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A paradigm shift in 
emerging markets
By Dr. Jerome Booth
Chairman, New Sparta Holdings

Our mental map needs radical change in relation to emerging markets and the 
role they play now and will do in the near future. Neuron-based intelligence 
and experience grow through use and empirical testing.

The structure of our thoughts is thus largely conservative, based on past ways 
of thinking – as are our institutions. We all need shortcuts to be able to think 
constructively, and these evolve to include various strongly held views, robust 
after long testing by human experience, and not just our own.
 
We need to challenge these from time to time – such is the nature of progress 
in human thought. Reality changes, and with it we may need to employ differ-
ent, more appropriate, models and views.
 
Even with something as seemingly objective as hard science, a new para-
digm, such as Einstein’s relativity, takes a long time to gain 
widespread academic acceptance and supersede a pre-
decessor paradigm such as Newton’s. Merely explain-
ing more phenomena and describing reality better is 
not enough. Eventually a critical mass of followers is 
reached and a rapid ‘paradigm shift’ occurs. 
 
My company New Sparta, the parent company of bne 
IntelliNews, is doing its part to challenge accept-
ed versions of events where prejudice and historic 
views by distant journalists proxy for on the spot 
deep understanding. bne IntelliNews has long been 
providing bespoke emailed news summaries from 
across the emerging markets to institutional clients. 
Together we hope to aid better understanding and 
challenge prejudice in emerging markets.
 

Try bne IntelliNews for free today.   
www.intellinews.com
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Eastern Europe 
 
Ukrainian President Poroshenko’s war 
on oligarchs escalated after authori-
ties seized chemical and gas concern 
Ostchem belonging to Dmitry Firtash, 
one of Ukraine's richest and most power-
ful oligarchs. 
 
 
Ukraine's richest man, metals and mining 
oligarch Rinat Akhmetov, is reportedly 
under investigation for financing ter-
rorism, reports he quickly denied. A Poro-
shenko ally claims that Akhmetov funded 
miners' protests in Kyiv on April 24. 
 
 
The Kremlin's party of power, United 
Russia, failed to win a single seat in 
elections to the 15-member city coun-
cil of Baltiysk in Kaliningrad in May. 
Deputies followed up in June proposing 
to move the October 2016 elections up 
by two months. 
 
 
Opposition activist and Russian it-girl 
Ksenia Sobchak got investigated after she 
posted a picture of herself in a beard 
and Orthodox clerical robes on charges 
of "offending Christians' feelings". 

 
 
 
Central Europe 
 
Poland leads the globe in convert-
ing economic growth into wellbeing, 
according to a new ranking. Poland's 
strong performance comes on the back 
of “robust gains” in employment, civil 
society, governance and environment 
among other things.  

The Czech government survived a 
no-confidence vote on May 26, called 
by the opposition in a bid to shine the 
spotlight on the conflicts of interest of 
the billionaire finance minister, Andrej 
Babis. 

Hungarian PM Orban will seek a 
fourth term, but claimed he has no 
plans to run for the presidency. Hungary 
will choose a president in 2017; Orban's 
Fidesz party will face a general election 
the following year. 

 
Hungarians are less satisfied with life 
than most in the EU. On a scale from 
0 ("not satisfied at all") to 10, Hungar-
ians scored 6.2, the same as the Greeks, 
Cypriots and Portuguese. The EU aver-
age was 7.1. Bulgaria brought up the 
rear at 4.8.  

 
Southeast Europe 
 
Tensions in Moldova’s pro-Russian 
separatist region Transdniester 
increased after Ukraine terminated 
an agreement with Russia on the transit 
of Russian troops to and from Transd-
niester. 

 
Albania and Serbia are set to sign off on 
a €1bn motorway project linking the 
eastern Serbian city of Nis with Albania’s 
Adriatic port of Durres. The two coun-
tries will seek EU funding for the project. 

 
Bosnia needs to borrow at least 
BAM1bn (€500mn) from the IMF to 
finance the budget deficits of the Bos-
nian Federation and Republika Srpska, 
according to the finance minister, who 
hopes the fund will apply the same 
"encouraging approach" it showed to 
Ukraine and Greece. 

 
The Serbian central bank expects the 
economy to stagnate this year, rather 
than contract by 0.5% as forecast in 

February, thanks to the faster recovery 
of foreign trade and a smaller than 
expected decline in domestic consump-
tion. The bank kept its GDP growth 
estimate for 2016 unchanged at 1.5%. 

 
Eurasia 
 
The Central Bank of Uzbekistan has 
denied halting forex operations fol-
lowing media reports of growing short-
ages of hard currency in mid-May.  

 
Kazakhstan increased meat exports 
by 150% in January-March 2015, with 
exports of frozen beef up by over 500% 
y/y to 615,000 tonnes in 2014. Exports 
of cheese and cream cheese went up 
by 360% in January-March, but grain 
exports fell to 5.86mn in July 2014-May 
2015 from 8.16mn tonnes in the same 
period a year earlier. 

 

 
The EBRD says it will increase invest-
ment in Kazakhstan this year, up 
from last year's record of $700mn. The 
development bank already approved a 
€70mn loan for the country's first solar 
power project and a €42.5mn loan to 
upgrade Astana International Airport 
in June. 
 
 
President Gurbanguly Berdymuhamedov 
plans to change Turkmenistan's con-
stitution to extend his rule from five 
to seven years. The president recently 
unveiled a statue of himself on horse-
back cast in bronze with a gold plate in 
the capital.  

Politics & Economics
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Eastern Europe 
 
Ukraine issued $1bn of five-year 
bonds backed by the US government 
as part of efforts to keep the country 
solvent. This is the second US-backed 
bond and follows another $1bn five-year 
issue in 2014 priced to yield 1.844% and 
rated in line with US debt. Ukraine's 
own bonds were bid at a 27.65% yield on 
May 25. 
 
 
Ukraine’s parliament approved a law 
allowing the state to impose a mora-
torium on foreign debt payments. 
Before the vote in the parliament, Prime 
Minister Arseniy Yatsenyuk said that 
Ukraine has to pay $30bn of foreign debt 
and $17bn of domestic debt over next 
four years. 

