian unemployment and 
rise in wages has economists worrying 
that investment and economic growth 
are suffering from the tightening labour 
market. Indeed, economic growth has 
tailed off in the country.

On top of that, many see the trend 
hitting state finances in the non-too-
distant future. The dwindling numbers 
of young and working age people will 
only worsen the coming pensions crunch 
in the region.

The fact that second pillar reforms have 
been largely dumped through the crisis 
won’t help those workers that remain to 
support the increasing relative weight of 
the elderly. It won't do much to pay for 
growing health spending either.

Meanwhile, an ageing workforce will 
have a greater degree of obsolete 
skills, depressing needed productivity 
gains. Older workers will also have less 
time to save, lowering the capital for 
investment.

Clearly, none of this will help the 
region's economic growth. The challenge 
for the Baltics and Central Europe will 
be to keep income convergence with 
the wealthier EU economies on track 
as younger generations continue to 
decrease in size, the World Bank warns.
Inward migration – alongside fertility 
increases – can contribute to a rebal-
ancing of the population structure and 
increase the size of younger generations, 
the report states. 

Indeed, even those economies to the west 
seeing huge numbers of immigrants need 
them. "All EU countries … will require 
immigrants to keep the working-age 
population from shrinking," according to 
the World Bank. "Embrace immigration 
as part of the solution," it urges.

However, as so often, populist politics is 
working in direct opposition to longer 
term interests. While the resistance 
to migrants in the region – who likely 
don't want to stay anyway – is steeped 
in the economic disappointment of EU 
membership, shutting the door might 
only deepen the discontent in the  
long run. 

"Where is our solidarity?"
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Ponta living on borrowed time
Iulian Ernst and Kit Gillet

Romanian Prime Minister Victor 
Ponta has looked to be living on 
borrowed time since his defeat in 

the presidential elections last November 
and that time is now fast running out.

Ponta’s shock defeat in the presidential 
election, amid opposition protests 
over the difficulties expatriate 
Romanians faced in voting abroad, 
was a serious blow to the morale 
of the Social Democratic Party, the 
country’s dominant party since the 
fall of Ceausescu. It also helped unite 
the fractured centre-right opposition 
behind the newly elected President 
Klaus Iohannis and has given it the 
momentum to push for early elections.

Ponta – who has already had to deny 
long-running allegations that he plagia-
rised his PhD, though he relinquished it 

late last year to try to limit the distrac-
tion – has clung on in the hope that the 
improving Romanian economy, together 
with more generous state handouts, 
could deliver him victory at the next 
polls, due in December 2016.

However, now that the increasingly 
active Romanian prosecutors have 
charged Ponta with corruption, in a case 
that pre-dates his ministerial career, he 
may not even outlast the year.

Prosecutors claim that Ponta forged 
documents to cover payments made 
to him between 2007 and 2008, a 
period before he became a government 
minister and when he was still working 
as a lawyer. The payments, amounting 
to some €40,000, were made by a law 
firm for services that were allegedly 
never delivered, related to a contract 

between the law firm and state-owned 
companies.

On June 5, Romania’s anticorruption 
agency announced that it was starting 
official investigations into Ponta, 
and on July 13 he became the first 
serving premier to be indicted. He is 
also accused of conflict of interest, 
which allegedly took place while 
he was prime minister, though the 
chamber has refused to remove his 
parliamentary immunity in this case.

After disappearing for a three-week 
trip to Turkey for knee surgery, Ponta 
stepped aside as the PSD leader on 
July 13, just before he was charged, 
but he has refused to resign as premier. 
“Because I do not want this situation to 
affect PSD, I am informing you I have 
decided not to hold any leadership posi-
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tion in the party until I prove my inno-
cence," he said in a statement posted on 
his Facebook page.

President Klaus Iohannis has called 
for Ponta to step down as premier too, 
saying that it is "an impossible situation 
for Romania that the prime minister be 
accused of criminal actions" and that the 
last thing Romania needs is a political 
crisis. 

Unity crumbling
The scandal has given new impetus to 
opposition hopes of undermining the 
Social Democrat-led coalition, though 
it still lacks a charismatic leader.

The opposition is split between the 
parliamentary National Liberal Party 
(PNL) and several small, newly formed 
parties that have targeted voter 
dissatisfaction with the existing major 
parties but have so far had limited 
traction among the electorate. Some 
34% of voters would support a new 
party, according to an IRES poll carried 
in June. Nonetheless, independent 
candidates performed disappointingly 
in November’s presidential elections.

Already there are signs that the rul-
ing coalition’s unity is crumbling: the 
junior coalition party UNPR voted in 
favour of the appointment of Mihai-
Razvan Ungureanu as head of the for-
eign intelligence services SIE on June 
30, despite a boycott from the PSD, 
who claimed that Ungureanu was too 
close to the centre-right opposition.

The PNL is likely to need at least one 
other party to form a new majority. An 
INSCOP poll dating from May indicated 
that PNL would get 44.7% of the votes, 
compared to 39.1% for the PSD.

The formation of a new political major-
ity would depend on the support of 
junior ruling parties such as the ethnic 
Hungarian UDMR and/or the UNPR. 
However, there is no immediate gain 
for either to switch sides and this 
has prevented a shift of power since 
November’s presidential elections. PNL 
has also failed so far to promote major 
public debates that would put PSD in 
a difficult situation, generate massive 
public protests and thus convince the 
junior ruling parties to defect.

By remaining prime minister, Ponta 
can maintain a strong grip on the 
senior ruling party until the internal 
elections at the next party congress, 
due next year, where he may seek a 
new term as party leader. The more 
likely it seems that Ponta will survive 
the prosecutors' accusations – and at 
this moment it doesn’t seem particu-
larly likely – the more likely it is that 
party leadership will support him for 
a new term as party leader, and thus 
maintain him as premier.

The problem for the Social Democrats 
is that they currently have no credible 
alternative to Ponta. Interim party chief 
Rovana Plumb, the Minister of Labour, 
Family, Social Protection and Elderly, 
would be the most neutral and least 
controversial replacement, but she is 
only seen as a temporary solution.

Other names circulated by the media as 
long-term replacements for Ponta, 
should he go, include former deputy 
prime minister Liviu Dragnea and local 
party leader Marian Oprisan, as well as 
Chamber of Deputies Speaker Valeriu 
Zgonea. Neither has Ponta’s intellec-
tual substance and they lack support 
among party members. 

"Already there are signs that the ruling  
coalition’s unity is crumbling"

Suicide bomber kills 30 
in first IS attack inside 
Turkey

A suicide attack has killed 32 people and injured 
more than 100  in the Turkish town of Suruc, near 
the border with Syria, in what officials say was the 
first suicide attack by Islamic State on Turkish soil.

There was no immediate claim of responsibility, but 
Prime Minister Abdullah Davutoglu said that initial 
findings pointed to IS. 

Authorities say the attack was carried out by 
a 20-year old Kurdish national with links to 
IS. Senior Turkish officials told Reuters that 
the attack was retaliation for the Turkish 
government's efforts to fight terrorism. It was the 
deadliest attack on Turkish soil since 2013, when 
twin bombs killed at least 50 people in the border 
town of Reyhanli.

Turkey has beefed up its military presence along 
the Syrian border in recent weeks, and its security 
forces detained a number of people across the 
country on suspicion of belonging to  IS, and of 
aiding and recruiting militants for the radical 
group.

As part of efforts to fight the militant group, the 
government has banned 15,000 individuals from 
98 countries from entering Turkey and deported 
some 1,500 people suspected of seeking to join the 
militants.

At the time of the explosion there were around 300 
young people of the Socialist Youth Associations 
Federation at the cultural centre in Suruc who 
planned to travel to Syria to rebuild Kobane, a 
Kurdish town across the border.  
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So, what about those Kurdish 
women fighters, then? Tougher 
than the Iraqi army that fled the 

IS advance, that’s for sure. Dressed in 
their pink bunny socks and recounting 
tales of filling IS militants with bullets, 
the women who spoke to London’s The 
Times this week were beyond cool. Three 
years after coming to prominence fighting 
in Iraq and Syria, these battle-hardened 
vets are making a big impression on the 
battlefield and in the media.
 
Across the border in Turkey, Kurdish 
women, who have long swelled the  
ranks of the separatist guerrillas of the 
PKK, have been making another kind of 
stand. One bright spot in the miserable, 
going-nowhere coalition talks in Ankara 
was the presence of Figen Yuksekdag, 
joint leader with Selahattin Demirtas of 
the People’s Democracy Party (HDP) –  
a pro-Kurdish party with wider, social 
democrat aspirations. Interestingly, she’s 
not even an ethnic Kurd, but the leftwing 
daughter of Turkish nationalists. That’s 

beside the point – in a country with 
hardly any senior women politicians, 
she’s at the top table of a party that’s 
largely from the conservative southeast.
 
HDP astounded many by overcoming 
Turkey’s prohibitive 10% national bar-
rier and getting into parliament at all. 
With its high-profile women MPs and 

women’s rights and equality agenda, it is 
swiftly showing that it can bring some-
thing different to the country’s politics.
 
In late June the quiet actions of another 
HDP woman, Dilek Ocalan, demon-

strated how Turkey and the Kurdish 
movement have grown closer together. 
The niece of imprisoned Kurdistan Work-
ers’ Party (PKK) leader Abdullah Ocalan, 
she was sworn in as one of the party’s 
32 women MPs (out of a total of 80). It’s 
almost unthinkable that this took place at 
all, let alone happened with no cat-calling 
or protests. Not long ago, just using the 
respectful term “Mr Ocalan” for her uncle, 
who was not spoken of unless referred to 
as “baby murderer” or “chief terrorist”, 
was seen as a criminal offence. Now that 
he’s been involved in peace talks with the 
government from his island prison, his 
niece is left alone to serve.
 
Equally astounding was the swearing in 
of Ms Ocalan’s colleague, Leyla Zana. 
In 1991, Zana caused uproar for ending 
her parliamentary oath with the Kurdish 
words “I swear this oath in the name of 
the brotherhood of Turkish and Kurd-
ish peoples”. Three years later she was 
thrown out of parliament and impris-
oned for links to Kurdish separatists –  
a judgement that was overturned a 
decade later by the European Court 
of Human Rights. She has won the 
European Union’s Sakharov prize for her 
struggles. Here she is now, back in the 
house, to little protest.

No pushovers
Ms Ocalan’s family apparently didn’t 
want her in politics, but she firmly took 
her place on the ballot. Yuksekdag ran 
away from home to become a leftist activ-
ist, to the dismay of her rightwing family. 
She couldn’t even finish school and didn’t 
speak to her father for seven years.  The 

Kurdish movement also boasts among its 
number Gulten Kisanak, the mayor of the 
main southeastern city of Diyarbakir. She 
survived imprisonment after the 1980 
coup in Diyarbakir jail, which was notori-
ous for barbaric treatment of inmates, 

BEYOND THE BOSPHORUS : 

Turkish Girl Power
Suna Erdem in London

"With its women’s rights and equality agenda, 
the HDP is swiftly showing that it can bring 
something different to the country’s politics"

Photo: Thomas Koch 
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including sexual abuse, and was tortured 
for refusing to renounce her Kurdish 
identity. It’s too early to say what kind of 
policies these women favour, but clearly, 
they’re no pushovers.
 
Their leader, Selahattin Demirtas, is 
on a roll. Together with Yuksekdag, he 
has met Justice and Development Party 
(AK) leader and outgoing Prime Minister 
Ahmet Davutoglu, who has the mandate 
to form a government. Since it owes 
much of its support to anti-government 
protest votes, HDP is reticent about 
joining the incumbents in coalition. 
But its tone has softened recently as 
Demirtas begins the task of trying to 
help revive AK’s much-vaunted, then all 
but abandoned Kurdish peace plan – one 
that is strongly opposed by the National-
ist Action Party (MHP) and viewed with 
ambivalence by the Republican People’s 
Party (CHP), the other two parties in 
parliament. Ahead of the meeting with 
Davutoglu, Demirtas called for Turkey’s 
Kurdish guerrillas to respect a ceasefire 
with government troops and lay down 
their arms, one of AK’s preconditions for 
peace. This is perhaps a sign that they 
might work with AK in some form.
 

The HDP’s new legitimacy is lent further 
weight by the sanguine way in which 
Iraqi Kurds have managed their north-
ern Iraqi enclave and the bravery of 
Kurdish fighters as really the only effec-
tive force opposing IS. These days, the 
Kurds are the much-admired new boys 
and girls on the regional block.
 
As HDP march towards the mainstream, 
however, the euphoria is bound to wane. 
The pro-Western liberals who applauded 
its ascent might be less enamoured with 

their redistributive economic plans, 
which even party activists say are likely to 
worry investors. The realities of parlia-
mentary horsetrading will take the shine 
off the Cinderellas of Turkey’s politics.
 
At this juncture, HDP leaders, including 
all its powerful women, would do well 

"HDP could do worse than look to its ranks  
of bolshie women for inspiration"

to study the fate of President Tayyip 
Erdogan, whose party went into power 
as an unknown upstart and was loved 
for its anti-establishment behavior. It 
was when Erdogan decided he would 
prefer the comforts of “becoming one 
of them” and swapped unusually good 
governance for the authoritarian mantle 
of Turkey’s traditional strongmen rulers 
that he began to lose favour.
 
In Turkey, where voters have long tired of 
what the usual suspects have to offer, 

hardheaded competence, together with 
preserving that little bit of difference, 
could be what keeps the dream alive for 
newcomers, even as they face the 
inevitable disappointments of parliamen-
tary politics. In both departments, HDP 
could do worse than look to its ranks of 
bolshie women for inspiration.  
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that might conversely allow it to carve 
out some space, as it does not force 
countries to choose between the regional 
powers. “Compared to other great pow-
ers, India does not have an established 
relationship with Central Asia: this is 
why, I think, Modi’s visit can be seen as a 
benchmark in the progressive integration 
– political as well as economic – between 
South and Central Asia,” Anceschi tells 
bne IntelliNews. 

At the same time, it doesn’t mean that 
India cannot develop relations with 
Central Asian nations to catch up with 
its rivals. “I would not compare India’s 
influence in the region with other 
powers – especially China and Russia – 
as the Central Asian states do not seem 
to regard them as mutually exclusive: 
India, in this sense, can begin to build a 
more significant presence in the region,” 
adds Anceschi.

India has not been active in terms of 

placing investment in the region, but 
with the low price of oil and a slowdown 
in the economies of Central Asia’s main 
trading partners, Indian investment 
and experience in developing the non-
extractive industries will help diversify 
the regional economies. 

In Kazakhstan, which is believed to 
account for 75% of India’s trade with 
the region, Indian investment worth 
$200mn in 2005-2014 is dwarfed by 
China’s nearly $23bn. India’s ONGC 
Videsh (OVL) lost to China’s CNPC in 
bids to acquire PetroKazakhstan oil 
company in 2005 and an 8.4% stake 
in the Kashagan project in 2013. But 
it is now involved in developing the 
1.8bn-barrel Satpayev block in the 
Caspian Sea, in which it holds a 25% 
stake. The first exploratory drilling on 
the block took place during Modi’s visit 
to Kazakhstan.

The Indian media has hyped Modi’s tour 

India a poor third in Central Asia
Naubet Bisenov in Almaty

Indian Prime Minister Narendra Modi 
toured Central Asia in July to boost 
trade and co-operation with the 

resource-rich region, but his country 
looks likely to remain far behind China 
and Russia in terms of geostrategic 
influence there for the foreseeable 
future. Moreover, its lack of direct access 
to the region to tap into its resources 
will present a serious challenge to 
Modi’s ambitions.

India’s relations with Central Asian 
countries present both an opportunity 
and challenge, and high stakes 
are placed on Modi’s first visit to 
the region. “There is a lot of hype 
surrounding Modi’s visit, which is a 
major development in Central Asia’s 
recent international relations,” believes 
Luca Anceschi, lecturer in Central Asian 
Studies at the University of Glasgow. 

Although India’s influence in the region 
is inferior to that of Russia and China, 

Photo: Arindambanerjee
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of Central Asia. “The upcoming visit, 
being described by some as a ‘game 
changer’, comes amid the growing 
realisation among India’s foreign policy 
mandarins that the government needs 
to engage more closely and deeply with 
these nations located in our extended 
neighbourhood,” Parul Chandra writes 
on the Indian blogging platform dailyo.
in. “A significant reason for India's 
move to engage more closely with the 
Central Asian region is geostrategic. 
The need is to boost India's energy 
security in the backdrop of abundance 
of natural resources like hydrocarbons 
and uranium in the region.”