 
A top IMF official said Ukraine could 
continue receiving loans, even if it 
stops paying private creditors. It is, 
however, a trap of sorts say analysts, as 
Ukraine would cut itself off from credit 
markets in this case. The deadline for a 
debt restructuring deal was June 15 but 
that may be pushed into July. 
 
 
Sberbank issued its maiden yuan-
denominated letters of credit with 
financing from Export-Import Bank 
of China for Baikal Bank’s client JSC 
Pharmasyntez. The deal follows on from 
Rosneft’s decision to settle oil contracts 
with China in yuan. Gazprom Neft is 
also now settling all its crude sales to 
China in yuan. 

 
Central Europe 
 
Czech brewery Plzensky pivovar was 
caught trying to sell a bogus craft 
beer. The country's largest brewer – 
which makes brands Gambrinus and Pil-
sner Urquell – admitted it was behind a 
fake microbrewery, with which it hoped 
to tap a fad for craft beers. 
 

 
UniCredit will close one third of its 
Hungarian bank branches. The Italian 
banking giant follows Raiffeisen Bank 
International and is seeking to cut costs 
in the loss-making market.  

 
Russian banking giant Sberbank is 
mulling an exit from smaller markets, 
including Slovakia and Hungary. How-
ever, the bank is set to raise investment 
in the Czech Republic. 

 
Russia's largest privately-owned bank 
Alfa and France's BNP Paribas are 
reportedly in the final running in 
the race to acquire Zuno, Raiffeisen’s 
Czech and Slovak internet banking unit. 

 

 
Southeast Europe 
 
Romania’s banking system reported a 
net profit of €187mn in the first quar-
ter – its largest quarterly profit in more 
than six years. 

 
UniCredit announced it has bought a 
45% stake of its Romanian unit Uni-
Credit Tiriac Bank from Tiriac Holdings 
Ltd, increasing its stake to 95.6%, for a 
reported €1bn. 

 
Romania’s largest lender, Banca Com-
erciala Romana, is reportedly selling 
€2bn worth of non-performing loans 
in the coming weeks to clean up its bal-
ance sheet. The bank hopes to reduce its 
NPL ratio to zero from over 25.6% at the 
end of March. 

China National Machinery & Equip-
ment Import & Export Corporation 
(CMEC) is expected to start building a 
new 350MW thermal power unit at 
Serbia's Kostolac energy complex in 
the second half of 2015. 

 

 
Eurasia 
 
Kazakhstan’s largest confectionery 
producer, Almaty-based Rakhat, 
increased net profits by 45% to 
€9.4mn in 2014 despite an inflow of 
cheap Russian imports and a fall in sales 
of 7% in January-February.  

 
Uzbekistan and South Korea have 
signed 60 cooperation agreements 
worth $7.7bn. The two countries have 
already closed 34 deals, including 
five projects in the petrochemical and 
chemical industries, nine projects in the 
automotive industry and five projects in 
the power sector. 

 
Mongolia intends to place new inter-
national bonds to capitalise on the 
renewed confidence following a deal 
with Rio Tinto to restart work on the 
Oyu Tolgoi mine. The government hopes 
to raise $1bn in the near future.  

 
Mongolia’s bad loans were up by a 
fifth to MNT747bn (€357mn) at the 
end of April. The volume of principals in 
arrears reached MNT587.8bn, twice as 
much as a year earlier. Total outstand-
ing loans stood at MNT12,300bn, up by 
4.8% on year. 

Business & Finance



bne  July 20158  I The Insiders

the National Democratic Institute numbers reveal real and 
growing support for Eurasianism in Georgia.

The easy culprit for expanding Eurasianism is Russia – and 
its ongoing influence operation campaign in Georgia and 
throughout Central and Eastern Europe. Indeed, Russia is 
known to be financing an array of local pro-Kremlin political 
groups and non-governmental organizations while cementing 
its direct hold over the Georgian separatist regions of 
Abkhazia and South Ossetia. Meanwhile, the goalposts for 
Euro-Atlantic integration seem to be always just out of reach, 
despite – or perhaps because of – Georgia’s habit of blowing 
past whichever concrete technical standards it is asked to meet 
as a precondition for further Western integration.

This growing sense that Georgia is destined to remain on 
the outside of the big Euro-Atlantic clubs for the foreseeable 
future, regardless of the merits, is stoking Georgian public 
scepticism, and even fatalism, about its Western path. Indeed, 
why align with the West for the sake of a few symbolic 
overtures, without EU or Nato membership in sight, and at the 
risk of goading Russia’s powerful ire?

Awkward truths
Nino Burjanadze, an ex- speaker of parliament and one-time 
Westernizer, has skilfully rebranded as a pro-Russia agitator 
and re-emerged from the national political wilderness as the 
face of a growing accommodationist opposition movement 
that appears poised to enter parliament in numbers in 
2016. Russian financing is likely a major part of her ongoing 
reinvention, but no less important has been her depressingly 
credible claim as a voice for hard truths on the subject of 
Euro-Atlantic integration. "We have been told in English, in 
French, in German, and I have said it in Georgian for a long 
time,” Burjanadze recently said, referring to regular comments 
by Nato member state leaders that Georgia would not be 
receiving an invitation to join the Atlantic Alliance. “In which 
other language should we be told?"

Burjandze and her ilk, despicable as they may be, have 
found the soft underbelly of the Euro-Atlantic conditionality 

The occasion of Victory Day, the Soviet commemoration 
of victory over Nazi Germany, has always held certain 
propaganda value for Russia. But the ongoing war in 

Ukraine and the ensuing East-West standoff has imbued the 
event with an even sharper metaphorical significance. Victory 
Day has also coincided with a moment of great apprehension 
in nearby Georgia, where Russia-backed separatist regimes 
highlight the country’s painful vulnerability, while Tbilisi’s 
quest to join the EU and Nato looks as stillborn as ever.

Beyond the awkwardness of pro-Stalin rallies in the late 
Soviet dictator’s hometown of Gori and Prime Minister Irakli 
Gharibashvili’s uncomfortably bizarre tribute to Stalin, more 
worrying signs of creeping Russian influence is emerging 
in Georgia. The timing was coincidental, but there was 

something unhappily poetic about Victory Day coinciding with 
a new survey from the National Democratic Institute showing 
local support for joining the Russian-led Eurasian Economic 
Union (EEU) had jumped from 20% in 2014 to 31%.

Georgian and international analysts have largely met the 
news with either panic or dismissiveness. In the latter 
column, questions are routinely raised about the quality 
of the data or, more incisively, whether or not ordinary 
Georgians sufficiently understand the question being 
posed. Of course, this ignores the fact that growing pro-EEU 
sentiments are hardly a one-off statistical blip, but represent 
a trend going back at least several years. While regular 
Georgians may not fully understand the EEU’s technical 
intricacies (in fairness, even few experts actually do) – such 
as the EEU’s inherent incompatibility with Georgia’s EU 
free trade and association deal – there is little question that 

COMMENT: 

Georgians look east as 
western doors stay shut

“The goalposts for Euro-Atlantic 
integration seem to be always just 
out of reach”

Michael Cecire of the Foreign Policy Research Institute
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Comprehensive Free Trade Area (DCFTA) 
that Georgia signed as part of its 
Association Agreement with the EU may be 
a long-term winner, but in the shorter term 
is just as likely to be an added burden to Georgian businesses, 
which will have to cope with new, byzantine standardization 
requirements and the rigours of understanding the lengthy 
process of obtaining EU-sanctioned export certificates. By 
contrast, the EEU looks like an attractive option, particularly in 
the near term.

Unlike the EU, the Georgian economy is more or less already 
primed for the EEU. We know this because one of Georgia’s 
chief export drivers, its famous wines, has been enjoyed 
massive growth since Russia reopened its markets to Georgia 

goods in 2013. In the EEU, Georgia has large, relatively 
prosperous and eager markets already familiar with the 
Georgian “brand”. With high protectionist barriers, Georgian 
goods would not have to compete with many big European 
or multinational competitors. And, likely attractive to certain 
elements, the EEU markets have a much higher tolerance for 
corruption, graft and monopolistic practices.

The EEU, of course, is also likely a vehicle of diminishing 
economic returns. If Georgia can overcome the short-term 
pain of adapting to the EU’s higher standards and find its 
place in the globalized marketplace, its export opportunities 
will be more plentiful and lucrative, and the Georgian 
economic ceiling will be much higher. But long-term strategic 
thinking is a rare commodity even in mature democracies, 
and the political exigencies that EEU integration provides 
may prove too much for some politicians – and their 
constituents – to ignore, particularly as the drawbridge into 
fortress Europe stays shut. This is not merely a Georgia issue; 
this is a Eurasia and Eastern Europe issue. The EEU may 
never be a world-beating dynamo, but it doesn’t have to be. 
As long as Euro-Atlantic doors are closed, it just has to exist 
to be “good enough”.  

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

dance. The politicization of the Nato and EU expansion 
process – and the poverty of willingness to accept near-term 
Georgian accession – has made truth-tellers out of pro-Russia 
reactionaries and embarrasses pro-West democrats who only 
ask for clear, concrete pathways to membership. The West 
cannot decry Russian information operations in one breath 
while empowering their local agents with the next.

A second and equally pernicious local driver for growing 
Eurasianist support is the rather compelling local economic 
argument for the EEU. While the EEU has been widely 
denigrated in the West (not necessarily unfairly) for lacking 
purpose and vision, it nonetheless fills a very real niche in the 
Eurasian economic landscape. In Georgia, as in other post-
Soviet and developing economies, the path to prosperity has 
been riddled with detours, setbacks and extended periods of 
serious economic pain. Adapting to the rigours of a globalized 
economy has been a tremendous challenge, requiring 
the retooling of entire industries and the concomitant 
displacement of vast segments of local labour markets – all for 
the sake of competitiveness.

But as Georgia’s experience has shown, extensive and even 
painful reforms do not necessarily result in well-paying jobs 
and prosperity. Outside the Baltics, Georgia has been and 
remains a leader in anti-corruption, rule of law and business-
friendly policies. It has experienced periods of strong, 
even dizzying, economic growth and its development and 
infrastructure has expanded exponentially since the mid-
2000s. But even now, official unemployment is stuck in the 
double digits, and the true rate of unemployment is probably 
closer to more than twice that number.

Also worryingly, Georgia has yet to identify its international 
economic comparative advantage; under the previous United 
National Movement, efforts were focused on high-growth, 
service-oriented industries, which fuelled the rise of a small, 
white collar elite, but did little to bring sustained growth 

outside Tbilisi’s central districts and a few handpicked, 
showcase regional cities. Under the current Georgian Dream 
coalition, that emphasis has swung back towards more 
labour-intensive industries like agriculture, but Georgia has 
yet to find its array of niche markets to drive broader growth. 
Whatever the fate of Georgia’s industrial strategy, it will take 
time, effort and painstaking reforms before the winning 
formula is found.

More to the point, the much-anticipated Deep and 

“Extensive and even painful reforms 
do not necessarily result in well-
paying jobs and prosperity”

Unlike the EU, Georgia's economy 
is already primed for the EEU
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Russia’s state banks are rotten
Ben Aris in Moscow
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Banks epitomise capitalism, but 
not in Russia. The financial 
industrial empires of men like 

JP Morgan, Rockefeller, Rothschild and 
Harriman are intimately tied up with 
creating the vibrant no-holds-barred 
capitalism in the US. In Russia the top 
five banks are all state-owned and their 
power comes largely from one man – 
Russian President Vladimir Putin.

The Russian economy is in recession 
and most of the important state-owned 
banks are under sanctions imposed 
by the US and Europe. Never particu-
larly well run, the current environment 
means the tide has gone out for Putin's 
“state capitalism“ system and it is appar-
ent that several of these banks were not 
wearing swimming trunks. As the first 
quarter reporting season comes to an 
end, all Russia's large state-owned banks 
admitted they are struggling.

Russia's state-owned banks (SOBs) have 
the veneer of real banks. They have 
the posh offices and an army of men in 
nice suits. They have trading desks and 
tight security. But unlike their peers in 
the West, they also have access to free 
government money and have to take 
calls from ministers with a pet project 
to fund. Thanks to state support none 
of these banks is likely to go bust, and 
the implicit state guarantee that they all 
enjoy (an explicit guarantee in Sber-
bank's case) gives them a real competi-
tive advantage in the form of a lower 
cost of borrowing.