Pipeline politics
Modi’s visit aims to increase India’s 
economic clout in Central Asia and 
the inclusion of the region’s resources 
into India’s energy security strategy is 
perhaps the most significant of these 
goals: in this context, Modi’s relations 
with Kazakhstan and Turkmenistan are 
crucially important, Anceschi believes. 

With the launch of production at 
the giant offshore Kashagan field, 
Kazakhstan will become a major 
oil supplier in the region, while 
Turkmenistan sits on the world’s fourth 
largest reserves of natural gas and is 
actively engaged in building routes to 
export its hydrocarbons.

India will simultaneously push for 
two gas pipelines originating from 
Central Asia, one from Kazakhstan and 
the other from Turkmenistan, during 
Modi’s visit, The Telegraph, a Kolkata-
based newspaper, suggests. Energy-
thirsty India is trying to persuade 
Turkmenistan to begin the construction 
of a pipeline that will carry Turkmen 
gas to India through Afghanistan and 
Pakistan, almost 20 years after the TAPI 
(Turkmenistan-Afghanistan-Pakistan-
India) project was conceived, the 
newspaper said. 

The construction of the TAPI pipeline 
has been delayed due to the ongoing 
instability in Afghanistan, while 
China has successfully built a gas 
pipeline to pump Central Asian gas 
eastwards: the three branches of the 
Central Asia-China gas pipeline from 

reactors and during Modi’s visit to 
Astana the two countries signed 
a new agreement to supply 5,000 
tonnes of Kazakh uranium to India in 
2015-2019. Under a 2009 agreement, 
Kazakhstan had already supplied 
2,100 tonnes of uranium to India in 
2010-2014. However, Modi criticised 
the Uzbek deal and called for “early 
implementation” of the bilateral 
contract for uranium supply from 
Uzbekistan. In contrast, he praised 
India’s civil nuclear cooperation with 
Kazakhstan: “We are pleased to have 
a much larger second contract now,” 
he said of the extension of the initial 
contract for another five years.

Uzbekistan is also losing to Kazakhstan 
in terms of trade with India. Despite 
doubling in the past four years, bilateral 
trade between the most populous 
nations in South and Central Asia 
remains relatively small in absolute 
terms: it grew by 21.2% year on year 
to $316mn in 2014. This unfavourably 
compares to Kazakhstan’s trade with 
India, which nearly doubled to $1.3bn 
in 2014. This prompted the Mumbai-
based Economic Times to declare: 
“Uzbekistan undoubtedly is the key to 
Central Asia’s dynamics, but there are 
strong reasons for India to pick out the 
oil-rich state Kazakhstan.”

While Uzbekistan and Kazakhstan 
may well jostle for regional leadership 
in Central Asia and vow for India’s 

attention, it is Turkmenistan that 
will play the role of a kingmaker. 
Without its gas riches, TAPI or any 
other pipeline southwards makes no 
sense; however, if and when an India-
bound gas pipeline is built, it will help 
Ashgabat diversify its export routes and 
move away from reliance on China as a 
major consumer of its gas.  

Turkmenistan to China via Uzbekistan 
and Kazakhstan have an annual 
capacity of 55bn cubic metres (cm) of 
gas, while the fourth line – Line D – 
being built via Uzbekistan, Tajikistan 
and Kyrgyzstan – will have a capacity 
of 30bn cm of natural gas a year. 
According to The Telegraph, India is 
also trying to persuade Kazakhstan to 
build a gas pipeline to the Persian Gulf 
through Iran. 

“TAPI is the one project that Modi 
would perhaps like to see advancing 
more than anything else, as the 
purchase of Turkmen natural gas 
might prove a decisive step towards 
the establishment of a different energy 
mix in India,” Anceschi says. “The 
project is however at a crossroad, as 
security concerns have to date halted 
its progress. I believe that Modi 
would have to inject new momentum 
into TAPI, to avoid its progressive 
marginalisation in the geopolitics of 
Eurasian gas. In this sense, Modi’s visit 
could be the decisive moment for TAPI 
operationalisation.” 

Uranium supplies
Modi started his Central Asian tour 
with Uzbekistan on July 6 where he 
and Uzbek President Islam Karimov 
discussed supplies of Uzbek uranium 
to India and prospects for Uzbekistan’s 
joining the North-South transport 
corridors. In August 2014, Uzbekistan’s 
Navoi Mining and Metallurgical 

Combine and India’s Uranium 
Corporation of India Ltd (Ucil) signed 
a contract on supplying up to 500 
tonnes of Uzbek uranium to India 
annually in 2014-2018. 

Like Uzbekistan, Kazakhstan, the 
world’s largest producer of uranium, 
also supplies fuel to Indian nuclear 

"Uzbekistan undoubtedly is the key to Central 
Asia’s dynamics, but there are strong reasons for 
India to pick out the oil-rich state Kazakhstan"
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Does Kashagan still 
make economic sense?
Jacopo Dettoni in Almaty

More than 15 years after its 
discovery, Kashagan’s oil 
remains sealed under a thick 

dome of salt some 4,000 metres below 
water in the Kazakh section of the 
Caspian Sea. Mismanagement and 
technical challenges have repeatedly 
pushed back the production start date 
and inflated development costs to the 
point where some wonder whether the 
project still makes any economic sense.

Total investments for the initial stage 
of production have already reached 
$44.5bn, up from an original estimate 
of $10bn. Most analysts agree that the 
field will need an oil price above $100 
per barrel to cover the development 
costs and generate reasonable profits 
under the terms of its production 
sharing agreement (PSA).

Kashagan remains a one-of-a-kind 
oil field, likely the largest outside 
the Middle East, and the operating 

consortium North Caspian Operating 
Company (NCOC), which is comprised 
of six international oil companies 
(IOCs) plus state oil company 
KazMunaiGaz (KMG), reiterates 

its confidence that it will still be 
profitable over the longer term. “What 
is remarkable is that despite the 
huge errors by the consortium, the 
project has still remained profitable,” 
Greg Muttitt, a senior adviser with 
the research and advocacy group 
Oil Change International, tells bne 
IntelliNews. “The underlying reason is a 
grossly unbalanced PSA, which protects 
profits from almost all risks.”

Yet expected returns will be much 
lower than originally forecast, and both 
NCOC and the Kazakh government are 
looking apprehensively at the future. 
If a renegotiation of the terms of the 
PSA is an unlikely scenario, a possible 
extension of the contract beyond 2041 
has been in the air for months and may 
turn out to be the only feasible way 
forward.

Kashagan actually finally started 
producing oil in September 2013, some 
eight years late. Yet a major pipeline 
failure forced production to a halt just 
a few weeks later. It soon became clear 
that the consortium, whose operator 
for phase 1 of the project was Italy's 
ENI, would have to replace the whole 
200km of leaking pipelines – a time-
consuming and costly task in the harsh 
environment of the northern Caspian 
Sea, which is characterised by sea ice 
and temperatures as low as 40°C in 
winter time. Replacement works started 
in May, and production is now slated 
to kick off in the second half of 2016, 
NCOC’s head Stephen de Mayo said in 
an interview with local news agency 
KazInform on June 9.

Initially, production won't exceed 
90,000 barrels per day (b/d), but will 
then ramp up to 370,000 b/d in 2017. 
Kashagan production was supposed to 
peak at 1.2mn b/d in 2016 under the 
original development plan. “Much has 
been invested into the development of 

the Kashagan field at this point, and we 
are disappointed that the field has not 
yet been put into operation,” de Mayo 
said. “But I am convinced that, with 
time, the potential of the Kashagan 
field will be implemented in full, and 
the field will be profitable.”

Major find
Hailed by the industry as the biggest oil 
discovery in decades, with recoverable 

"Despite the huge errors by the consortium,  
the project has still remained profitable" 
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reserves in the range of 9bn to 13bn 
barrels, Kashagan suffered its first 
major setback in 2007 when ENI 
revised upwards the reserve estimates, 
but at the same time also confirmed 
massive delays and cost overruns.

The Kazakh government, desperate for 
the income from Kashagan, retaliated 
by asking for $10bn in compensation 
and threatening to sideline the Italian 
operator. They eventually forced the 
whole consortium to double the state-
owned KMG’s stake to 16.8%. A few 
years later, Italian prosecutors would 
accuse ENI of oiling the deal with 
kickbacks to Timur Kulibayev, son-in-
law of President Nursultan Nazarbayev 
and former head of KMG. Eventually, 
ENI was found not guilty on 
procedural grounds: Agip KCO, ENI’s 
Kazakh subsidiary, is headquartered 
in the Netherlands, so the Italian 
court set aside the case for lack of 
jurisdiction.

As delays accumulated and recurring 
signs of poor project management 
came to light, Kashagan gradually 
turned from oil wonder into oil mess. 
“It feels good to be out of it,” Al 
Hirshberg, executive vice president 
of ConocoPhillips, was quoted as 
saying by The Wall Street Journal after 
the US oil firm sold its 8.39% stake 
in the project to KMG for $5.5bn in 
2013 (KMG subsequently sold on that 
stake to China National Petroleum 
Corporation).

The pipeline failure caused fresh 
outrage among Kazakh officials, which 
forced the consortium to account for 
the replacement costs, estimated at 
around $3.6bn, as non-refundable 
costs, the Kazakh energy ministry 
confirmed to bne IntelliNews, although 
it declined to comment on whether 
KMG would chip in pro rata as per 
its stake. The consortium will also 
contribute some of the investment 
needed for the EXPO 2017 Astana 
exhibition, local press have reported.

The IOCs can still rely on the generous 
provisions of the PSA, but with oil 
prices falling well below $100 per 
barrel, financial models are being 

tested again. “If such an amount had 
not been spent on Kashagan, especially 
given the current situation with low oil 
prices, today the shareholders would 
have found it difficult to decide to keep 
investing into the field’s development,” 
de Mayo said in the interview with 
KazInform.

Analysts agree that Kashagan’s 
breakeven oil price, a level to cover 
costs and generate a fair profit, is well 

above $100 per barrel. Investment 
bank Goldman Sachs estimates that 
Kashagan would need oil prices 
between $120 and $130 per barrel to 
be profitable. Research company IHS 
Energy puts the breakeven oil price for 
phase 1 at $128.9 per barrel, falling to 
$83.40 per barrel for phase 2, when 
production is expected to increase to 
around 1mn b/d. KMG’s chairman, 
Sauat Mynbayev, confirmed the 
breakeven oil price is “in the region of 
$100 per barrel”, local news agency 
KazTag.kz reported in February.

“Project profitability is positive for 
the consortium, but fairly modest: the 
internal rate of return (IRR) for phase 
1 is only 6%, although much better for 
phase 2,” Matt Sagers, senior director 
at IHS Energy, tells bne IntelliNews. 
As a rule of thumb in the industry, oil 
companies sanction a project with an 
IRR of 10% or higher.

Things do not look that good on 
the Kazakh side either. “The PSA is 
designed in a way that the payout peri-
od is very quick for the consortium,” 
Per Magnus, head of analysis at oil and 
gas consulting service Rystad Energy, 
tells bne IntelliNews. “The government 
will have to wait 10 years from produc-
tion kick-off to get more than 50% of 
the field’s profits.”

Not quite Kash-all-gone
Yet in the long run, when investment 
costs are ammortised, Kashagan should 
be a cash cow for both the government 
and the consortium, with operating 
costs below $50 per barrel, which is 
why things should look much better 
in phase 2 and 3, when production is 
expected to peak at 1.5mn b/d. Thus, 
even though red lights are flashing, full 
development appears inevitable at this 
stage. “Given Kashagan’s importance 

for both the government and the 
companies, some accommodation 
seems likely, such as an extension 
of the project’s contract period, to 
facilitate a decision to proceed with 
phase 2,” says IHS’ Sagers. 

There has been great speculation 
over an extension of the PSA, which 
currently expires in 2041. Members 
of the consortium, ExxonMobil and 
Shell, have been reportedly discussing 
a 20-year extension with the Kazakh 
authorities in exchange for higher 
local content and perhaps a bigger 
stake for Kazakhstan. Both the NCOC 
and the energy ministry decline to 
comment on that, but it’s clear that 
whenever Kashagan starts producing 
and a decision on phase 2 approaches, 
the time will come for some kind 
of adjustment, be it in the form of 
a contract extension, or even of a 
consortium reshuffle, with Chinese or 
other Asian partners always knocking 
at the door.

Only then Kashagan will finally reveal 
itself as the long-awaited oil blessing, 
or just another oil curse.  

"The government will have to wait 10 years from 
production kick-off to get more than 50% of the 
field’s profits" 
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Financial Policies, was not encouraging. 
“Frankly, I advise you not to hope that 
the government or the commission will 
resolve it for you,” he said. 

During the Soviet era, each region of the 
USSR had its own large confectionery 
factory that made products using the 
same brand names, which were based on 

the recipes approved in Moscow. After 
the break-up of the Soviet Union, local 
manufacturers kept producing and sell-
ing in their respective markets popular 
Soviet chocolate and sweets within the 
trademark framework approved by each 
country independently. After almost a 
quarter of a century and despite the com-
petition of foreign products, the appeal of 

historical Soviet brands such as Alyonka, 
the iconic chocolate bar depicting the 
round face of a kid wrapped in a colour-
ful head scarf that was first launched in 
1966, remains almost untouched, making 
it a perfect fit for producers seeking 
regional growth. However, the lack of 
specific trademark regulation on an EEU 
level is keeping these producers out of the 
common market. 

“A special regulation regarding 
the old Soviet brands is absent,” 
Nikolai Kartoshov, head of the unfair 
competition section of Russia’s Federal 
Antimonopoly Service, tells bne 
Intellinews. 

“At the moment, the established 
situation dictates that, when the same 
brands are registered on the territory 
of one of the countries of the Eurasian 
Union and when the brands can be 
only be traded on the territory of 
the aforementioned country, it is not 
permitted to trade the trademarked 
good in another EEU country with a 
similarly trademarked good.”

“Currently, the problem is getting 
repeatedly mentioned at the meetings 
of lawyers and representatives of the 
authorities of the EEU, but serious 
negotiations involving the development 
and adoption of a specific solution are 
not being conducted,” Kartoshov added. 

As they wait for some sort of coordinated 
solution at an EEU level between Russia, 
Kazakhstan, Kyrgyzstan and Armenia, 
some manufacturers are adjusting by 

exporting to other EEU countries Soviet 
brands with altered names so as not 
breach local trademark regulations. 

“In order to avoid copyright 
infringement, we tweak the names of 
the brands, making them represent 
familiar themes, but practically giving 
them different brand names, thus we 

Bitter fate for Soviet sweets 
on EEU common market
Jacopo Dettoni in Almaty

Businesses across the Eurasian 
Economic Union (EEU) hope 
that a common market stretching 

from Belarus all the way to the Chinese 
border will create wide ranging 
opportunities. However, the producers 
of some popular brands tracing back to 
Soviet times, which still retain a wide 
consumer base throughout the CIS 
space, have little chance of marketing 
their production across the EEU because 
of conflicts in trademark regulation. 

“Our company became subject to 
limitations in the use of registered 
trademarks, the so-called ‘Soviet’ 
brands,” Zauresh Toleubayeva, a 
representative of Kazakhstan’s largest 
chocolate producer Rakhat, pointed out 
during a session of the Astana Economic 
Forum held in May. “We cannot sell 
them in Russia and Kyrgyzstan, although 
it is the flagship of our sales.”

The reply by Timur Suleimenov, the 
EEU’s Minister for Economy and 

"A special regulation regarding the old Soviet 
brands is absent"

Photo: Kay Roxby
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technically export them under different 
brands,” Timur Sadykov, marketing 
head of Kazakh confectionery producer 
Bayan Sulu, where Soviet brands makes 
up around 50% of the product portfolio, 
tells bne IntelliNews. The company is 

exporting Mishka na Severe (“Bear in 
the North”) sweets under the brand of 
“Zapolyarie” (a reference to Russia’s 
Arctic region), which still features the 
iconic white bear on the packaging. 

No solution
However, it is clear that a more 
comprehensive solution is needed. 
Smaller manufacturers are pushing for 
the introduction of some sort of collective 
ownership of the Soviet brands, granting 
different producers across the EEU the 
right to manufacture and market the 
same product under the same brand.  

“The owner of the trademark included in 
the unified list should be given the right 
to unrestricted use of the trademark on 
the EEU market space, irrespective of 
the presence on the market of identi-
cal or confusingly similar trademarks 

registered in other EEU countries,” 
Larisa Konstantinidi, head of the legal 
department of Konfety Karagandy, 
another Kazakh confectioner, tells bne 
IntelliNews. 

“A document confirming the validity 
of the trademark’s registration for the 
unified list must be issued by a relevant 
authorized EEU body,” she says. Soviet 
brands make up 35% of the Konfety 
Karagandy’s product portfolio. 

On the other hand, larger Russian 
producers such as United Confectioners, 

the region’s largest chocolate producer 
and owner of most of the old Soviet 
brands in the confectionary sector, will 
find it difficult to agree to such terms 
as it would challenge its leadership 
in the Russian market, by far the 
largest market in the EEU. It could 
even jeopardise the reputation of 
Soviet brands as a whole as it would be 
difficult to check that all the producers 
meet the same standards. 

A final agreement remains in the hands 
of the same producers and their national 
associations, given the current sense of 
powerlessness of EEU authorities on the 
matter.

"We were closely involved in this 
issue for a long time and realised that 
we are unable to provide regulatory 
and administrative solutions in these 
situations,” EEU’s minister Suleimenov 
said at the Astana Economic Forum.

“Therefore, the solution to this 
problem lies in the realm of the rights 
holders, who registered the same 
exact trademarks in their respective 
countries."  

"We are unable to provide regulatory and 
administrative solutions in these situations"
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most investors have written this country 
off. Yet we see it as the best undiscovered 
story in global markets today, and much 
like Turkey in the 1990s. 

While investors have gone overweight 
on India in the hope that Prime Minister 
Narendra Modi will deliver reform, we 
believe investors should be overweight 
on Pakistan because Prime Minister 
Nawaz Sharif is delivering reform. His 
government has nearly halved the bud-
get deficit to 4-5% of GDP, is privatising 
the banking and electricity sectors, and 
has cut subsidies. Inflation has fallen 
to 3%, the currency is supported by a 
nearly balanced current account deficit, 
interest rates are in single digits, and 
with less than 12% of Pakistanis owning 
a bank account, we see huge scope for 
credit growth in coming decades. GDP 
growth is accelerating to 4-5%, credit 
rating agencies are upgrading the coun-
try and MSCI has the country on review 
to graduate from frontier status to 

The fastest growing economy in 
the world last year was Ethiopia.  
This is symbolic of the global 

changes that have attracted entrepre-
neurial investors into frontier markets.  
The BRICS story is not over, but when 
three of the component economies are 
struggling with stagflation and China 
is slowing, emerging markets no longer 
attract the same excitement they once 
did. However, from Pakistan to Kenya, 
new opportunities for investors have 
emerged and they may soon be joined by 
the most exciting opening up since the 
collapse of the Soviet Union – Iran.    

Already frontier markets have seen a boom 
in equity inflows. There was just $1bn 
invested in frontier equities in the early 
2000s, which rose (and then fell) to $5bn 
in 2009 and has now rocketed to $25bn. 
A very few worry this is a bubble – but the 
$25bn gives exposure to nearly 1bn people 
(just a few hundred million less than 
China or India) and around $3 trillion of 

GDP.  It contrasts with nearly a trillion dol-
lars in emerging market equities.  

Meanwhile, debt investors have enthu-
siastically embraced debut Eurobonds 
from Kenya to Rwanda. The latter’s first 
issue was hugely oversubscribed, was 
equivalent to 15% of GDP and yielded 
7% in dollars, a figure which roughly 
matches the country’s real growth rate. 
We see Rwanda as the Singapore of 
Africa and buy into the view that its bor-
rowing will help change Rwanda from 
a largely rural economy to a service-led 
economy that hosts conferences, tourists 
as well as offshore back office services.   

What we find in frontier markets is some 
very recognisable development stories 
that are very familiar to mainstream 
emerging market investors.  Our favourite 
market this year is Pakistan. Burdened by 
popular misperceptions that stem more 
from the TV series Homeland than from 
any direct knowledge of the economy, 

On the conveyor belt to mainstream
Charlie Robertson in London
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emerging market status, which we think 
will be a 2016-17 event. 

Emerging Europe has its frontier stories 
too – and this is part of the attractiveness 
of the “asset class”.  It is not just coun-
tries that now have an educated demo-
graphic boom story such as Nigeria or 
Bangladesh, but it also includes Slovenia, 
Lithuania or Estonia.  Each of the latter 
group now has the euro as its currency, 
has relatively high per capita GDP and in 
Estonia’s case, includes some cutting edge 
development themes.  My latest televi-
sion interviews with Chinese news, or 
CNBC Africa, were done via Skype, which 
was developed in Estonia. Georgia’s 4m 
people are another fascinating example 
of what dedication to reform can inspire. 
This is a country whose bonfire of regula-
tion over the last decade – it is one of the 
world’s easiest places to do business – has 
created entirely new export sectors, soar-
ing tourism, and high economic growth.  

Romania’s nearly 20mn population is 
the largest emerging European frontier 
market. Reformers are in the ascendant 
here too, and intent on privatising more 
of the economy and expanding the stock 
market. President Klaus Iohannis, an 
ethnic German from that 1% minority 
of the population, was elected on an 
anti-corruption platform in a country 
that has shown remarkable dedication 
in rooting out corruption even at the 
highest levels of government. The stock 
exchange is led by Ludwik Sobolewski, 

an experienced Pole, who is intent on 
pushing Romania from frontier status to 
emerging market status. 

Indeed, frontier markets are becoming a 
conveyor belt, taking somewhat illiquid 
smaller markets onto the bigger emerg-
ing market stage. The stock markets 
of both UAE and Qatar boomed when 
they made this shift in 2014 and many 

(including us) expect to see many more 
examples of this in coming years. 

Of course there are risks. When we 
argue that many frontier markets look 
like the emerging markets of 20 years 
ago, there are some very significant 
challenges implied by that. In Pakistan, 
the army has a history of political inter-
vention, just like Turkey until as late as 
1997. It was only just over a generation 
ago, in 1993, that tanks were shelling 
Russia's  parliament building. We put the 
chances of a coup in Pakistan at about 
3-4% a year. The terrorism and conflict 
experienced by Nigeria or Pakistan again 
is reminiscent of Turkey’s challenge from 
the PKK in the 1990s – and did not derail 
their development. Even now, China is 
not yet a democracy, even after 20 years. 

“Investors in frontier markets have more scope  
to hedge or diversify their risks than ever before”

Corruption is a constraint on Russian 
growth, even after 20 years. And all 
along the development path, we will see 
booms and busts, much as we saw in the 
Asian crisis of the 1990s that engulfed 
Brazil and Russia too.  

Yet these are challenges that experienced 
emerging market investors have navigated 
before and are probably better able to man-

age than at any time in the past. Investors in 
frontier markets have more scope to hedge 
or diversify their risks than ever before. 
Information flow is often better and ever 
quicker too. The quality and timeliness of 
statistics out of Kenya is significantly higher 
than what I could glean from the faxes 
that Greece’s statistics office would churn 
through to me in the 1990s.  

Frontier markets are not yet mainstream 
but they will be. When most global emerg-
ing market investors own Pakistan or 
Nigeria – rather than just the adventurous 
few – we will have returned to the era in 
the 19th century, when European inves-
tors were helping finance the development 
of emerging markets such as South Africa, 
Australia, Tsarist Russia and the United 
States. Frontier markets are here to stay. 
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Serbia’s sale  
of the century

Last year, the Serbian press reported that 
a frontrunner for Telekom Srbija was 
Deutsche Telekom, which already has 
subsidiaries and stakes in counterparts 
around Central and Southeastern 
Europe.

Dunav is the market leader in insurance, 
but bne IntelliNews understands 
that CEO Mirko Petrovic, appointed 
to the post for the second time last 
year, is seeking three to five years to 
“consolidate” the company.

More time needed
Other companies that may interest 
investors include pharmaceutical 
manufacturer Galenika, Nikola Tesla 
Airport (currently benefitting from a 
surge in traffic thanks to the success of 
Air Serbia, part-owned by Etihad) and a 
smattering of other manufacturing and 
engineering companies. Prime Minister 
Aleksandar Vucic touted some of the 
latter in China last year. The government 
also has a 43% stake in Komercijalna 
Banka, Serbia’s second biggest lender 
by assets, and aims to sell it by 2017, 
which could attract a rival seeking 
consolidation.

By April, the privatisation agency 
announced 100 public invitations for 
the sale of capital, assets, or strategic 
partnerships, the organisation told bne 
IntelliNews in a statement. According 
to the Law on Privatisation adopted 
in August 2014, privatisation of state-
owned capital should be concluded 
by the end of 2015. However, 17 
“strategically important” companies 
with large workforces are excluded, 
with the government taking the view 
that more time will be needed to find 
strategic partners.

Progress as a whole has been not as 
rapid as the government expected and 
many hoped. A July report by Hypo Alpe 
Adria, a regional bank, highlighted slow 
restructuring of state-owned enterprises 
(SOEs) as one of the drags on Serbia’s 
economic outlook, saying that 
“developments remain a concern”. A 
well-placed source in Belgrade told bne 
IntelliNews that the telecom privatisation 
was the only major sell-off likely to go 
ahead in the near future.

With 526 companies listed by its 
privatisation agency, and one 
of the biggest assets just put 

up for sale, Serbia’s long-awaited sell-off 
of state-owned enterprises seems to be 
gearing up at last.

Companies from around the world 
are reportedly showing interest in 
what the government says is a wide-
ranging opening up of an economy still 
groaning under the weight of Tito-era 
state ownership and post-communist 
clientelism. But many, perhaps most 
of those assets up for sale have no 
commercial future, and political and 
social pressures threaten further delays.

On July 3, the privatisation agency invited 
potential investors to submit non-binding 
offers for the government’s 58.11% stake 
in Telekom Srbija, which operates fixed-
line, mobile and internet services, as well 
as cable television channels. The process 
is limited to bidders with assets worth 
at least €2bn, or revenues of more than 
€500m, Reuters reported.

Telekom Srbija, which also has 
operations in Montenegro and Bosnia, 
is the most lucrative of the companies 
Serbia has listed to privatise. It posted 
earnings before interest and tax 
(EBIT) of RSD21.1bn and net profit of 
RSD15.7bn in 2014.

The company, like a number of 
counterparts in Serbia and across 
Southeast Europe, has had a mixed 
history of part-privatisation: the 
government bought back a 29% stake 
from Telecom Italia in 2002 and 20% 
from Greece’s OTE in 2012 – the latter 
the year after rejecting a €1.1bn bid for 
51% from Telekom Austria.

Another sizeable asset on the agency’s 
list, Zelezara Smederevo, was sold to 
United Steel for $33m in 2003, only 
to be bought back by the state in 2012 
for a single dollar. A reprivatisation to 
US-based Esmark fell through in February, 
highlighting the difficulties facing those 
engaging in privatisation in Serbia.

Telecoms are a world away from the 
troubled global steel industry, however, 
and Srbija Telekom itself is a success 
story, unlike aging Zelezara, which 
desperately needs to restructure and 
realign towards new markets.

“In my opinion the most attractive 
assets are Telekom Srbija and insurance 
company Dunav Osiguranje,” Tomislav 
Bajic, head of research at regional 
brokerage InterCapital Securities, told bne 
IntelliNews. “Basically, they are dominant 
players in their industries and that is very 
attractive for foreign companies which 
want to consolidate in regional markets.”

Andrew MacDowall in Belgrade
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The deadweight of SOEs has long been 
a drain on Serbia’s limited resources, 
but privatisation remains something 
of a dirty word in the region, though 
restructuring has been opposed by 
vested interests as much as popular 
sentiment.

“The biggest opponents to the 
privatisation process were directors of 
public enterprises, in which huge amounts 
of money from the state budget were 
poured in the last period,” the Ministry 
of Economy told bne IntelliNews in a 
statement. “They were holding tightly 
their positions.”

Of the companies up for sale, 70 – 13.3% 
– actually have no employees, while 
another 50 or so have fewer than five.

The landslide victory of the conservative 
Progressive Party (SNS) led by Vucic 

in elections in March last year gave 
renewed hope among investors that the 
Gordian knot would finally be cut.

“Incomplete privatisation is a great burden 
to the Serbian economy,” the Ministry of 
Economy said. “It must be completed in 
order to make space and funds for growth 
and development of healthy companies. 
The current government is the first one 
that is determined to solve this problem 
entirely.”

The government’s spine should have been 
stiffened by a new €1.2bn standby loan 
deal with the IMF in February, which 
came with the condition of restructuring 
and, where possible, selling off SOEs.

In a June 26 review of the agreement, the 
fund noted delays in this process “due to 
legal obstacles, implementation capacity, 
and concerns about the social impact 
of large layoffs”. But it acknowledged 
some progress and noted moves such as a 
number of debtors of state gas company 
Srbijagas operating without state aid, or 

at least further arrears, albeit aided by 
low energy prices. A SOE unit has been 
established in the Ministry of Finance, 
though largely to analyse companies’ 
financial performance.

Action plan
The fund also urged the government 
to hasten bankruptcy proceedings. The 
ministry bluntly admits that when a 
buyer cannot be found for a company, 
assets will be sold through bankruptcy.
In January, the government adopted 
an action plan for 188 companies to be 
put through bankruptcy proceedings by 
the agency. A further 43 had protection 
expire in May, some of which have now 
submitted proposals for bankruptcy.

Dejan Tufegdzic, a Serbian investment 
consultant, told bne IntelliNews that 
he expected big companies with 
dominant market positions to be sold 

off fairly smoothly – but said that the 
vast majority would enter bankruptcy, 
causing tens of thousands of job losses.

The ministry says that it meets unions 
and employees “on a daily basis” and 
that they are “key partners in the 
reforms we conduct… well aware of the 
unsustainability of the current state”. 
The 2015 budget sets aside RSD16bn to 
fund a social programme for those who 
lose their jobs through privatisation  
this year.

Nonetheless, there are concerns about 
resistance to privatisation and bankruptcies 
not just from unions but from powerful 
vested interests that have benefitted from 
networks of patronage and clientelism 
for years, or decades. The experience of 
other countries in the region, as well as 
Serbia’s own long-drawn-out will-it-won’t-it 
privatisations of major companies, does not 
suggest plain sailing.

The government is keen to portray 
the privatisation programme as part 

of a wide-ranging opening of Serbia’s 
economy as it looks to boost meagre 
growth, move towards the EU, and 
integrate with the global economy, 
leaving decades of communism and 
post-Yugoslav-war corruption and 
economic failure behind.

The Ministry of Economy trumpets 
a raft of recent measures including 
labour law liberalisation, a new law on 
planning and construction to enable 
“more efficient and faster obtaining of 
construction permits”, and a strategy 
for SME development intended to boost 
profitability and employment.

A new investment law is in the pipeline, 
along with changes that will allow 
investors to take leasehold on land for 
up to 99 years.

“For investors there are also incentives 
through income tax reductions 
and incentives for investment and 
employment of new workers,” the 
ministry told bne IntelliNews. “Local 
governments give investors rent-free 
land, while the existing 12 free zones 
in Serbia continue to have exceptional 
importance for foreign investors.”

Serbia certainly has other competitive 
advantages, including its location; 
favourable access to markets including 
the EU, Russia, and Turkey; low wage 
costs comparative to the skills base; and 
a history of manufacturing. As rising 
wages chip away at competitiveness of 
countries to the north, optimists feel 
that Serbia’s time is coming at last. 
In a May report “Investments in CEE: 
Switching into next gear of growth”, 
Erste Bank identified Serbia as one of 
the few countries in the region likely to 
see FDI rise in the medium term, thanks 
in part to privatisation.

But many within and outside Serbia 
remain sceptical. The pace of change is 
slower than promised, and structural 
hurdles are substantial. Indeed, 
the prevailing mood in Belgrade is 
pessimistic, with promised reform and 
revival seen my many as a mirage. The 
economy shrank by 1.8% year on year 
in the first quarter, and job losses could 
weigh further on the outlook. 

“Of the companies up for sale, 70 – 13.3%  
– actually have no employees”
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Macedonia: investor’s 
darling or emerging 
pariah?

 “I doubt that the investors already 
present will pull out [because of the 
political situation],” the business 
consultant told bne IntelliNews. “Since 
they are here already, I believe that 
they already put two and two together 
and that they have a pretty good idea 
about the political scene around here. 
However, it will surely repel potential 
newcomers.”

The government hopes that 
the agreement, signed on July 15, 
will reassure investors – and the rest 
of the world – that things can return 
to normal. The agreement involves 
conservative Prime Minister Nikola 
Gruevski, who is strongly implicated in 
allegations of government corruption, 
stepping down in January, 100 days 
before early elections in April.

This is a pyrrhic victory for Zoran Zaev, 
leader of the ex-communist Social Demo-
crats (SDSM) – who has been releasing 
tapes purporting to show Gruevski and 
other senior officials in all manner of 
wrongdoing. He now has to lead his party 
back into parliament after last year’s 
disputed vote, with opinion polls currently 
giving him little chance of succeeding 
Gruevski at the forthcoming early election.