But state-directed lending also means 
they will never be particularly efficient 
or profitable either, especially in leaner 
times. It is notable that the bulk of the 
RUB1 trillion (€16bn) the government 
has allocated to helping out struggling 
banks has gone to SOBs and all of it is 
tied to supporting specific “import sub-
stitution” sectors.

Chink in the armour
Russia’s banking system has long been 
considered the weakness in the state 
capitalism system that Putin has been 
busy building. The generally underdevel-
oped nature of Russian banks is precisely 
why Western sanctions targeted them.
Four of Russia’s largest banks (Sberbank, 

VTB, Gazprombank and Rosselkhozbank 
(also known as the Russian Agricultural 
Bank) have been on the US Treasury 
department’s “sectoral sanctions” list for 
the better part of a year. Officially, the 
sanctions prohibit “transacting in, provid-
ing financing for, or otherwise dealing in” 
either equity or any debt with a maturity 
longer than 90 days. Essentially, they 
cut off Russian banks from the Western 
financial system, which previously acted 
as a major source of cheap, long-term 
funding. Now that all of the 2014 full-
year financial reports have been pub-
lished, we have a chance to survey the 
damage absorbed by the Russian finan-
cial sector. The results aren’t pretty.

While Sberbank managed to remain prof-
itable in 2014, VTB's profit for the year 
was negligible and Gazprombank and 
Rosselkhozbank actually fell into loss. 
But headline figures do not adequately 
describe just how bad the situation has 

got – something that can be gleaned from 
the performance of the shares in the two 
listed state banks, Sberbank and VTB.

The shares of both banks have been 
hammered by the selloff that accom-
panied Russia's litany of woes in recent 
years. Of the two, the fall in VTB's shares 
has been the more dramatic, with its 
share price down by 61% from the high 
they hit in 2011, when Russia’s economy 
was sailing along and the banking sector 
booming. Sberbank’s shares are down 
32% from the high they posted in 2011.

Charity case
VTB Bank takes the biscuit as the worst 
offender. It reported a 56% decline in 
profits in the first quarter year on year 
that led to a loss of $370mn, after spend-
ing massively on charitable projects. 
That follows on from a terrible 2014 
when the bank's return on equity – a key 

“Sberbank has its own problems, but its 
commitment to corporate governance and 
transparency is reflected in the way it is run  
and makes all the difference”

measure of profitability – fell to 0.1% 
from 11.8% in 2013. The bank reported 
a profit of a mere RUB800m ($13mn) for 
the whole of 2014 – lunch money.

Russia's second biggest lender, VTB 
spent a massive RUB15.5bn ($300mn) 
on charities while booking losses of 
RUB5.1bn, according to the business dai-
ly Vedomosti. The bank's balance sheet is 
in such a mess that it has asked the state 
for a RUB300bn ($5.6bn) bailout – the 
first state bank to formally ask for help – 
which is a third of the RUB1 trillion that 
the government has put aside to help 
struggling sector.

Accounting is never particularly transpar-
ent to outsiders, but looking at banks’ 
financial statements can be especially 
tricky. Banks are strongly impacted by 
many factors (such as relative changes in 
the value of foreign currencies) that don’t 
really give much insight into their “true” 

profitability. But ultimately, a bank’s fun-
damental business model depends on tak-
ing money from depositors and loaning 
that money out at a higher interest rate.

The graph below shows net income for 
the four largest state banks that has been 
adjusted to remove the distortive impact 
of foreign exchange translations. Addi-
tionally, a one-time book gain in VTB’s 
2014 income statement (RUB99bn from a 
loan from the deposit insurance author-
ity) has been removed. As should be clear, 
outside of Sberbank, 2014 was basically a 
disaster for the other three banks.

 VTB spent wildly throughout the worst 
of last December's crisis, with the bulk of 
the expenditures on good works being 
booked in the fourth quarter of 2014. In 
something of an understatement, VTB 
CEO Andrei Kostin called the period “one 
of the most difficult” in the bank's history.

Russia’s state banks are rotten
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The bank does not disclose who the 
lucky recipients of its largesse were, 
but the database of state tenders shows 
about a third of the spending went on 
a sponsorship package for football club 
Dynamo Moscow, which VTB owns, and 
it is due to spend another RUB4.5bn on 
the club this year, Vedomosti reported. 
Another RUB750mn is due to be spent 
on sponsoring the hockey club Dynamo 
Moscow, as well as smaller sums on 
other sports sponsorship deals.

That leaves another RUB10bn of VTB 
charitable spending unaccounted for, 
and it is exactly this opaqueness that 

makes letting state-owned banks rule 
the roost so dangerous and has earned 
VTB the title of “Russia worst bank” in 
some circles.

Retail resilience
The picture at Sberbank, which reported 
its first-quarter figures only a few days 
after VTB, is considerably better, even if 
its results still weren’t that great. Profits 
in the first quarter were down by 19% 
year on year, which wasn’t bad given the 
battering the Russian economy received 
in December and was a lot better than 
analysts had been expecting.

“The difference between the two banks 
is enormous,” says one senior investment 
bank research officer, who didn’t want 
to be named. “Sberbank has its own 
problems, but its commitment to cor-
porate governance and transparency is 
reflected in the way it is run and makes 
all the difference.”

As Russia's biggest retail bank, Sberbank’s 
core business of loaning people money 
and charging them interest remained 
profitable and significant. After account-
ing for provisions, Sberbank’s net interest 
income went from RUB727bn (€11.7bn) 
in 2013 to RUB658bn in 2014, a less than 
10% decrease (in comparison, VTB’s net 
interest income after provisions fell by a 
whopping 57%).

Provisioning for pain
Still, falling profitability at the state 
banks is to be expected in the broader 
context of the crisis that is squeezing the 
entire financial system. A slowdown in 
growth and investment, compounded by 
a currency crisis, has predictably led to a 
serious deterioration in the loan portfo-
lios of the entire Russian banking sector.