Respectable performance
Away from the political crisis, the 
economic outlook is promising.

“Uninterrupted negotiations with 
several investors and their confirmation 
regarding the stability of their invest-
ment plans in Macedonia is proof of the 
success of this government’s efforts and 
actions during all these years,” Viktor 
Mizo, CEO of the Directorate for Tech-
nological Industrial Development Zones 
(TDIZs), told bne IntelliNews.

The macro figures certainly look good 
enough. Macedonia clocked up 3.2% 
growth in the first quarter of 2015, 
according to Erste Bank, in a report pub-
lished two days before the EU deal. Down 
from a stellar 3.8% in 2014, but still a 
respectable performance for a country 
entering a serious political crisis.

Last year showed an acceleration 
of a strong rebound from the 2012 

The leader of the opposition has 
been charged with plotting a 
coup; the government of rigging 

elections, tapping phones, undermining 
the independence of the judiciary and 
the media. In May, 18 were killed as 
police clashed with ethnic Albanian 
guerrillas the state calls “terrorists”. 
The EU has had to step in to broker an 
unsatisfactory compromise to prevent a 
political crisis dating back more than a 
year from spiralling out of control, amid 
concerns about regional stability.

It’s not a great look for a country that 
was fairly recently trumpeting its invest-
ment potential in expensive advertise-
ments in the international business 
press. Macedonia is ranked as having 
the best business climate in South East 
Europe (including Turkey and Greece) 
by the World Bank, and 30th in the 
world. Might all this evaporate?

Even the Minister for Foreign Investment  
Vele Samak admits that these are 
worrying times for the country, with 
both investors and the government 
eyeing the situation with caution.

“We are keenly aware of how quickly 
fortunes can change if governments 
are unable to alleviate escalating risks, 
as happened in North Africa, Ukraine, 
and others,” Samak told bne IntelliNews. 
“The political crisis has been seen as 
a concern for both current and new 
potential investors. Companies already 
investing are focused on how this 
affects their ability to do business and 
if there are any risks for the favourable 
business regime. Some new investors 
have shown concerns and desire to 
re-evaluate the overall assessments 
of Macedonia, while others have 
played this down as a typical political 
posturing, not uncommon to what's 
seen across Europe. It's definitely too 
early to tell if these events [will] make  
a lasting negative impact.”

Samak adds that the Kumanovo clash 
is broadly seen as a one-off event. 
A high-profile foreign investor, who 
spoke to bne IntelliNews on condition 
of confidentiality, agreed, saying that 
there was little perception of a risk of 
regional conflagration, despite dire 
warnings of a new Balkan conflict.

Andrew MacDowall in Skopje

Minister for Foreign Investment  Vele Samak
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recession – a double dip after the 2009 
drop. Investment rose 13.5% following 
a sharp decline in 2013. Exports are 
now 40% above their pre-crisis level, 
following a 35% plunge.

With a deficit hovering around 3% and 
debt likely to push towards 50% of GDP, 
Macedonia isn’t in perfect fiscal shape, 
but it is steadier than neighbours such as 
Croatia, Serbia and Montenegro. Finally, 
FDI has regularly topped 3% of GDP.

Noting buoyant domestic demand 
with promises of public investment 
as drivers, topped up with “vibrant” 
exports, Erste forecasts steady 3-4% 
growth in the medium term, while 
acknowledging downsides from 
the political crisis and Greece – an 
important export market and source of 
remittances. “The inward FDI outlook 
remains, in our view, sound amid 
continuous efforts to attract fresh 
FDI via promoting a business-friendly 
environment and expanding special 
economic zones,” the bank said.

The investor, however, is sceptical. “I 
had a meeting with the wider business 
community recently, and the conclusion 
is that people will postpone investment 
until the election,” he said.  “There’s 
unpredictability over future tax 
regimes, how TDIZs will be managed, 
how efficient the government will be.”

While the TDIZ chief Mizo admits that 
some investors have “slightly prolonged” 
their plans to invest in Macedonia, he 
says that the fundamental benefits 
of investing in Macedonia have not 
changed. Samak identifies these as low 
operating costs, a stable and business-
friendly operating environment, and 
a workforce “adaptable to modern 
manufacturing demands”.

He says that wages are 20% to 50% 
lower than other countries in Eastern 
Europe for comparable skill sets, while 
taxes are flat at 10% (a figure that 
does not take account of some levies; 
the international investor says that the 
effective tax rate is more like 30-35%). 
“In many cases, global companies have 
benchmarked Macedonia's overall cost 
competitiveness to that of manufactur-

ing in China, but with the proximity to 
European markets,” Samak says.

Within the special economic zones, 
advantages include 10-year holidays 
on profit and personal income tax, 
no property or municipal taxes, no 
construction permit fees, and zero 
value-added tax or customs duties 
for equipment and machinery. In 
addition, subsidies of up to $550,000 
are available for the development 
of buildings, as are grants for “job 
creation” and training.

Barking up the wrong tree
Samak has a fairly impressive list 
of investors. Since arriving in 2012, 
Germany’s Draxlmaier, Kromberg & 
Schubert, and Belgium’s Van-Hool 
have made total investments of $100m, 
employing around 8,000 people – in 
Van Hool’s case, the first investment 
in production outside Belgium. The 
following year, British chemical 
company Johnson Matthey doubled its 
capacity in Macedonia and has since 
invested $185m; it is now the country’s 
largest exporter, racking up $1.1bn in 
2014. Johnson Controls opened a new 
car seat factory, its second plant in the 
country, in 2014, with investments to 
date totalling $20m and 1,600 jobs 
created, Mizo says.

Thirteen new investments were 
announced by multinationals in free 
zones in 2014, with companies from the 
US and Germany particularly active; 
thousands more jobs will be created 
by tens of millions of dollars invested. 
Often investors already present in the 
region expand by opening new plants in 
Macedonia.

These investments are despite a small 
domestic market, a lack of coastline, 
and there being minimal state-owned 
enterprises left to privatise, Mizo says, 
noting what he considers Macedonia’s 
downsides. (He notes political stability 
as a positive.)

But not all are convinced by the 
government’s schtick, saying that the 
model is based on low wages (as little 
as €200-250 a month in the provinces) 
and tax breaks that mean too little feeds 

back into Macedonia’s coffers. The FEZs 
in particular come in for some criticism; 
they have generated jobs, but not 
necessarily adding value to the broader 
economy.  For instance, the business 
consultant says that the country has 
been “barking up the wrong tree” by 
focusing on manufacturing rather than 
services.

“There has been some success with the 
zones, which have provided islands 
of new foreign investment taking 
advantage of extremely generous tax 
breaks,” William Bartlett, an expert 
on the political economy of South 
East Europe at the London School 
of Economics, told bne IntelliNews. 
“It seems these have attracted new 
investors that have contributed to the 
reduction in unemployment (albeit 
from astronomical levels). However, 
they do not appear to have many 
linkages or spillovers to the local 
economy, so in that respect may not 
represent the engine of growth that is 
needed in Macedonia and in the wider 
region more generally.”

The international investor is considerably 
more scathing.  “It makes sense to invest 
in free zones, but Macedonia is your FDI 
on what are technically extraterritorial 
zones. If it’s looking for the sort of compa-
nies that will build an economy and con-
tribute tax, it will struggle to compete.”

He adds that some workers are being 
paid below a living wage, raising ethical 
questions. “If you want super cheap 
labour, that’s fine, but who would be 
proud of that? Companies would rather 
have a sweatshop in China. If not, costs 
are otherwise not that much lower than 
elsewhere in the region.”

Nonetheless, he and counterparts 
continue to invest in the country now 
that they are installed. As Macedonians 
drift off for their summer holidays, the 
feeling is that the heat of the political 
crisis won’t be the “be all and end all” of 
Macedonia. Looking forward, electorally 
Macedonia is between “a rock and a hard 
place”, and he hopes for a fragmented 
coalition with technocratic ministers to 
prevent either major party consolidating 
a grip on the country. 
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Belarus preparing action 
over offshore fraud scheme

collateral for loans to this firm. As a 
result of intentional failure to repay 
the loans by the firm, the funds were 
debited by the European banks.

“It looks like Delta Bank transferred 
its funds to correspondent accounts in 
several EU banks, after which this cash 
became collateral in deals with third 
parties that were most likely connected to 
Lagun,” says Alexander Mukha, a Minsk-
based independent financial analyst.

Transit hub
“This situation is atypical for Belarus,” a 
high-ranking financial official in Minsk 
tells bne IntelliNews on condition of ano-
nymity. “Delta Bank transferred its funds 
to the EU [banks] and didn’t reflect their 
collateralisation in its balance sheets. The 
bank provided false financial reports to 
the central bank,” the official said.

The official underlines that the 
Belarusian authorities recognise that 
some banks could use European banks as 
a “transit hub” for siphoning money. “And 
we closely monitor this issue,” he adds.

Belarusian law enforcement authorities 
have announced that funds from 
Delta Bank were siphoned to the 
account of a Belize-registered firm, 
without revealing its name. However, 
according to information obtained by bne 
IntelliNews from the central bank of 
Ukraine, Lagun had business links with 
Belize: the businessman controlled a 
Belize-registered company named Rupsel 
Developments Ltd, which controlled 
Astra Bank via a Cyprus-based firm.

“I believe that the company mentioned 
by the Belarusian law enforcement 
agencies is most likely either controlled 
by Lagun, or was acting in his interests,” 
Mukha says.

Delta Bank in Ukraine acted according 
to a similar pattern, according to media 
reports. Ukraine’s Zerkalo Nedeli web 
portal claimed in March, citing data 
from the central bank, that the lender 
siphoned up to $480mn to accounts 
in European banks, including the two 
aforementioned lenders alongside 
Luxembourg’s East-West United Bank 
and Austria’s Meinl Bank. 

Belarus is considering action 
against Kyiv-based millionaire 
Mykola Lagun over an alleged 

fraud that led to the collapse of a bank 
he controlled in the country.

In April, the State Control Committee 
(SCC) of Belarus, one of the country’s 
main law enforcement agencies, initiated 
criminal proceedings in connection with 
the collapse of Delta Bank. According to 
the SCC, the bank siphoned off $35mn 
to accounts held in European banks, 
after which those funds were burdened 
with debt obligations. “Subsequently, 
these funds were transferred to a foreign 
offshore company through a chain of 
banking operations,” the government 
body said in a statement.

A financial official in Minsk told bne 
IntelliNews that the current situation 
would have “consequences” for 
Lagun. “We react strongly when we 
are deceived,” he said, whilst refusing 
to speculate whether the Belarusian 
authorities are considering a request to 
extradite the businessman to Belarus.

The Belarus central bank, which has 
won a reputation for strict supervision 
of the market, had put Delta Bank under 
temporary administration in early March 
and was forced to withdraw its licence on 
March 18 after the lender experienced 
serious financial problems. In late April, 
the temporary administrator of Delta Bank 
filed a request to the country’s Supreme 
Court to start insolvency procedures, as 
the lender’s assets were insufficient to 
meet obligations to its creditors.

The events in Belarus unfolded against the 
background of a crisis at Delta Bank’s sis-
ter bank in Ukraine (also called Delta). On 
March 2, Ukraine’s central bank declared 
Delta Bank, the country’s fourth largest 
bank by assets, insolvent as its owner had 
been unable to take effective, efficient 

and timely measures to improve the 
financial state of the bank. Simultane-
ously, two other Lagun-controlled lend-
ers – the small-sized Kreditprombank 
and Omega Bank – were also declared 
insolvent by the regulator. Two weeks 
later, the same action was imposed against 
Astra Bank, also owned by Lagun. 

Delta’s founder and owner, Lagun, 
has refused to comment on the 
allegations since March 17, when 
he said in an interview to Ukraine’s web 
portal Ukrainska Pravda that he “did not 
siphon off any assets from the bank”. He 
has not yet been charged with any crime.

Back-to-back loan scheme
According to the letter of the temporary 
administrator of Delta Bank in Belarus to 
the Supreme Court, obtained by bne Intel-
liNews, its performance significantly dete-
riorated at the beginning of the year, after 
which the central bank demanded a return 
of the lender’s funds from Lichtenstein’s 
Bank Frick & Co as well as Austria’s Bank 
Winter & Co. Simultaneously, the regula-
tor asked Delta Bank in Belarus to cease 
allocating funds “in any form” to Ukraine’s 
Delta Bank, and to stop providing guaran-
tees in favour of third parties within the 
obligations of Ukraine’s troubled bank.

In February the Belarusian central bank 
was forced to prohibit the allocation of 
funds to Bank Frick & Co, Bank Winter & 
Co, and Ukraine’s Delta Bank and other 
companies in Belarus allegedly either con-
trolled by Lagun or associated with him. 
This list included, in particular, two insur-
ance companies, the Minsk-headquartered 
retail operator HTC, and a construction 
company heading a golf club project.

Experts believe that Delta Bank 
siphoned the funds from Belarus to an 
offshore company through a back-to-
back loan scheme, in which the funds 
in European accounts were used as 

bne IntelliNews



bne  August 201564  I Special report

ADVERTISING FEATURE 

Belarus lures investors 
as regional storm rages

While the military conflict in 
Ukraine continues and Russia 
is locked in sanctions disputes 

with the West, neighbouring Belarus 
is trying to attract foreign investors 
by presenting itself as ‘a quiet haven’ 
amidst the regional storm. The country’s 
government believes that a low level of 
corruption, a highly-skilled workforce, 
developed transport infrastructure, and 
membership in the EEU customs union 
with Russia, Kazakhstan and Armenia 
provide Belarus with major business 
advantages.

The country’s authorities frequently 
emphasise that Belarus, thanks to its 
location between the European Union 
and Russia, as well as its well-developed 
network of motorways and railways, is a 
perfect logistics hub for Eurasia. Minsk 
believes that the country can be advanta-
geously used by foreign investors for their 
manufacturing, logistics, and sales units.

What is even more important is the 
country’s membership in the Russia-led 
Eurasian Economic Union (EEU), which 
also includes Kazakhstan and Armenia. 

“Belarus is also rich in well-disciplined 
and highly qualified specialists, 
with the average amount of wages 
across the country remaining rather 
low in comparison with developed 
economies.  It remains rather low even 
in comparison with both Russia and 
Kazakhstan,” says Natalia Nikandrova, 
the director of the Minsk-based National 
Agency of Investment and Privatisation.

Net foreign direct investment in Belarus 
increased by 5.6% y/y to $1.35bn in 
January-March, the country’s central 
bank said. Despite the fact that most 
of the FDI is reinvestments by foreign-
registered firms in their Belarusian sub-
sidiaries, the country’s aforementioned 
advantages could provide benefits to 

potential investors when the regional 
economic storm subsides.

The ambitious $5bn project of a China-
Belarus industrial park, called Great 
Stone, is considered by the government 
as a major foothold for those investors 
who want to benefit from the advantages 
of both a common customs territory 
within the EEU and proximity to the EU 
market. At the final stage, the park should 
attract more than 200 hi-tech companies 
and employ over 120,000 people.

“It is the largest and the most developed 
overseas industrial project that China has 
ever undertaken. The priority activities 
are: development of mechanical engineer-
ing; fine chemicals; biomedical goods; 
manufacturing of household appliances 
and electronics,” Nikandrova says.

The territory of the park is located 25 
kilometres from Minsk, near the M1 
international highway that connects 
Russia and Germany. A 350-hectare strip 
has already been allocated as the start-
ing zone for high-priority construction 
during the first stage of the park, which 
will eventually cover over 850 hectares. 
Preparatory infrastructural works are 
already under way in this zone.

Currently, seven companies from China, 
Belarus and Russia have been registered 

as residents of the park. However, 
according to a July 8 statement by 
Li Haixin, director general of the 
Industrial Park Development Company, 
over 30 companies are considering 
possible registration at Great Stone.
 
According to NAIP, Belarus provides for-
eign companies with “unique opportuni-
ties” for the speedy development of their 
businesses in areas related to the coun-
try’s privatisation process. According to 
the World Bank, state-owned enterprises 
account for over 50% of the country’s 
output and two-thirds of employment.
 
Whilst Belarus has avoided significant 
privatisation steps for several years, 
recent efforts by the Belarusian 
government to secure a new support 
programme with the International 
Monetary Fund indicate that the 
privatisation process may be on the verge 
of being restarted, at least, in terms of 
small- and medium-sized enterprises.

In an attempt to gain a positive decision 
from the IMF, Belarus has submitted a 
“road map” of structural reforms to be 
undertaken over the next five years, 
including privatisation plans. According 
to Vladimir Zinovsky, the country’s 
minister of economy, the privatisation 
of state-controlled small- and medium-
sized enterprises within the next three 
years through tenders is “a major area” 
of the structural reform programme. 

“The state… is trying to ensure 
three fundamental requirements: 
the transparency of the process, the 
transparency of a potential investor and 
fair competition for the right to acquire 
an enterprise,” Zinovsky says. 
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Kazakh attempts to 
attract investors flop

economy via the much-hyped “people’s 
IPO” programme, which envisages 
selling parts of state-owned stakes in 
national companies to Kazakh citizens.

The programme, announced with pomp 
in 2011, was supposed to float shares of 
national companies run by the Samruk-
Kazyna sovereign wealth fund to liven 
up the Kazakhstan Stock Exchange. 
However, the government has so far 
only managed to offer shares of the 
KazTransOil oil-shipping company in 
2012 and Kegoc electricity grid operat-
ing company in 2014. The programme 
initially envisaged the floating of 
10% stakes in Samruk-Energy power 
generation, Air Astana, KazTransGas 
gas-transporting company and Kazmor-
transflot shipping company in 2013, 
but Samruk-Kazyna now says shares 
in these companies and in Kazakhstan 
Temir Zholy railway company will only 
be offered to the population in 2016.

“The key aim of the IPO programme 
is to reduce the state’s role in the 
economy. The government is seeking 
to sell off small stakes in large state-
controlled companies in a manner 
which allows ordinary Kazakhs 
to acquire shares,” Alex Nice, a 
Kazakhstan analyst at the London-
based Economist Intelligence Unit 
(EIU), tells bne IntelliNews. “Evidently, 
the authorities wish to ensure that 
the part-privatisations are seen as 
legitimate in the eyes of the public. 
Another aim of the programme is 

presumably to deepen Kazakhstan's 
financial markets and improve the 
companies’ access to financing.”

Stepping on the same communist rake
The authorities hyped the sale of the elec-
tricity transmission monopoly’s shares 
to the population at “very conservative” 
KZT505 ($2.8) per share, promising that 
at least 40% of its profits would be chan-
nelled into paying dividends, but the mar-

The image-obsessed government 
of Kazakhstan is trying hard to 
boost name recognition for what 

is still an obscure nation, best known 
for its natural resources, corruption 
and perhaps the antics of the British 
comedian Sacha Baron Cohen’s 
character Borat. For this purpose it 
has bid to host global events such as 
the Winter Olympic Games in Almaty 
in 2022 and has embarked on other 
questionable vanity projects such as 
an EXPO international fair in Astana in 
2017 and the Winter University Games 
in Almaty in 2017.

But all the efforts made since the 
experiment started in July 2014 are 
yet to show tangible results. This is 
embarrassing as at the same time the 
government has been tightening its 
belt because of the low oil prices and a 
slowdown in Kazakhstan’s main trading 
partners Russia and China.

Even the country’s authoritarian 
President Nursultan Nazarbayev 
blasted the government on July 13 
that it had done little to promote the 
EXPO 2017 exhibition to attract the 
5mn tourists to the Kazakh capital 
that could justify the $3bn price tag of 

the extravaganza for the taxpayer. On 
the contrary, the event has damaged 
rather than promoted the country’s 
image after managers at the company 
building the facilities were arrested in a 
corruption scandal. 

In order to promote the “young” country, 
which obtained independence from the 
Soviet Union in December 1991, the gov-
ernment has also offered various perks 
to foreigners to encourage them to invest 
in sectors outside oil and gas and metals. 

In July Astana also expanded a list of 
countries whose nationals can now 
travel visa-free to Kazakhstan to include 
Sweden, Norway, Switzerland, Spain 
and Singapore among others, and is 
pondering abolishing visas for nationals 
of all OECD member states in 2017 to 
attract tourists ahead of the EXPO 2017.

The government has also been trying to 
encourage retail investors to invest in the 

Naubet Bisenov in Almaty

“The government's policy in this area has  
been inconsistent”
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The Kazakh government’s involvement 
in the economy is also blamed for the 
failure of its IPO programme. Local 
analysts even draw parallels between 
the collapse of the Chinese stock market, 
which is experiencing a private investor 
run, and the Kazakh stock market.

Beijing’s support of China’s stock 
market bubble has already been dubbed 
the “Xi Jinping put”, Anuar Ushbayev, 
an analyst and managing partner at 
the Almaty-based Tengri Partners 
investment firm, said in his blog. 
“Taking into account our inclination 
to step on the same communist 
rake in certain economic policies,” 
Ushbayev said in reference to President 
Nazarbayev’s communist credentials,  
“I think I shall not invest any pennies in 
any people’s IPOs until each national 
company will have independent 
directors-professionals with clear 
vetoing rights on their boards of 
directors.” 

kets did not back the official enthusiasm 
as only 11,000 people bought 4.698mn 
shares worth KZT2.372bn ($13.1mn) out 
of 26mn shares offered.

Since the float the shares touched 
all-time lows at KZT320 in March but 
picked up to trade at about KZT475 on 
July 13 on the announcement of the 
payment of 100% of profits in 2014 
as dividends at KZT33 per share. In 
contrast, the shares of KazTransOil 
initially offered at KZT725 per share 
reached a high of KZT1,250 and are 
now trading around KZT785 per share.

The sale of shares of the Mangistau 
Distribution Electricity Company, 
operating in the oil-rich region on 
the Caspian Sea, was cancelled at 
the end of 2014 because of lack of 
interest from investors, who expressed 
willingness to buy only 0.3% of shares 
on offer. The company doesn’t feature 
in the government’s “people’s IPO” 

programme, although it is owned by 
state-run Samruk-Energy and the Unified 
Accumulative Pension Fund, formed from 
a state-owned fund and private funds.

The problems of the Kazakh govern-
ment’s “people’s IPO” programme is 
blamed on the sluggishness of the stock 
market in the country after the govern-
ment nationalised private pension funds, 
reducing the number of players on the 
market. Moreover, the move defeated 
the government’s objective to reduce the 
state’s involvement in the economy.

“The government's policy in this area has 
been inconsistent, as at the same time as 
planning people's IPOs, the government 
has nationalised the pension system,” 
Nice tells bne IntelliNews. “This 
contradicts efforts to reduce state 
control of the economy, since the 
government-run pension fund will likely 
acquire a significant share of the shares 
issued in future IPOs.”

Kyrgyzstan flirts with 
Russia as investors  
shun mining sector

brought down the government of 
Djoomart Otorbayev in April, the third 
to fall since 2010, raising concerns over 
political stability in the country.

The mess has contributed to the 
complicated situation regarding the 
mining sector, turning Western investors 
away from the country. According to the 
Kyrgyz economy ministry, foreign direct 
investment in the country’s mining sector 
was down by around 90% year-on-year to 
$1.7mn in January-September 2014. “The 
government's negotiations with Centerra 
have very badly damaged the flow of 
foreign investments in the mining sector,” 
Valentin Bogdetskiy, a board member 
of the independent Kyrgyz Mining 
Association, tells bne IntelliNews. “All 
companies present have mothballed their 
investment programmes and are hardly 
making any investment in exploration 
and the development of mines.”

The government's attempt to amend 
legislation to extract more taxes from 
the rapidly diminishing tax base in the 
mining sector is not helping either, 
Bogdetskiy explains. In 2013, the 

W ith a mining venture with a 
foreign investor going sour 
and continued worries about 

stability in this Central Asian state, 
Kyrgyzstan is struggling to attract the 
kind of investment needed to get its 
economy moving. The answer it seems is 
to turn to Russia, though local industry 
players worry that subsequent murky 
deals will do little for the country's 
embattled mining sector.

The longstanding battle the Kyrgyz 
government has been engaged in to win 
an increase in the country's share of 

the flagship gold mine Kumtor, which 
accounted for 7.4% of GDP and nearly 
a quarter of industrial output in 2014, 
has tarnished Kyrgyzstan's image as a 
reliable partner for foreign investors.

Via the state-run mining firm 
Kyrgyzaltyn, the government holds 
a 32.7% stake in Kumtor's developer 
Centerra Gold, a Canadian company. In 
an effort to renegotiate the joint venture 
to turn it into a 50-50 deal, it has used 
environmental, health and safety, and 
other legislation to hinder the mine's 
operations. The failure to reach a deal 

Ryskeldi Satke in Bishkek and Naubet Bisenov in Almaty
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Orozbek Duisheyev, president of the 
Association of Miners and Geologists, 
a mediator between mining companies 
and the Kyrgyz government, believes 
the Jerooy tender was “much worse” 
than the sale of Kumtor over which it 
is fighting. “Kyrgyzstan has now got 
not a single per cent of shares in Jerooy 
despite it being the most valuable 
mine,” he tells bne IntelliNews. “We are 
categorically against the deal.”

Duisheyev also blames the ownership 
dispute between the government and 
foreign investors at Kumtor for the lack 
of any interest in Jerooy among Western 
investors, which is “very bad” for Kyrgyz 
mining in general. “There has been noth-
ing but disputes at Kumtor in the past 
three years. In this situation and with 
such uncertainty, what good investor will 
come to Kyrgyzstan?” he asked.

He also does not believe the arrival 
of the Russian firm in Kyrgyzstan will 
benefit the mining sector. “This [Vostok-
Geoldobycha] is not a serious company,” 
Duisheyev says, pointing to suspicions 
over the former prime minister’s role 
after he admitted that he had helped to 
bring in the Russian company. 

government replaced profit tax with 
income tax for mining companies and 
imposed a 10% levy on the export of 
concentrates.

As a result, when the authorities 
announced in early May the result 
of a tender for the development of 
the country's second biggest gold 
mine Jerooy, which is also embroiled 
in $549mn litigation between the 

government and former owners 
Consolidated Exploration Holdings, 
part of Kazakhstan's Visor Holding, 
the only other bidder to state-run 
Kyrgyzaltyn was a Russian outfit, which 
ended up winning. Explaining why 
Vostok-Geoldobycha, a firm owned by 
Russian businessman Musa Bazhayev, 
had won the tender, the State Geology 
and Mineral Resources Agency said the 
Russian firm had a better investment 
programme and technology, even 
though it offered $100mn versus 
Kyrgyzaltyn's $111mn. Kyrgyz media 
have linked the Russian businessman 
to Omurbek Babanov, who was 
Kyrgyzstan's prime minister between 
December 2011 and September 2012.

Going cheap
The price at which the authorities sold 
the Jerooy licence points to the extreme 
undervaluation of Kyrgyzstan’s mines. 
With estimated reserves of 97 tonnes 
of gold, Bogdetskiy values the mine at 
$450mn. “I believe it does not make 
sense for the new investor to invest in 
and develop Jerooy, but it will make 
sense to resell it,” he says.

The problem with the Jerooy tender was 
that the commission which awarded 
the licence “didn't have a single 
specialist” and the tendering process 
was “appalling”, Bogdetskiy claims. One 
of the conditions set by the authorities 
is that any winner would have to 

defend the interests of the country 
and government in international and 
local courts, and cover all costs and 
any damages awarded to the previous 
licence holders, Visor Holding (60%) 
and Kyrgyzaltyn (40%), whose licence to 
develop the mine was revoked in 2010.

Bogdetskiy believes the government’s 
decision to dump the winner with the 
problem of solving Visor Holding's claims 

means the Kazakh company was involved 
in deciding the winner. In May, the 24.kg 
news agency cited the Kyrgyz geology 
agency as saying that the Kazakh and 
Russian companies could have settled 
the dispute, as the Washington-based 
International Centre for Settlement 
of Investment Disputes suspended 
proceedings in the case, which was 
expected to be heard in November.

“All companies present have mothballed  
their investment programmes and are  
hardly making any investment”
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INVISIBLE HAND: 

BRICS upstart begins to 
flex its new muscles

During the Ufa summit, Russia’s Finance Minister Anton 
Siluanov was appointed chairman of the New Development 
Bank (NDB), which will finance infrastructure projects 
across the five BRICS as well as other developing nations. 
Negotiations regarding the financing and governance of this 
Shanghai-based institution were finalised in Ufa, before the 
formal launch two weeks later.

Widely known as the “BRICS bank”, NDB boasts seed capital 
of $50bn and is headed on a rotating leadership, with Indian 
banker Kundapur Kamath installed as the first president. Seen 
as an alternative to the World Bank and the International Mon-
etary Fund, it was conceived in 2012, after the US Congress per-
sistently vetoed previously agreed reforms to IMF voting rights 

designed to grant the emerging markets decision-making pow-
ers better-reflecting their growing share of global commerce.

“Our objective isn’t to challenge the existing system, but 
to improve and complement the system in our own way,” 
remarked Kamath, as NBD was launched. Yet the BRICS bank 
wants to close its first deals by early 2016, with the clear 
intention that all loans will be denominated in currencies 
other than the US dollar. “The NBD illustrates a new 
polycentric system of international relations,” said Russian 
Foreign Minister Sergei Lavrov, showing less diplomacy, but 
rather more transparency.

This NDB launch comes soon after the founding last October 
of the Asian Infrastructure Development Bank, based in 
Beijing and with its own $50bn war chest, similarly earmarked 
for infrastructure investments. The AIIB, though, allows 
membership from across the world, including Western nations. 

Liam Halligan in London

In early July, the leaders of Brazil, Russia, India, China 
and South Africa assembled in Ufa, around 700 miles 
east of Moscow, for the seventh annual BRICS summit. 

Overshadowed by Europe’s currency imbroglio and China’s 
stock market nosedive – along with the usual plethora of 
summer sporting events – this diplomatic gathering in the 
Bashkirian capital deserved far more media attention.

Ufa was the most significant BRICS summit since the first - 
held in Yekaterinburg, also in the Urals region, back in 2009. 
Since then, this cluster of big emerging economies has evolved 
from a symbolic upstart into a group showing signs of genuine 
organisation and permanence.

There are still big divisions, of course. Tensions remain 
between China and India, given on-going disputes over the 
Himalayan border and Beijing’s refusal to back Delhi’s bid 
to join the UN Security Council. Russia and China, also, 
despite recent displays of unity, have a long history of mutual 
suspicion across their 2,600-mile land border.

The five BRICS are at rather different stages of economic 
development, with Russia’s $12,600 annual GDP per head twice 
that of South Africa and no less than eight-times bigger than in 
India. And while some of the BRICS are relatively well-functioning 
democracies, others still don’t see fit to grant universal suffrage.

Despite frequent bad-mouthing in London and Washington, 
the BRICS club is now more institutionalised, and has lately 
shown rather more purpose, than the G7 group of leading 
Western economies. This trend towards formality and concrete 
cooperation was certainly apparent in Ufa.

Russia used its presidency of the BRICS to merge the Ufa 
summit with the annual meeting of the Shanghai Co-operation 
Organisation, a six-nation Eurasian political, economic and 
military alliance dominated by China and Russia. Combining 
these two brought the Central Asian states into the meeting, as 
part of Moscow’s effort to counter Western claims of “Russian 
isolation”. The joint BRICS-SCO summit also allowed the 
gathered leaders to present themselves as the champions of 
a “multi-polar” world – a system that doesn’t revolve solely 
around the United States.

“BRICS has evolved from a symbolic 
upstart into a group showing signs  
of genuine organisation and 
permanence”
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Concern about AIIB’s future power led the US to discourage 
key G7 allies such as the UK and France from joining – advice 
that was roundly ignored.

Whatever gloss is put on it, the combination of the NDB and 
the AIIB marks the start of a BRICS-based challenge to the 
US-led multilateral institutions set up after the Second World 
War. Ufa also saw the formal launch of a $100bn reserve pool, 
with the BRICS initiating mutual non-dollar foreign exchange 
swaps to create an IMF-style contingent reserve facility so they 
can help each other when facing extreme currency volatility.

Diplomatic clout
There were other lower-key initiatives to boost intra-BRICS 
collaboration. At last November’s Asia-Pacific Economic 
Co-operation summit, hosted in Beijing, the Chinese unveiled 
a $40bn Silk Road Fund (SRF), to finance rail and air links 
between China and Central Asia – an area where America has 
long asserted political and military influence.

In Ufa, the SRF signed a memorandum of understanding 
with both Russia’s Direct Investment Fund and India’s 
Infrastructure Development Finance Company. While 
there will be much Western scepticism, and announcing 
agreements is much easier than the grind and compromise 
of implementation, the BRICS are clearly determined to 
demonstrate they can operate among themselves, without 
relying on Western know-how and finance.