Adjusted for revaluation, the sector's 
corporate lending growth slowed to 
6.4% year on year in April from 7.6% 
in March, but retail lending – which 
drove the explosive growth in banking 
sector assets for years – has completely 

collapsed. The Central Bank of Russia 
(CBR) tightened regulations at the start 
of 2014 to head off an obvious consumer 
credit bubble that was starting to form. 
The growth in retail lending contracted 
again in April, falling to 3.2% from 5.8% 
in March. What that means in practical 
terms is the number of loans issued in 
Russia in the first quarter fell by more 
than half (58%) compared with the 
same period in 2014, according to Rus-
sia's United Credit Bureau.

However, the decline in loan portfolios 
has not been uniform across the Rus-
sian financial sector. The graph below 
shows the provisions that banks had to 
record as a percentage of the net interest 
income their received in 2013 and 2014. 
A “provision” is a technical accounting 
term that basically means the amount 
that a bank expects it will eventually be 
unable to collect. So if a bank receives 
$100 in interest income but its provision 
is $50, it basically means that the bank 
thinks that it won’t be able to collect on 
$50 of other loans on which it is eventu-
ally due payment. It’s an effective proxy 
for loan portfolio strength. Sberbank was 
by far the best performer by a substantial 
margin, while Rosseklhozbank, which 
finances Russia's farms, was the worst.

 As bne IntelliNews has reported, Russia's 
agricultural sector is struggling as farm-

ers find themselves in a vice between 
falling grain prices and the rising cost 
of things like fertilisers. This is putting 
Rosseklhozbank under even more pres-
sure than its peers. “The Rosseklhoz-
bank loan book is rotten to its core,” says 
one agricultural fund manager, adding 
that the due diligence the bank makes 
on loans is not particularly rigorous.

Comparing Sberbank's and VTB's 
respective provisions: VTB’s provisions 
wiped out 72% of the interest income it 
received in 2014, while for Sberbank the 
equivalent figure was only 35%.

At first glance, then, Sberbank’s loan 
portfolio held up much better than 
VTB’s. But digging a little deeper into 
the weeds and even Sberbank's num-
bers look a bit iffy too. The bank reports 
three tiers of assets with Level 1 the best 
and Level 3 the most risky and illiquid 
– things like buildings or artworks for 
which there is no obvious market. The 
problem is how to assess the value of 
these questionable loans and assets for 
the accounts, which are, by definition, 
“not based on observable market data”.

At the end of 2014, Sberbank had 
RUB25,200bn of all three tiers of assets, 
of which it disclosed fair values for 
RUB18,196bn. Of that, RUB16,791bn (or 
92%) were Level 3. In other words, the 
management were free to basically make 
up any value it liked for two-thirds of its 
total assets.

Sberbank’s liabilities tell a broadly 
similar (if slightly less extreme) tale. 
Of the RUB21,660bn of liabilities for 
which the bank disclosed fair values, 
fully RUB13,540bn (or 62%) were Level 
3. The bank’s liabilities, then, were a 
bit more liquid and predictable than its 
assets, but there was still a high degree 
of uncertainty about their value. Exactly 
the same story is repeated at the other 
three state banks; directed lending and 
funding of government-backed proj-
ects means all the banks, but especially 
Rosseklhozbank, have made loans on 
Level 3 assets that have some value on 
paper but little in the real world.

None of this is illegal or even particularly 
unusual to Russia. But what it does mean 

“The Rosseklhozbank loan book is rotten  
to its core”
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is that the opacity and subjective nature 
of the state bank's accounts is an excellent 
way of sneaking very nasty surprises into 
the banks' books. That is the certain route 
to a banking crisis during the next shock. 
If you wanted to write a novel on how to 
blow up an emerging market's financial 
sector, then this is probably the best 
mechanism you could choose for the plot.

Not much security
In addition to their core business of 
taking in money and lending it out, 
modern banks also routinely engage in 
the proprietary buying, selling and trad-
ing of various kinds of securities with 
their spare cash. As you might expect 
given the turbulence in Russia’s stock 
and currency markets, 2014 was not ter-
ribly kind to this line of business and all 
Russia’s state banks (even the generally 
well-run and conservative Sberbank) 
saw a sharp deterioration in the profit-
ability of their investments.

Both Sberbank and VTB have invest-
ment banking divisions, but while other 
banks lost more money on an absolute 
basis, VTB Capital's relative performance 
stands out as being particularly bad.

VTB’s investment banking arm was set 
up in the crisis year of 2008 and has 
sold itself as Russia's leading invest-
ment bank. Indeed, it does lead the 
tables for things like M&A transactions, 
bond issues and IPOs, but thanks to this 
emphasis, no other bank saw a more 
dramatic swing from year to year. At 
this scale the question doesn’t turn on 
particular investments or individual 

decisions: it’s not as if someone at VTB 
Capital made a bad stock pick or bought 
a particularly ill-advised corporate bond. 
Rather, it was a broad-based deteriora-
tion across the bank’s entire portfolio.

What now?
With the banks in such a terrible state, 
the question is what happens now? 
The CBR's emergency hike in interest 
rates to 17.5% in December made the 
cost of capital unaffordable to potential 
borrowers and while the central bank 
has reduced the rate several times since 
then into the low teens, it is still very 
expensive. Bank's lending business, their 
main form of income, has collapsed as  
a result.

So far, the CBR has stepped in to provide 
funding and seen its share of liabilities 
rise to 11% of the banking sector’s total 
(in 2008 at the peak of the crisis the CBR 
accounted for only 3% of total funding). 
And the lucky few that have access to the 
state-directed loans are enjoying subsi-
dised loans well below market rates. But 
the CBR can't keep this up forever.

The Russian economy has been sur-
prisingly robust in the face of Western 
sanctions and the ruble’s collapse, and it 
could even return to growth by the start 
of next year, so there is light at the end 
of the tunnel. If there is a “snap-back”, 
then many loans that were previously 
impaired could, once again, look profit-
able. On the other hand, if the outlook 
for the Russian economy remains bleak, 
then the situation in the financial sector 
could spin further out of control.

In the meantime, the non-performing 
loans (NPLs) ratio is rising in both the 
corporate and retail banking segments: 
corporate NPLs surged 50 basis points 
(bp) month on month in April to 5.4%, 
the highest level since 2010, while retail 
NPLs rose at the steady pace set in the 
last year of 20bp on month to 7.1%. 
However, neither of these results is at 
the level where they threaten the stabil-
ity of the banking sector.

The banking sector’s losses are also man-
ageable: the banks reported RUB23bn 
($435mn) of net losses in April, but this 
is tiny compared with total assets of 
RUB74 trillion rubles ($1.5 trillion) at 
the beginning of April.

Out of all the results, the really crucial 
number to watch is the capital adequacy 
ratio (CAR) of the banking sector – the 
equity and retained profit that backs 
up the loans they have made. Cut off 
from wholesale funding, Russian banks 
are being forced to dip into their own 
capital to make loans and the CAR has 
fallen steadily from the low 20s to touch 
a low of 12% in December-January. 
However, the CBR has been doing its 
job and the recapitalisation of the sector 
had lifted the CAR back up to around 
13% by May. “Overall, it seems that the 
situation will normalise, in a fashion 
similar to that seen in 2009,” reckons 
Alfa bank's chief economist, Natalia 
Orlova. “However, some banks will 
struggle with funding that is beyond 
their means, particularly those that 
offered longer-term deposits during the 
winter months at the rate peak.”    
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The path traced out by the centre of gravity of wealth in the 
last two decades was moving from New York, the home to 
the richest of the rich in the 1990s, towards London, the new 
playground of the super-wealthy in the noughties. However, 
more recently the path has veered southwards as the wealthy 
in Southeast Asia, South America and Africa have started to 
count; the cities of Singapore, Hong Kong and even Dubai act 
on the centre of gravity like magnets.

"As North American fortunes declined, the centre of gravity 
began moving at around 10 times its historic speed. By 2010, 
the global centre of gravity of wealth was in the western 
Mediterranean. Since the crisis, the pace of movement has 
inevitably slowed. But it continues to move east, and slightly 
southerly, reflecting the continued rise of wealth in South 

East Asia and increasingly in South America and Africa," 
the report says. "Today, the centre of gravity is in the central 
Mediterranean, between the toe of Italy and coast of Tunisia."

As demonstrated by the centre of gravity, the wealthy today 
are spread equally across North America, Europe and Asia 
(approximately 30-35% in each). In terms of countries, the US 
remains the largest single country for millionaires, with just 
over 6mn millionaires, of which 69,000 are UHWN. But the 
distribution of wealth is much more evenly spread than it was 
two decades ago, with about 30-35% of the global rich living 
in each of North America, Europe and Asia.

Perhaps the biggest figure that shows the shift to the east of 
the global centre of economic gravity is the fact that in 2014 
emerging markets became worth more than the developed 
world in terms of their share of Global GDP. According to the 
IMF’s April 2014 “World Economic Outlook” analysis, the 
emerging market’s share of global GDP hit 50.4% in 2013, up 
from 31% in 1980. 

World's economic     
centre of gravity  
shifts east

The leaders of the G7 industrialised nations met in Berlin 
on June 7, but their decisions are becoming less and less 
relevant to the rest of the world as the centre of global 

economic gravity moves relentlessly east.

In 1990, the centre of the world's economic gravity – the sum 
of the wealth of every country weighed against each other and 
fixed to the geographic centre of each country – was located 
on the eastern seaboard of the US. Formerly the planet’s 
economic powerhouse, America's economic might has waned 
in proportion to the rise of the emerging markets in the last two 
decades. Thus the centre of gravity has been moving eastwards.

There was a spurt between 2005 and 2010, the boom years 
of Russia and China's economic transformation, before this 
trend slowed as the aftereffects of the 2008 global crisis hit 
emerging markets hard. As of today, the economic centre 
of gravity is to be found in the Mediterranean, according 
to a report released by Wealth-X, a research house that 
specialises in intelligence and marketing to the world's rich.

 "In just the past 20 years, the number of high net worth (HNW) 
and ultra high net worth (UHNW) individuals globally has 
more than trebled," Marc Cohen, the author of the report and 
regional managing director for Europe for Wealth-X, wrote. 
"The past decade has seen a HNW wealth growth trend of 
over 7% per year. The trend also applies to the world’s UHNW 
population (those with net worth over US$30 million), who 
now account for .004% of the world’s adult population, and 
whose wealth has grown at 6.6% per year from 1992 to 2012.

The shift in wealth eastward is driven by the fact that many 
of these new super-wealthy are from emerging markets. 
Russia tops the world in terms of the likelihood of becoming 
a billionaire, with one person out of every million enjoying 
a 50/50 chance of becoming a billionaire in the last 20 years 
compared with zero chance in Germany, as it has not produced 
a new billionaire in two decades.

Emerging markets are the biggest new variable, says the 
report, but "increased entrepreneurship and business 
ownership, the rise of new technology and globalisation, as 
well as the democratisation and modernisation of wealth and 
power away from inheritance and ‘old money’ has also made a 
big difference,” Cohen adds.

Ben Aris in Moscow

"Today, the centre of gravity is in the 
central Mediterranean, between the 
toe of Italy and coast of Tunisia"
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CHART: 

Russia and Ukraine 'Despair Index' 
scores rise after turbulent year

Ukraine and Russia’s 'Despair 
Index' scores – a bne 
IntelliNews economic measure 

that combines inflation, unemployment 
and poverty – have continued to worsen 
throughout 2015 following a turbulent 
year for both nations.

Rocketing inflation in both countries has 
been the driving force behind the scores, 
with Russia’s year-on-year consumer 
prices (CPI) rising by 15.8% in May,  
with Ukraine’s CPI up 58.4% in the  
same month.

As the bne:Chart shows, the last two 
years have seen the EU and US Despair 
Index scores creep lower, with the last 

Sources: WorldBank; Rosstat; USDA Food and Nutrition Service; US Bureau of Labor Statistics; 
EuroStat; European Central Bank; State Statistical Service of Ukraine

12 months seeing Russia’s score move 
higher than both Western counterparts. 
Plummeting oil prices and continued 
Western sanctions have behind much 
of this.