This is hardly surprising. These countries between them 
account for well over a fifth of the global economy and almost 
half the world’s population. While Russia and Brazil are 
flirting with recession, and China has slowed, the BRICS are 
still set to expand far faster than the Western world during the 
next 10 years and account for over half of global growth.
Beyond their economic muscle, the large emerging markets 
are also keen to display diplomatic clout. Perhaps the most 
eye-catching development at Ufa was the acceptance of 
both India and Pakistan as full members of the Shanghai 
Co-operation Organisation. These were the first new countries 
to join the Eurasian bloc since it began in 2001, extending 
its geographic reach and geopolitical significance. Since the 
SCO’s founding, member states have signed over 100 trade 
concessions and other agreements, with a stated aim of 
ultimately creating a free trade zone.

Part of the attraction for India, of course, is that SCO 
membership should provide its burgeoning economy with 
easier access to Russian and Central Asian oil and gas – 
going beyond the energy deals signed when Prime Minister 
Narendra Modi welcomed President Vladimir Putin to India 
last December. There have also been joint military exercises, 
with some suggesting the SCO’s principal aim is to act as a 
non-Western counterweight to Nato.

Whether or not that transpires, orchestrating the entry of 
nuclear-armed enemies India and Pakistan into the same 

supra-national body is a diplomatic coup for Moscow and 
Beijing. With Islamabad on board, the SCO could address 
the vexed question of Islamic extremism in Afghanistan and 
Pakistan. India’s SCO membership may also lessen Sino-India 
rivalries, giving Delhi the confidence to scale back its post 
Cold-War alliance with the US.

Iran wants to join the SCO too – a desire that’s become more 
vocal under President Hassan Rouhani, who was also in Ufa. 
While Moscow and Beijing insist Tehran must first sign a 
sanctions-ending deal with the West, eventual membership 
looks as if it will happen. That would give the SCO control of 
20% of the world’s oil reserves and 40% of all known natural 
gas – a thought that makes some Western strategists jumpy.
The BRICS grouping, and the SCO within it, is at the heart 
of a broader trend – not just the rising long-term economic 
strength of the emerging markets, but their increasing trade 
among themselves. Back in 1990, such “south-south” trade 
flows were just a few percentage points of global commerce. 
By 2004, they’d surged to a fifth and business between 
emerging markets now accounts for almost a third of all cross-
border trade flows.

Chinese trade with Brazil has ballooned from $6bn to $90bn 
during the decade from 2003, with China replacing the US as 
Brazil’s biggest trading partner in 2009. Sino-Russian trade is 
also fast-expanding, now almost $100bn annually, up seven-
fold since 2002. Even China and India are overcoming historic 
tensions, their bilateral trade up from $35bn to $50bn since 
Modi took office in 2014.

The BRICS’ strength is far from guaranteed. By delaying 
structural reforms, they’ve allowed their economies to 
accumulate risks and imbalances. China is involved in over 
four-fifths of intra-BRICS trade, with an economy almost twice 
as big as the other four members combined – which could, 
unless Beijing exercises great care, cause resentment and 
undermine the group’s cohesion.

Yet with consumption markets already worth $4,000bn, more 
than the Eurozone, the BRICS will be home to over 80% of the 
world’s middle classes by 2030, commanding the lion’s share 
of the global market. Despite the tendency of mainstream 
commentaries to deride them, future Western prosperity 
depends on good trading relations with the BRICS. 

Follow Liam on Twitter @liamhalligan

“The BRICS club is now more 
institutionalised, and has lately 
shown rather more purpose  
than the G7”
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So, if we know that Russia cannot return to the old macro 
model, what new conditions can be created which will 
constitute the new norm? 

It is fair to say that this is work in progress and while some 
revised policy priorities have become clear, there is still a 
lot more which is still unclear. Russia is at a crossroads and 
must decide on which road to take. This is unlike the 2009 

recession when it was okay to simply sit it out and wait for 
the oil price to recover. This is one of those times when it 
really is different. 

Of course the Kremlin could make the conscious decision to 
try to pursue a muddle-through strategy, i.e. a sort of cross 
your fingers, hope for the best and keep telling people that 
it will be fine tomorrow. That’s a sort of Brezhnev option 
and would more likely lead to borderline stagnation and 
poor investment returns. Eventually a long period of poor 
economic performance could create conditions for a colour 
revolution. It seems that many in the Kremlin are aware of 
this, and fear it, so that a do nothing option is most unlikely.

Chris Weafer of Macro-Advisory

It is axiomatic that every major sporting event has a 
distinctive theme tune and every financial crisis has 
at least one unique descriptive slogan or buzzword. In 

Russia today the competition for that catchphrase is between 
“localisation” and “the new norm”. A great deal has already 
been written about localisation, aka “import substitution”, 
but what exactly does “new norm” mean and how may it 
affect businesses and investment returns in the future?  

The one point we can be sure of is that it will not involve a 
return to the old macro or growth model. Between 2000 and 
2012 the Russian growth model was founded on an almost 
unprecedented consumer boom, which was fuelled by $3 
trillion of trickle down oil and gas tax revenues and the start 
of the credit industry. That led to a dozen years of strong 
double-digit growth in the retail and other consumer sectors 
which, in turn, was the main driver of headline GDP growth. 

That phase is now over and while the consumer and retail 
sectors are still capable of growing at rates above those of 
developed economies, the sector has matured relative to the 
end of the nineties and is no longer capable of driving strong 
headline growth alone. Russia needs a new growth driver 
and that has to be based on a big and sustainable increase in 
investment spending. 

This is something that President Putin acknowledged 
publicly for the first time in his annual Federal Assembly 
Address in December 2013. Recall that growth in 2013 
slipped to only 1.3%, from almost 4.5% two years earlier, 
and that despite oil averaging $110 per barrel and against a 
backdrop of global recovery. The message about the need for 
change could not have been clearer.

MACRO ADVISOR:  

Weak ruble is  
the ‘new norm’ 

"Russia needs a new growth driver 
and that has to be based on a big and 
sustainable increase in investment 
spending"
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December. For sure there were queues at ATMs but only to 
extract cash in order to buy durable goods that could have 
become scarce or more expensive in the months ahead. 
People no longer equated a ruble collapse with a broader 
economic threat in the same way they used to a decade or 
more earlier. 

The key message that a weaker ruble is better than a strong 
ruble started to be better understood when the first quarter 
macro report showed a significant gain in some parts of 
domestic manufacturing as a result of the competitiveness 
boost from the ruble weakness in late 2014. Suddenly 

people were looking for cheaper domestic alternatives. 
We also now hear government officials linking the more 
“competitive” currency with the import-substitution 
strategy. The same can be said for the plan to try to 
boost exports in sectors outside of extractive industries. 
“Competitive Russia” may also become one of those slogans 
to be associated with this crisis.  

The other epiphany we hear, and have seen in action, is the 
understanding that it actually matters much less where the 
oil price trades so long as the ruble is allowed to be flexible 
to compensate. This is one of the reasons cited by the finance 
minister for his concern about the strong ruble recovery in 
the three months to early May. He can more easily balance 
the budget with a weaker or flexible ruble. 

It is early days yet and we should not expect any major 
new initiatives from the government until there is more 
confidence about financial sector sanctions ending and, 
perhaps, until the election process is completed. But what  
we do know with certainty is that the economy has survived 
the crisis and will pull out of recession in Q4 this year or 
early in 2016. 

But just surviving is not good enough beyond the short 
term and, thankfully, it seems those with the power to 
make changes seem to understand that. There needs to 
be many changes in the years ahead, not least of which 
is the need to improve the business climate and boost 
competitiveness. But the shift in the ruble policy shows 
there is an underlying pragmatism. For businesses and 
investors looking past the current crisis that alone should 
offer a reason for optimism. 

Those with a Russia phobia warn of a turn towards increased 
nationalism and isolationism, i.e. a sort of blame the West 
option as a possible distraction strategy. There is zero 
evidence that this is a plausible option being considered. 
On the contrary, there is plenty of evidence from the past 
18 months which shows that despite the tough geopolitical 
rhetoric and threats, in the end the Kremlin has been careful 
not to push away Western companies and has been trying to 
limit the damage to longer-term recovery prospects. In any 
event a colour revolution would surely come much sooner 
down that particular road.

Instead the evidence suggests that Putin’s government 
is more interested in changing the model and creating 
conditions that can lead to a higher level of growth over the 
longer-term. Certainly for now the priority is maintaining 
stability and riding out the financial storm and almost all 
of the resources available to the government are being set 
aside to ensure that remains the case. Only when banks and 
industrial companies are again able to access international 
debt markets may we see a clear shift from planning and 
optimistic government rhetoric to specific actions. 

But one part of the long-term recovery strategy has already 
been put into effect and that is the 180-degree change in the 
ruble policy. Ever since the 1998 default and ruble collapse 
the government has prioritised a strong and stable ruble 
policy. 

There were several good reasons for that. The first being 
that the country was performing very nicely on the back 
of rising hydrocarbon wealth and had little need to create 
diversification or to boost such sectors as manufacturing. 
Russia could afford to import what it needed and people 
were very happy to spend the strong ruble on foreign 
holidays. 

The second reason was because of the legacy of the 1990s 
during which there were several currency and bank crises. To 
some extent the ruble had become the bellwether of overall 
wellbeing in the country and so long as the ruble was stable 
and the state banks expanding there was no reason to worry 
about much else.

The third reason, which was especially evident in 2008 and 
2009, was because so many of Russia’s industrial companies 
and banks had borrowed so much in low interest bearing 
foreign currencies on the assumption that there was no 
exchange rate risk. The 2008 oil price collapse forced 
the central bank to burn through around $200bn of its 
reserves to try to defend the ruble, while Russian companies 
scrambled to convert their external loans into ruble debt. 
That situation has also changed completely and the risk mis-
match is much less dangerous today.

Over the past six months the policy started to change. First 
there was no public panic when the ruble collapsed in 

"The shift in the ruble policy shows 
there is an underlying pragmatism"
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mechanisms now in place to prevent war. While it’s hard to 
be especially excited about the usual bureaucratic responses 
of delegations and démarches, ministerials and multilaterals, 
that is often the point, deliberately slowing the pace and 
cooling the temperature.

Secondly, most wars reflect poor intelligence. Britain knew 
Argentina wasn’t going to invade the Falklands in 1982, for 
example, while Argentina knew Britain couldn’t or wouldn’t 
try and take them back. Oops. Perversely, the scale of both 
Russian and Western intelligence activity today is in this 

respect a plus. The West may not be able to get an agent into 
Putin’s inner circle, but one way or the other they will get 
prior warning if Moscow is moving to a genuine war footing. 
Likewise, however much the Kremlin may dislike Nato, unless 
and until its spies becoming willing to flat-out lie to Putin (and 
for all his dislike of disagreement, he is also deeply suspicious 
of attempts to play or manage him), he will know the West 
does not plan a move against Russia.

Putin is not, after all, a fool, even if he does seem now to be a 
believer in his own rhetoric and his own mythology. His goals, 
beyond maintaining and enjoying power, revolve around 
Russia’s status and autonomy. To this end, he is not interested 

Mark Galeotti of New York University

It’s bad enough when people reach for the Cold War as a 
means of understanding the current mess in Russo-Western 
relations. But when the unthinking and arrogant slide 

into the murderous chaos that was World War One begins 
to be used as a parallel, I get thoroughly frustrated. After 
all, the consequence is that soon enough, the conversation 
becomes one of the prospects of a Third World War, and that is 
questionable and downright dangerous.

The basic line, comprehensively developed by Max Fisher 
in a recent Vox article, is that while Moscow would not want 
to initiate global thermonuclear Armageddon (and in such 
speculations it always is Russia that would start this war, by 
the way), its aggressive brinkmanship might force the West 
into responses that, in turn, would make the Kremlin feel 
it has no option but to initiate hostilities. In other words, a 
combination of miscommunication, misunderstanding, fear 
and machismo would take us stumbling into war.

It is certainly true that in geopolitics, as in every aspect of our 
imperfect human relations, accidents happen. Furthermore, 
some of the rhetoric on both sides is certainly inflammatory 
and alarming. Russian Security Council secretary Nikolai 
Patrushev has said that the US is looking for “an instrument 
to weaken Russia dramatically” and “would very much like 
Russia not to exist at all – as a country”.

Conversely Mac Thornberry, a Republican congressman from 
Texas and chair of the House Armed Services Committee, has 
affirmed that the US faces an “existential threat” from Russia, 
and former Nato commander James Stavridis has said that the 
West needs “to negotiate from a position of strength because 
that's all that the Russians understand”.

However, let’s not get too carried away by extravagant 
rhetoric. First of all, there are far more extensive diplomatic 

STOLYPIN: 
Apocalypse Not

“The West may look divided now, but 
Europe actually has been more united 
and tougher than might well have 
been expected” 
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unmanned armour in the Baltic states, more than 40 new 
ballistic missiles would be deployed.

This duly earned alarmist column inches in the West, but 
actually represented nothing more than a packaging of the 
modernisation of Russia’s nuclear arsenal, a process in place 
for years. This is about leveraging Western fears, not signalling 
a potential attack. Moscow’s real weapons are informational, 
not thermonuclear.

On one level, the Russian strategy is working. The more the 
West worries about the risk of a conflict, whether deliberate 
or accidental, the more it forces people to decide just how 
important Ukraine, or Georgia, or the Baltic states really are 
to them.

But the real risk is not that Russia will blunder into war, 
launching an act of direct aggression that spirals out 
of control, it is that Moscow might feel it can ignore 
international norms and adopts an increasingly assertive 
position in the area it regards as its sphere of influence, 
including Ukraine.  In response, the West might either lose 
its unity and will to resist, or else overcompensates.

If Western unity does fray though, it is unlikely to lead to 
Russian tanks rolling through the Baltic states. However 
much Moscow may enjoy looming over these states, an  
actual invasion would net minimal gain and trigger Nato's 
mutual protection obligations. Instead, just as the war in 
the Donbas is not about the Donbas but a lever with which 
Moscow hopes to force Kiev back into line, so too the  
Baltic confrontation is seen as a way to distract, divide  
and demoralise the West.

Alternatively, if the West overcompensates, it risks pushing 
Russia into a position where it feels it has to up the ante.  
This will not mean war, but disruption. If Moscow really  
feels it has nothing to lose, it can do much to make the world 
a miserable and dangerous place for the West, from arming 
warlords to destabilising allies, cyber-sabotage and market 
manipulation.

So this is not a counsel for complacency. Rather, it is an 
appeal – from an historian – to treat historical analogies 
with caution. We all use metaphors to understand and 
explain, and history is a great tool. But there are distinct 
limitations and risks in using it as a tool of prediction. There 
is a real threat in the escalation of the conflict, but it is a 21st 
century threat of political chicanery, economic upset and 
geopolitical destabilisation, not a re-run of the Great War – 
or a final expression of the Cold War nightmares of nuclear 
Armageddon. 

Mark Galeotti is Professor of Global Affairs at the SPS Center 
for Global Affairs, New York University. He writes the blog In 
Moscow’s Shadows and tweets as @MarkGaleotti.

in exporting Russian values to Europe, much less courting 
destruction in the name of some abstract ideology. Would he 
like to see Nato broken? Of course. But not at any cost.

Neither are the people around him fools. They are generally 
cynical pragmatists with much to lose. Even were Putin hell-
bent on confrontation, it is less clear that they would follow 
him. Potentially, quite the opposite. When Nikita Khrushchev 
was playing nuclear chicken with Kennedy over the Cuban 
Missile Crisis, it was his own generals who forced him to 
see sense, and his willingness to engage in such dangerous 
brinkmanship was one of the factors behind his ouster in 1964.

In 1914, the balance of power in Europe was broadly even; it 
would take the entry of the US into the war truly to decide it. 
This is hardly the situation now. The very reason for Moscow’s 
adoption of the present non-linear/hybrid tactics, revolving 
around bluff and political manipulation, is precisely that it 
understands just how much weaker it is.

Its military may look powerful on paper, but most of its 
brigades are of indifferent quality. As things stand, the 
conflict in the Donbas is exhausting most of its more able, 
intervention-ready forces. The West may look divided now, 
but Europe actually has been more united and tougher than 
might well have been expected. There is little doubt that in 
any direct Russian threat, the key military powers would be 
fully committed to a rebuff.

Shaking the nuclear sabre
And there is little doubt that Nato and the West have the 
capacity to make that rebuff as devastating or as scaleable 
as they please, with a wealth of instruments short of all-out 
war: the sanctions regime could be massively extended to 
all but shatter the Russian economy; Russians’ assets in the 
West could be frozen or expropriated; Russian forces outside 
Russia shelled and bombed with dispatch and precision.