Under President Vladimir Putin, the 
poverty rate in Russia steadily improved 
to the point of being significantly 
lower than the rates in the US, EU and 
many Western European nations in 
the past few years. However, a recent 
World Bank report has cast doubt on 
the continuation of this improvement, 
forecasting a 2015 poverty rate in Russia 
of 14.2%, up from 11% in 2014.

The World Bank’s 14.2% forecast for 

Russia would mean its poverty rate is 
now marginally worse than the US’ 
14.1%, pushing Russia’s Despair Index 
score higher than the Central and 
Eastern European/Commonwealth of 
Independent States (CEE/CIS) score  
of 33.6.

At the beginning of 2015, Ukraine’s 
Despair Index score had nearly tripled 
in two years, from an impressive 16.5 
in 2013 to a worrying 46.5. Since then, 
the continued conflict in the country’s 
east has raised consumer prices further, 
pushing its Despair Index score past 
Bosnia and Herzegovina’s 61.3, making 
it the worst performing country in the 
CEE/CIS region. 

Despair index: May 2015 update
Ukraine goes from bad to worse while Russia continues to lose ground to the West
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in the market. As they reach their limit of buying 25% in any 
single issue, capital will increasingly flow outside the Baltic 
region to the supranational institutions.

Lithuania's state debt totalled 40.9% of GDP at the end of 
last year. The country has €4.3bn outstanding in bonds that 
meet the ECB's criteria, notes Neciunskas. Latvian state debt 
stood at 40% at the end of 2014. Estonia has the lowest state 
debt in the EU by some distance at just 10% of GDP, the bulk 
via obligations to supranational institutions. Tallinn has no 
sovereign debt in the market at all.

“Latvia's outstanding debt can last up to five months according 
to the QE schedule,” claims Tonu Mertsina, chief economist 
for Estonia at Swedbank. “Lithuania's could stretch to around 
seven months.”

On top of that, the Baltics will also increasingly find themselves 
fighting Eurozone heavyweights to the west for those pan-
European issues, the analyst adds. The first three months of QE 
saw €17.6bn in supranational debt purchased overall.

Yet although Baltic governments insisted – especially to their 
sceptical populations – that falling borrowing costs were a 
major motivation for joining the Eurozone, none show much 
enthusiasm to take advantage of the lower yields that QE has 
produced. The Estonian government and central bank have 
stated very clearly that they will not look to borrow. There 
has been speculation the others could be tempted, but they're 
giving little away.

Lithuanian Finance Minister Rimantas Sadzius tells bne 
IntelliNews that a decision on new bonds is the central bank’s 
responsibility, but noted there are current issues available to 
buy under QE. Neciunskas at Lietuvos bankas retorts that debt 
issues are decided by the finance ministry.

Mertsina suggests time is about to start running short. The 
summer lull is on the way, and yields are likely to start moving 
out again next year as the end of the programme approaches. 
“You also never know what will happen if the Eurozone 
recovery goes quicker than forecast,” he adds. The ECB was 
forced yet again in early June to reiterate it has no plan to 
taper off QE ahead of schedule.

Baltics reject 
temptations of QE

Greece, at the southern tip of the Eurozone, is seen 
as an irresponsible spender, but some suggest the 
Baltic states are at a northern extreme. The trio, some 

argue, should look to leverage low borrowing costs under the 
European Central Bank’s quantitative easing (QE) programme 
to build new infrastructure and boost their economies, but 
they're having none of it.

Despite some high-profile detractors, the Baltics are proud of 
the austerity drive that helped pull them out of the deep hole 
they fell into in as the financial crisis broke in 2008. Yet they still 
need to spend a combined €10bn or so on buying bonds under 
QE – and most of that cash is headed straight out of the region.

Almost as soon as the ECB’s €1.1 trillion QE programme 
kicked off in March, the trio was reported to be struggling 
to keep pace. However, the central banks in the region insist 
they're happy with their progress, albeit they will all heavily 
rely on purchases of supranational debt from the likes of the 
European Investment Bank or the European Financial Stability 
Fund to meet their commitments.

By the end of May, Lithuania had spent €245mn towards its 
target of spending €5bn by September 2016, according to 
the ECB. Algirdas Neciunskas head of Eurosystem operations 
at the central bank, insists there are no worries in Vilnius. 
“As market conditions remain favourable, we do not see any 
concerns for the time being,” Neciunskas tells bne IntelliNews, 
adding that Lietuvos bankas is buying its own government 
debt at a pace that “ensures consistent implementation during 
the whole period of the programme”.

Latvia spent €458mn between March and May. “The target 
of Latvijas Banka is to buy over €100mn of bonds a month, or 
€2bn overall,” says press secretary Janis Silakalns. “As you can 
see, we are doing very well.”

Estonia, whose commitment suggests a monthly spend of 
€126mn, bought €366mn in bonds in the first three months of 
QE. “We intend to buy according to our share of the ECB's capi-
tal key of 0.274% of GDP,”  deadpans Viljar Raask at Eesti Pank.

Resisting temptation
However, the Baltics have a relatively small volume of debt 

Tim Gosling in Prague
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states. “There's strong household consumption and construction 
already.” In any case, QE doesn't make that much difference 
to existing yields either, the SEB analyst points out. “Estonia's 
fiscal discipline means it has low borrowing costs already.”

The prospect of a rapidly ageing society only reinforces the 
instinct for fiscal discipline, points out Mertsina. On top of 
that, the Baltic states are all eyeing other sources of cash 
for investment – namely the coming new round of EU funds 
and the “Juncker plan” that will also offer cash to power 
infrastructure.

Meanwhile, the Baltics hope to see their economic boat 
rise with the tide. “[QE] is not an important factor for the 
Lithuanian economy directly, but indirectly,” via improving the 
Eurozone investment climate, Sadzius stresses.

Corporate benefits
Still, sending truckloads of cash outside the country is clearly 
frustrating for the frugal region.

Eesti Pank President Ardo Hansson warned in January that 
Estonia “cannot buy [supranational] bonds to cover the entire 
programme,” so has pushed for approval from the ECB to 
include the debt of grid operator Elering in QE, which it was 
given in early June.