The prospect of Nato actually invading Russia, though, 
something that could well trigger a nuclear response, is nil. 
The prospect of Russia making a first strike attack on Nato 
– something that, incidentally, even goes against its own 
military doctrine – seems almost equally unlikely.

Of course, the Russians are happy to shake the nuclear sabre. 
After all, they don’t have many others – and they know it 
always gets the West’s attention. Consider Putin’s recent 
statement that in response to the US’s decision to pre-position 

“If the West overcompensates, it risks 
pushing Russia into a position where 
it feels it has to up the ante” 
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Newcomers on French literary  
scene spark fresh interest in  
today’s Central Europe

to France in 1975 and shifted to writing in French, is an 
exception. The now 86-year-old celebrated writer made 
an unexpected comeback in 2014, with a successful new 
philosophical novel, The Festival of Insignificance. But this 
piece’s setting is not his native country, it is Paris’ elegant 
Jardin du Luxembourg.

Before WWI and WWII France was a country drawing a large 
number of immigrants from Central and Eastern Europe. 
These included many Jews from Russia and Ukraine, of course, 
but also from Poland, Hungary, or Romania, which are a 
dominant group, on the run from misery and pogroms. Writers 
and artists with this background were very present in French 
public life: the Dadaist Tristan Tzara and the celebrated poet 
Guillaume Apollinaire are among the most prominent. The 
Austrian Jew Stefan Zweig was a best selling author in France 
– as in Germany, but unlike in Britain. Galician-born Joseph 
Roth spent the last six years of his life in Paris, where he died, 
impoverished and an alcoholic, in 1939.

The nationalistic and anti-Semitic Vichy regime running France 
after its military defeat by Nazi Germany in 1940 choked off this 
cultural life. Confinement of foreigners in dreadful internment 
camps, vividly described by Arthur Koestler in Scum of the Earth, 
and deportation of Jews was the new order of the day. After 
WWII, the descendants of Central and Eastern migrants blended 
fully into French society. Then came the Cold War, which largely 
cut off links with the region.

Iana Dreyer in Paris

M itteleuropa is a travel book with musings on books, art 
and film that has been nominated for the European 
Book Prize 2015. Other new titles – Karpathia, 

Eastern, Prague, faubourgs est – by young first-time novelists 
are being brought onto the book market in a matter of a few 
months between mid 2014 and winter 2015. The cities Krakow 
and Wroclaw were invited to showcase their writers at the 
Salon du Livre, the key French-language annual book fair 
in March 2015, in another indication that Central Europe is 
becoming attractive for France’s reading public. Are France’s 
literati suddenly taking a renewed interest in Central Europe? 

Since the death in 1980 of Romain Gary, author of A European 
Education (1945) and Promise at Dawn (1960), with his 
Russian Jewish-Polish-Lithuanian background and flamboyant 
globe-trotting persona, there’s hardly been, among the 
towering figures of French literature, anyone using the region 
as a source of inspiration or setting for a meaningful piece of 
literary work. 

Traditional links
France has a long tradition of welcoming exiled writers and 
other artists from Central and Eastern Europe. Poland’s Witold 
Gombrowicz, or Romania’s Eugène Ionesco in the post WWII 
period are such examples. Among those who wrote in French, 
few did on the countries they were born in.

Milan Kundera, the Czechoslovakian writer who emigrated 
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Beyond the Holocaust
The early 1990s were a period of rediscovery of the region. 
In Mitteleuropa Olivier Barrot recalls his discovery of still 
unknown works from Hungary:  “Like so many people, I 
discover  [Sandor] Marai when his books got translated after 
the fall of the Berlin Wall and the communist regime."

Except as – or because it tends to be - seen through the 
Holocaust prism in France, Central and Eastern Europe tends 
to be what Jean-Christophe Buisson, a literary critic at Le 
Figaro newspaper termed, a “a grey zone, almost black, in 
which one is hardly interested in”.

That decade is also one of brooding over the Vichy past. In 
Dora Bruder (1997), 2014 Nobel Prize winner Patrick Modiano 
wrote the story of a man trying to piece together through 
newspaper clips and police archives the life of a rebellious 
teenager, daughter of Jewish immigrants from Austria and 
Hungary, who was deported to a Nazi death camp.

Though the number of translations of contemporary writers 
from Central and Eastern Europe has increased in recent years, 
French publishing tends to be one step behind the German 
book industry. Joanna Bator’s 2009 novel Sandy Mountain, a 
family saga under communist and post-communist Poland, 
was published in German in 2011. It appeared in French only 
in 2014 (and it still isn’t available in English). It is generally 
small, niche publishing houses such as Editions Noir sur Blanc 
or Actes Sud who bring books from contemporary writers from 
Central Europe to the market. 
 
Slovakian-born French filmaker Andrea Salajova captured 
France’s lack of interest rather well. Eastern, set today and 
published by one of the most established Parisian houses 
Gallimard, is the story of a Slovakian-born Paris-based dancer 
Martin, who returns to his native town Michalovce, a run-
down Soviet-era industrial town in Eastern Slovakia, to visit 
his grandfather at his deathbed. 

Martin has been away from home for 10 years and hadn’t 
made efforts to stay in touch. As he broods over his uncertain 
success in France’s art scene, he meets those he left behind: 
a family belonging to those groups of society who lost out in 
the post-communist transition, incapable of making money 
in a new world of brash materialism. Their life is one of low 
expectations, chronic unemployment, alcoholism, and racism. 

Of Martin, the narrator writes: “In Paris, he hadn’t talked to 
anybody about his previous life. There are only very few people 
who are really interested, he understood this very quickly." 

Among the few who do have a genuine interest in the region 
are younger French-born writers, mostly newcomers on the 
literary scene.

Austro-Hungarian mania
Timothée Demeillers, a journalist and travel guide author in 
his early thirties, has lived in Prague, where he first went on a 

student exchange. He was drawn to Central Europe precisely 
because it seemed at first “seedy, grey and mysterious”, he told 
bne IntelliNews.

Prague, faubourgs est (Prague, Eastern suburbs), is the story 
of two young men who live their formative adult lives in the 
early years of the post-Communist era selling drugs, pimping 
and drinking in the city’s gritty bars and clubs. Both were in 
love with the same woman. The book draws a portrait of an 
impoverished city that discovers mass tourism and prostitution 
on a large scale in the 1990s. Marek ends up leaving in 2000 
for the United States, to return seven years later, finding his 
close companion of those wild years, Jakub, drifting away as a 
drug addict and dealer as the city gentrifies and grows rich. 

Salajova and Demeillers’s books have in common the key 
theme of what Demeillers termed in an interview with bne 
IntelliNews “the very rapid destruction of people’s hopes 
after the fall of communism”. Migration and alcoholism are a 
corollary. 

Eastern’s first page contains these words: “All migrations of 
European Man have been to the west”. Demeillers’s Marek, 
in a moment of doubt about having returned to Prague, says: 
“it’s as if Warhol came back to walk into the wooden churches 

of his native Eastern Slovakia, or if Schwarzenegger went 
back to his Austrian mountains, that wouldn’t fit, one would 
think something’s wrong, that life goes only in one direction 
and not the other, that the world does not go East, mind you, 
otherwise we would know it, right?”

Another newcomer on the French writing scene is Mathias 
Menegoz. The first novel of a scientist by profession, Karpathia, 
immediately won a prestigious prize, the Interallié. The book 
is a sophisticated historic adventure novel set in the Austro-
Hungarian Empire of the 1830s. It is written in a flawless, 
smooth classic style, some have likened to Alexandre Dumas’, 
the 19th century author of the Count of Monte Cristo. The 
story is one of a Hungarian aristocrat engaged in the Austro-
Hungarian army who, after fighting a duel to defend the honour 
of his future wife, quits military life to settle in his family estate 
in Transylvania. The book is all about strife: aristocratic pride, 
feudalism, interethnic tensions, passion, love, violence.  

But it is not only about the past. In an interview at the March 
Salon du Livre, Menegoz explained: “In France one feels 

“France has a long tradition of 
welcoming exiled writers and other 
artists from Central and Eastern 
Europe”



bne  August 201576  I & PEOPLECULTUREARTS

Demirel was the country’s dominant political figure 
throughout the 1960s to the late 1970s, during one of 
Turkey’s most turbulent times that finally led to a military 
coup in September 1980. Demirel also had survived a 
military coup in 1971. He and his Justice Party, or AP, were 

 Kivanc Dundar in Istanbul

Suleyman Demirel, who served seven times as Turkey’s 
prime minister and as the country’s ninth president 
from 1993-2000 in a political carrier spanning nearly 

50 years, died, aged 91, in Ankara, where he was being 
treated for a respiratory tract infection.

OBITUARY: 

Suleyman Demirel,  
Turkey’s Teflon 
premier and  
president

one is in an old, solid, nation unified a long time ago. But 
there are plenty of other European countries that were about 
Germans living in an Austro-Hungarian empire, Hungarians, 
Romanians, etc. They had their culture, their religion, their 
language, without belonging to a nation in such a unified 
sense as ours. And that was very exotic to me. But during my 
research for the book and travels to Romania and Hungary I 
also understood the problems.” 

The huge success in France of Zweig’s memoirs The World 
Of Yesterday, re-edited in 2013, shows that Menegoz is 
not alone with this fascination. In an interview with bne 
IntelliNews, Barrot even speaks of a “mania” for everything 
Austro-Hungarian, and which he says is not only a French 
phenomenon. Does this interest in a political state that defies 
the traditional French republican self-understanding indicate 
that something deeper is going on in the country? 

Common roots
Barrot is one of the few figures of the close-knit literary 
establishment to have come out with a book about these 
parts of Europe. Barrot is interested in a broadly defined 
geographical area: the main criterion for a country, writer or 
piece of art to be included is to have been located somewhere 
where the German language was dominant in the late 19th and 
20th centuries: the Austro-Hungarian Empire in particular, 
right down to Northern Italy and the Balkans, but also 
Switzerland, Liechtenstein, and of course Germany itself.

By contrast, Demeillers and Menegoz are newcomers more in 

sync with today’s realities in Central Europe. Yet all three share 
one feature: though solidly anchored in France, they all have a 
family background rooted in Central Europe. Barrot has Jewish 
ancestors from what used to be Bessarabia. Demeiller’s mother 
stems from a Sudeten German family. Menegoz’s mother is from 
a German family from Hungary. All three say their books are 
not about a quest for identity, although their background partly 
explains the initial curiosity that drew them to the region.  

France’s polity is deeply divided about its contemporary 
multicultural society. Its elite frets about its place, power, and 
role in an enlarged, open Europe. A big part of the population 
is tempted by the sirens of nationalism and xenophobia. 
Europe’s future itself is again in question with the crisis 
over Ukraine and in the Eurozone. In such an environment, 
getting a sense what worked and didn’t in defunct Austria-
Hungary may be a way of dealing with some of the resurgent 
ghosts of a darker European past. In France writers with this 
special background are best placed to contribute to the whole 
discussion of what it means to be European today.  

Book references:
• Olivier Barrot, Mitteleuropa, Gallimard, Paris, February 2015
• Joanna Bator, Le-Mont-de-Sable, Editions Noir sur Blanc, 

August 2014
• Timothée Demeillers, Prague, faubourgs est, Asphalte 

éditions, Paris, October 2014
• Arthur Koestler, Scum of the Earth, Eland, London, 2006
• Mathias Menegoz, Karpathia, P.O.L., September 2014
• Andrea Salajova, Eastern, Gallimard, February 2015
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banned from Turkish politics after the 1980 coup. He later 
led the True Path Party, or DYP, from 1987 to 1993.

Demirel, who was born in 1924 in a village in the south-
western province of Isparta to a poor farming family, studied 
civil engineering at the Istanbul Technical University, one of 
the country’s most prestigious schools. After graduation, he 
started to work for the state department for electrical power 
planning in 1949. He went to the US for further engineering 
studies. Demirel became the head of the State Hydraulic 
Works (DSI), supervising the building of dams, power plants 
and irrigation facilities during the 1950s that later earned 
him the title “the king of dams”.

Demirel, a conservative, entered Turkish politics in 1962. 
He became the leader of the AP in 1964 and led the rightist 

party until the 1980 coup. Because of his rural background, 
Demirel was known as “Sulo the Shepherd”. Back in the 
1960s, Turkey was still largely an agrarian society and 
his village background appealed to the electorate in the 
conservative heartland of Anatolia. Demirel, a skilful orator, 
first came to power in 1965 when his AP won a landslide 
victory in the 1965 elections, garnering 52.9% of the votes.

Turkey’s leftists always despised Demirel because of his 
good ties with the US and his staunchly anti-socialist views, 
deriding him as “Morrison Demirel” – an allusion to his job 
as representative in Turkey for an American contractor called 
Morrison Knudsen. In the eyes of the leftists, “Morrison 
Demirel” was in the service of American imperialism.

Despite facing two military coups, Demirel never challenged 
the mighty military. He did complain about the military 
interventions but never tried openly to reduce the military’s 
influence over Turkish politics. He was a true pragmatist. 
He once famously said, “yesterday was yesterday, today is 
today”, when challenged over how he so easily adapted to 
the changes in political climate and changed his positions.
Demirel forged alliances with far-rightists and Islamists 
back in the 1970s. His ban from politics was lifted in 1987 
and he served as PM in a coalition government with Social 
Democrats from 1991 to 1993.

When Turgut Ozal, then president, died of a heart attack 
in 1993, Demirel succeeded him, becoming Turkey’s ninth 
president. He followed in Ozal's footsteps also by developing 
ties with the Turkic republics of the former Soviet Union 
during his presidency.

“Despite facing two military coups, 
Demirel never challenged the  
mighty military”

Turkey’s “wise man”
The last years of his political career coincided with the 
bloody clashes between the military and the Kurdish 
separatist PKK. Unlike today’s more pragmatic policy 
of President Recep Tayyip Erdogan, Demirel refused to 
negotiate over the Kurds’ rights. He believed military 
tactics could solve the “Kurdish problem”, using all means 
necessary to oppress Kurdish demands, including torture, 
evacuation of villages, even assassinations and summary 
executions of suspected militants.

Demirel, who himself was overthrown twice by the 
country’s generals, remained silent when an Islamist-
led government collapsed under the pressure from the 
secularist military in 1997, in an event later dubbed as 
Turkey’s “post-modern coup”. The military did not directly 
seize power, but forced the Islamist PM Necmettin Erbakan, 
who was in a coalition government with Demirel’s former 
party DYP, out of office.
 
Demirel was seen by many as Turkey’s “wise man”, and one 
of great political survivors, equipped with necessary skills to 
navigate through troubled waters at very difficult times.

President Erdogan, who unlike Demirel is chafing against 
the restrictive purely ceremonial role of the presidency, and 
Prime Minister Ahmet Davutoglu praised Demirel’s services 
to his country.

Erdogan’s AKP came to power in 2002, two years after 
Demirel’s term ended. They never worked together.

Demirel served as president when Turkey was plagued 
by unstable coalition governments; today Erdogan, 
whose ambitious plans to transform Turkey in a powerful 
presidential system were dealt a significant blow in the 
June 7 elections, also now faces serious political challenges. 
The AKP, the party Erdogan founded, lost its majority in 
parliament and it is now struggling to form a coalition 
government with the opposition parties that are deeply 
hostile to Erdogan.

The question remains whether Erdogan, also a pragmatic 
politician, will retreat and accept playing a ceremonial role so 
as not to further polarise the society, just like Demirel when he 
was thrown from power by the military but remained silent in 
the name of the nation’s higher interests. 

“Yesterday was yesterday, 
today is today”
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SIXFOLD INCREASE IN FOOD POVERTY IN UKRAINE
Ability to buy different types of goods, percentage of respondents.

Not enough money to buy food

Enough for food, but clothes a challenge

Could buy a TV, but not large appliances

Enough for large applianes, but not a car

Enough money to buy most things

No answer

Source: TNS Global

The number of Ukrainians who consider 
themselves to be in food poverty has 
increased six-fold in the last two years, 
according to a study by international polling 
firm TNS Global. 

The survey asked 5,000 Ukrainians if they 
considered themselves wealthy enough to 
buy certain goods, ranging from televisions 
and large household appliances to basic 
necessities such as clothes and food. 

In April 2013, only 1% of respondents said 
they did not have enough money to buy 
sufficient quantities of food – a figure that 
increased to 6% when the survey was 
conducted in January this year.

Krakow, Kyiv and Bratislava have taken 
the crown as the three cheapest cities in 
the Europe for beer, according to a study 
by travel price comparison site GoEuro. Its 
Beer Price Index measured the prices of 33cl 
beers in supermarkets and bars across the 
world.

Krakow and Kyiv both had an overall price 
per beer of $1.66, with Bratislava following 
closely at $1.69. Central and Eastern 
European (CEE) cities made up seven of the 
10 cheapest spots for beer in Europe.

Europe’s emerging markets face “heart-
stopping” demographic challenges, 
according to a study published by academics 
at Green Templeton College, University of 
Oxford.

The report warns of “growing disjunctions 
between longevity and retirement ages” in 
emerging markets”, highlighting that “some 
people now spend more time retired than 
working and many more will do so in future”.

As the chart shows, many emerging market 
nations’ retirement-age populations are 
growing at a faster rate than their working-
age populations – some of which are actually 
shrinking.

Sixfold increase in food poverty in Ukraine
Ability to buy different types of goods, percentage of respondents.

Europe's cheapest cities for beer
Overall average price for 33cl beer (bar and supermarket prices)

Over-65 vs working-age population
% growth, (1990-2010)

Source: TNS Global

Source: EuroGo

Sources: United Nations 'World Population 
Prospects'; IMF; OECD
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Washington-based think tank Freedom 
House’s latest “Nations in Transit” report 
has suggested that democratisation in post-
communist Eurasia has slowed or, in some 
cases, stalled altogether.

The think-tank – chaired by former US State 
Department counsellor Kenneth I. Juster - 
rated countries on a series of indicators that 
aim to measure how democratic they are.

As the chart shows, Freedom House’s 
methodology resulted in a clear correlation 
between scoring well on democratic values 
and EU membership.

Source: Freedom House

While Greece’s continuing economic woes 
are doing no favours for countries on its 
immediate periphery, any negative ef-
fects on Athens’ neighbours or the wider 
CEE/CIS region will fall far from justify 
the term “contagion”, says Peter Sanfey, 
Deputy Director of Country Strategy and 
Policy at the European Bank for Recon-
struction and Development.

“I think in Greece’s immediate neigh-
bourhood, there are some close ties, but 
let’s not forget that Greece is not that 
big a country or economy,” Sanfey says. 
“Saying that,” he adds, “there are some 
important trading ties with countries like 
Bulgaria and Albania in particular.”

Sanfey cites a sharp decrease in the 
remittances received by Albania in 
recent years – as Albanians working in 

Greece have been laid off and returned 
home – as one of the knock-on effects 
of Greece’s struggles. “That’s been a bit 
of a hit on the economy, but it’s already 
an existing issue – Albania’s coping with 
that,” he says.

The biggest potential vulnerability in the 
region that Sanfey notes is the financial 
sector, where five Greek-owned banks 
play a large role. Despite this, he says, 

“they’re quite independent, they’re regu-
lated locally, they’re very well capitalised 
and they have a lot of liquid assets” – all 
of which, he says, is “quite reassuring”.

Greece’s “important trade links” with 
Bulgaria present another vulnerability, ac-
cording to Sanfey, as “a deep recession in 
Greece reduces the demand for Bulgarian 
exports”. Despite this, he adds, Bulgar-
ian trade with Greece is only a small 
part of the total, “so even a big recession 
would have a fairly limited impact”.

Overall, Sanfey says, Southeast Europe 
is likely to return relatively healthy 
growth figures for 2015, in spite of events 
in Greece. “Our forecasts for the region are 
mostly in the order of 2% growth,” he says.

Greek fallout unlikely to have big effect on 
Southeast Europe, but caution still necessary

Peter Sanfey, Deputy Director of Country Strategy and Policy at the European 

Bank for Reconstruction and Development, interviewed by Henry Kirby

Democracy on downward slope
High score = less democratic
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FALL IN RUSSIAN INDUSTRY CONTINUES
Industrial production, year-on-year %

Source: Rosstat

Russia’s year-on-year industrial production 
has fallen for the fifth consecutive month. 
While the -4.8% decrease is an improvement 
on May’s -5.5%, it is worse than the -4.0-
4.2% decrease that most analysts predicted.

Falling consumer demand as a result of 
punishing inflation levels – 15.3% in June – 
has contributed to the decline in production.

Fall in Russian industry continues
Industrial production, year-on-year %

Source: Rosstat
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Country
Total

(2014)
YoY  (%
annual)

YoY  (%
qtr)

2015
Forecast

Per capita
($)

Agri. Indus. Serv.
Bud%
GDP

% GDP
Latest,

YoY
Last
year

% YoY

Albania 13,175 2.1 1.1 +3.4 4,549 22 15 63 -5.2 -14.9 +1.4 Jun 1.5 17.3 1Q15 -17.8 1Q15

Armenia 9,529 5.9 5.9 +3.3 3,551 22 31 47 0.4 -5.5 +5.5 Jun 1.8 19.1 1Q15 +5.2

Azerbaijan 75,188 1.4 1.4 +3.4 8,060 6 62 32 -0.5 17.6 +3.4 May 1.6 5 2013 -0.7 (2014)

Belarus 75,925 4.1 -22.94 +3.4 7,685 9 42 49 1.0 -0.9 +13.7 May 20.0 0.5 2014 -8.7

Bos/Herzegovina 19,191 1.1 +1.3 +3.4 4,735 8.1 26.4 65.5 1.6 -5.6 -0.2 Jun -1.0 43.3 Apr +6.9

Bulgaria 55,733 2.3 -6.9 +0.8 7,418 6.7 30.3 63 -3.4 -4.6 +0.4 Jun -1.9 10.6 1Q15 +3.9

Croatia 57,639 -0.4 -8.0 +0.5 13,415 5 26 69 -3.0 23.7 0.0 Jun -0.4 17.1 May +4.4

Czech Republic 186,877 4.4 -8.7 +2.5 19,295 2 38 60 -1.8 0.5 +0.8 Jun 0.0 6.2 Jun +2.0

Estonia 25,916 4.1 -3.7 +2.3 18,988 4 29 67 1.0 2.5 -0.1  Jun -0.4 6.2 1Q15 -2.3

Georgia 16,898 4.7 -0.8 +3.2 3,785 9 24 67 -5.9 -5.4 +4.5 Jun 2.0 12.4 2014 2.9 1Q15

Hungary 137,104 2.8 -5.6 +2.4 13,182 34 28 68.7 -2.6 4.2 +0.6 Jun -0.3 7.1 May +1.5

Kazakhstan 234,065 4.3 +8.6 +5.0 13,438 5 38 57 -3.4 -2.6 +3.9 Jun 7.0 5 Apr +1.1

Kosovo 7,308 5 -0.6 +3.8 4,022 12.9 22.6 64.5 Null -11.5 -0.4 Jun 0.4 35.2 2014 n/a

Kyrgyzstan 7,515 4 +3.6 +4.5 1,279 20.8 34.4 44.8 Null -14.2 +4.5 Jun 8.5 2.3 2013 +21.0

Latvia 31,920 3.6 -5.2 +2.9 15,973 4.9 25.7 69.4 -1.3 -1.4 +0.6 Jun 0.7 10.2  1Q15 +6.5

Lithuania 43,911 3.8 -5.4 +3.0 16,206 3.7 28.3 68 -0.5 0.1 -0.5 Jun 0.2 8.2 May +1.1

Macedonia, FYR 11,327 5.2 -5.5 +3.4 5,066 10 26 63 -3.4 -0.4 +0.5 Jun -1.1 27.3 1Q15 -5.0

Moldova 8,337 4.6 +0.9 +3.4 2,284 15 17 69 Null -6.2 +8.3 Jun 5.0 8.5 1Q15 +2.1

Mongolia 12,419 7.8 +7.0 +7.5 4,069 16 33 50 Null -12.5 +8.0 May 14.6 7.4 1Q15 +14.8 2013

Montenegro 4,547 2.7 +3.5 +3.0 7,334 10 20 70 -3.0 -14.2 +1.9 Jun -0.1 13.4 Jun 0.0

Poland 543,255 3.3 -6.0 +3.2 13,888 4 33.3 62.7 -1.7 -1.2 -0.8 Jun 0.3 10.4 Jun +2.8

Romania 199,903 4.3 -5.1 +2.7 9,794 6 43 50 -3.0 0.3 -1.55 Jun 0.7 7.1 May +2.6

Russia 1,261,604 7.2 -25.3 -3.8 14,421 4 36 60 -7.5 2.7 +15.3 Jun 7.8 5.6 May -4.8

Serbia 43,866 -3.6 +0.4 0.0 5,890 7.9 31.8 60.3 -4.6 -6.0 +1.9 Jun 1.3 19.2 1Q15 +17.7

Slovak Republic 99,795 2.2 -5.7 +2.5 18,090 3.1 30.8 47 -3.9 0.1 -0.1 Jun -0.1 11.5 May +1.3

Slovenia 48,051 2.6 -6.7 +1.8 23,262 2.8 28.9 68.3 -3.4 6.7 -0.7 Jun 0.8 12.3 May +5.0

Tajikistan 9,019 6.7 +6.7 +5.8 1,105 27 22 51 Null -2.1 +5.5 May 6.6 2.4 Mar +13.8

Turkey 843,173 2.8 +0.7 +3.3 10,852 9 27 64 -1.3 -6.1 +7.2 Jun 9.2 9.6 Apr +2.4

Turkmenistan 46,371 10.8 n/a +11.5 7,875 7.2 24.4 68.4 Null 0.2 +4.4 2014 6.0 10.6 (2013) n/a

Ukraine 162,881 -8.2 -39.2 -2.3 3,792 10 27 63 -4.6 -9.2 +57.5 Jun 12.0 10 1Q15 -20.7

Uzbekistan 60,828 7.6 +0.7 +7.1 1,995 19.1 32.2 48.7 1.3 3.9 +2.6 1Q14 2.8 4.8 (2012) 7.9 1Q15

MACROECONOMIC INDICATORS

Sources: World Bank; CIA Factbook; CEIC Data; Statistical Office of the Republic of Slovenia; Central Bank
of the Republic of Kosovo; Bloomberg; Finanzen; S&P: CapitalIQ; IMF: WEO October 2014; UNESCO Institute
for Statistics; InFinancials; EuroStat; Trading Economics; International Labor Organization; Asian Develop-
ment Bank; National Statistical Committee of the Republic of Belarus; Haver Analytics

*All data are latest available official fig-
ures or independent estimates

SPACE FOR AD/HOUSE AD SHOWING OTHE..

Gross domestic product ($mn) GDP composition (%)
Budget
deficit

Current
account Inflation (CPI) Unemployment Ind. prod.



bne  August 2015 New Europe in Numbers I 81

Stock market index Month 12-month Ytd
52-wk

low 52-wk high P/E Latest $mn
YoY
% $

YoY % local
curr. % adults % pop.

Albania (-) - - - - - - - - - 96.8 55.5

Armenia (-) - - - - - - - - - 99.6 46

Azerbaijan (-) - - - - - - - - - 99.8 20.4

Belarus (-) - - - - - - - - - 99.6 62.6

Bos/Herzegovina (SASE) -1.1 -2.6 -3.5 677.3 731.8 - - - - 98.2 37.7

Bulgaria (SOFIX) 0.0 -10.2 -7.3 468.6 563.3 12.5 3,985.6 -29.2 -13.4 98.4 91.4

Croatia (CROBEX) +1.7 -3.1 +2.7 1,704.3 1,938.7 14.0 18,891.2 -19.5 -0.4 99.1 64.1

Czech Republic (PX) +4.9 +8.9 +7.8 892.5 1,060.5 11.8 25,068.3 -22.5 -6.0 99 76.6

Estonia (OMXT) +0.5 +8.3 +12.8 729.0 897.8 21.5 1,977.9 -18.9 -0.7 99.9 27.9

Georgia (-) - - - - - - - - - 99.7 61.6

Hungary (BUX) +3.7 +24.7 +37.5 15,596.6 23,046.5 13.5 16,193.4 -10.8 +12.4 99.4 59.6

Kazakhstan (KASE) -3.5 -27.5 -7.9 759.6 1,314.8 7.3 11,671.3 -38.1 -35.2 99.7 44.5

Kosovo (-) - - - - - - - - - 0 41.3

Kyrgyzstan (-) - - - - - - - - - 99.2 -

Latvia (OMXR) 0.0 -0.8 +8.3 405.8 459.2 10.8 1,010.1 -22.0 -4.4 99.9 73.9

Lithuania (OMXV) +1.1 +6.3 +11.0 444.4 505.7 11.0 3,889.1 -14.5 +2.6 99.8 65.1

Macedonia, FYR (MBI10) +1.5 +2.9 -10.1 1,608.7 1,877.0 - 225.7 -79.4 -77.6 97.5 40.1

Moldova (-) - - - - - - - - - 99.1 38.4

Mongolia (MSETOP) -7.7 -12.2 -4.3 12,477.3 16,407.2 - - - - 98.3 -

Montenegro (MONEX20) - - - - - - - - - 98.4 61.1

Poland (WIG) -4.4 +0.1 +0.7 49,321.8 57,460.4 17.6 158,931.3 -20.9 -2.4 99.7 73.1

Romania (BET) +3.7 +9.6 +8.5 6,503.1 7,761.0 32.3 21,834.6 -16.0 +5.2 98.6 51.5

Russia (MICEX / RTS)
-2.7 /
-8.4

+15.6 /
-29.2

+13.3 /
+17.8

1,306.9 /
578.2

1,848.1 /
1,285.5

7.2 660,408.0 -16.9 +7.1 99.7 76.1

Serbia (BELEXLINE) -2.7 +11.7 -1.6 582.9 756.7 8.9 3,552.7 -0.5 +28.3 98.2 52.3

Slovak Republic (SAX) -3.6 +18.2 +11.1 205.3 268.3 - 48,330.7 +6.4 +30.1 99.6 55.1

Slovenia (SBITOP) -1.5 -6.8 -4.6 711.5 846.9 14.1 6,374.1 -23.8 -6.6 99.7 86

Tajikistan (-) - - - - - - - - - 99.7 22.4

Turkey (XU100) -3.0 -2.0 -5.3 72,612.2 91,805.7 15.0 226,207.9 -16.0 +6.5 94.9 -

Turkmenistan (-) - - - - - - - - - 99.6 69.3

Ukraine (PFTS) -3.3 -24.0 -13.4 337.7 488.2 5.2 6,895.3 -68.0 -55.8 99.7 79.7

Uzbekistan (-) - - - - - - - - - 99.5 -

FINANCIAL INDICATORS

Sources: World Bank; CIA Factbook; CEIC Data; Statistical Office of the Republic of Slovenia; Central Bank
of the Republic of Kosovo; Bloomberg; Finanzen; S&P: CapitalIQ; IMF: WEO October 2014; UNESCO Institute
for Statistics; InFinancials; EuroStat

*Official figure or independent estimate
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Upcoming events 2015

3rd Annual HR Minds Forum  (10 - 11 September)
Vienna, Austria
www.globalleadingconferences.com

5th Annual Risk Management Forum  (10 - 11 September)
Vienna, Austria
www.globalleadingconferences.com

International Cash & Treasury Management
(23 – 25 September)
Copenhagen, Denmark
www.eurofinance.com/copenhagen

X KAZENERGY Eurasian Forum  (29 September - 1 October)
Astana, Kazakhstan
http://kazenergyforum.com

Headline speakers

 Lord Rose, Chairman, Ocado 
& former Chief Executive & 
Chairman, Marks & Spencer

 Zanny Minton Beddoes, 
Editor in Chief, The Economist

José Manuel Barroso,  former 
President, European Commission 
& Prime Minister, Portugal

Michael E. Raynor, Author of 
‘The Three Rules: How 
Exceptional Companies Think’

Jogi Rippel, 
CEO & Founder, Tignum

 Dr Erez Morag, CEO & Founder, 
Acceler8 Performance

EuroFinance’s 24th conference on

International Cash & 
Treasury Management
23-25 September 2015  |  Copenhagen, Denmark

Join the elite at the world’s leading 
international treasury event to improve 
your fi nancial fl exibility, stamina and 
agility. The sophistication, level of 
expertise and networking is unrivaled 
by any other event of its kind.

EARLY REGISTRATION
BOOK BY 31 JULY

20% DISCOUNT 
FOR BNE READERS 

WITH CODE BNE/20

www.eurofi nance.com/copenhagen

For your company to thrive in today’s world, its 
fi nance function must be fi t, fl exible and strong. 
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The world today is moving fast, so why couldn’t your global business move even 
faster? With our Cash Management you are provided with a full range of high 
quality tools, products and services that will make your international transactions 
faster and safer – for you and for your business partners. Our local experts and 
International Desk in almost every country in Central and Eastern Europe will 
support you in your daily CM requirements. Whatever your business is, we will adapt 
our payments and CM solutions to your individual needs. www.rbinternational.com
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LONG-LASTING RELATIONS
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