According to Mertsina, Estonia has around €900mn in state 
corporate debt outstanding; that would offer a potential target 
of €225mn for QE purchases. Elering will be able to raise 
that by €56mn at most, according to local media. Meanwhile, 
fellow state-owned corporate Eesti Energia was turned down 
once more.

Still, the strategy fits well with the conservative instincts in 
Tallinn, says Hammarlund. “They're trying to link debt directly 
to revenue-generating assets.”

Lithuania has no state corporate debt in the market, and 
Neciunskas hints that's not about to change. Silakalns 
says Latvia has no plans currently to apply to push its state 
companies into the programme.

However, Riga could perhaps be tempted to tap low yields 
with a small sovereign issue to try to get itself out of a corner. 
Analysts agree specific cases would likely provoke new debt 
issues, and Latvia is struggling to meet EU demands to free its 
gas pipelines from Russian control.

Riga pulled out of talks with Germany's E.ON to buy its 47.2% 
stake in national utility Latvijas Gaze last year, claiming it 
could not afford the asking price of €200mn or so. However, 
with geopolitical tensions heightened, Latvia is likely to need 
every piece of leverage it can put its hands on to fulfil its 
pledge to ensure gas supplier Gazprom gives up control of 
the company, and its pipelines, by 2017. “Specific issues could 
push new debt,” agrees Hammarlund, “particularly the desire 
to reassert control over energy security.” 

Wedded to austerity?
The ECB programme has put Estonia's total lack of sovereign 
debt into the spotlight. Critics argue the country is too 
conservative and Tallinn should tap the cheap money on the 
table to build new infrastructure and give its economy a boost.

The Organisation for Economic Co-operation and Development 
(OECD), of which Estonia is a member – called on June 3 for 
states across the globe to push investment to give mediocre 
economic growth a push. More specifically, it called for both 
Estonia and Latvia to raise investment in infrastructure.

Lithuania – not yet a member of the OECD – will rely on the 
private sector for investment, Sadzius insists. “We entered 
the 2008-09 crisis with public debt of 15% of GDP,” the 
finance minister points out as he explains that despite the 
low yields available, Lithuania aims to implement further 
fiscal consolidation to balance its budget by 2017. “It then 
jumped above 40%. At some time we will have to refinance 
this money, when interest rates may be quite different. We also 
spend €600mn a year on servicing this debt – this is money 
that could be spent elsewhere.”

That stance, and those of the other Baltic states, may reflect a 
“theoretical – perhaps even ideological – belief in austerity,” 
suggests Per Hammarlund, chief emerging markets strategist 
at Swedish bank SEB. He also notes Estonia has long needed 
to develop a domestic bond market to offer corporate issuers a 
benchmark.

Yet at the same time, he understands the stance in all three 
tiny, open market states. “They see low debt positions as 
insurance against economic swings,” he argues. “They're so 
small that they're vulnerable should one large investor leave or 
one sector hit a downturn.”

Limited advantages
At Eesti Pank, Raask contends that far from offering a 
sustainable boost to the economy, borrowing to plough cash 
into infrastructure could have the opposite effect. “[It] could 
well prove inefficient and harmful,” he contends. “Once large 
projects finish, a great number of those working on them would 
find themselves unemployed, having left jobs in other sectors.”

That reflects a specific concern in the region over 
demographics, which may overturn conventional wisdom that 
boosting activity will automatically strengthen an economy. 
With populations across the all three Baltic states dwindling 
rapidly, labour markets are tightening. Analysts warn that 
a shrinking labour pool and rising wages are a potential 
bottleneck to sustainable growth and investment.

That scenario would “cause a large part of the extra money gained 
from the emission of state bonds to be lost, as infrastructure proj-
ects would cost much more than before,” Raask sums up.

Hammarlund agrees that Estonia has relatively little to gain. 
“They don't need to issue debt to boost economic growth,” he 
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Polish stock market, but with the controversial reform only 
workers choosing that option will probably contribute, as the 
overwhelming majority are now covered by the traditional 
state social security regime. Private funds in turn closed or 
slashed their operations, and with narrower allocation and 
trading scope at home, they moved assets abroad up to the 
maximum 30% of portfolio allowed.

Polish government officials pledged in the aftermath to 
accelerate the pace of state bank and company stake sales on 
the WSE to spur interest, and Polish LOT Airlines could be 
floated soon after years of discussion. Bank equity offerings 
are another prospect led by the giant PKO Bank Polska, but 
current valuations exceed the emerging market average and 

a resolution to the problem of $35bn in Swiss franc mortgage 
loans after the currency’s spike against the zloty is still 
uncertain.

Going Hungary?
On pensions and mortgage conversion the respective 
Hungarian-style extremes of confiscation and arbitrary 
redenomination have been avoided. But president-elect 
Duda hinted at harsher treatment against the banks during 
his victorious election campaign. He disagreed with the 
central bank preference for voluntary borrower workouts, 
and vowed to reduce the retirement age by finding additional 
resources in the system. The finance minister, himself an 
ex-bank executive, has dismissed the proposals as political 
posturing and warned of serious fiscal and financial stability 
consequences, but the MSCI Poland index has since drifted 

COMMENT:  

Poland’s financial 
hub dreams are  
in deep Duda

Just before opposition candidate Andrzej Duda of the 
Law and Justice party won the Polish presidency on a 
populist platform that spooked the financial markets, 

the Warsaw Stock Exchange (WSE) held its first “Investor 
Day” in New York on May 18 where participants questioned 
the bourse’s direction and longstanding regional ambitions 
in particular.

Poland still has the biggest stock market in Central Europe 
with a capitalization of around €130bn, including an active 
small company tier, and has attracted a smattering of cross-
listings from neighbours like Ukraine prior to the conflict in 
the east of that country. But self-inflicted policy wounds such 
as the slow privatisation of state enterprises and reforms 
that destroyed the private pension system have opened 
the way for challengers to Poland's financial ambitions: 
Austria’s cross-border alliances and Romania’s core emerging 
market push, as well as Turkey through its overlooked Euro-
Asian exchange network, could all upend Warsaw’s once 
commanding status.

At the New York conference WSE representatives downplayed 
the damage from the fallout from the Russia-Ukraine conflict 
such as the trade ban. Poland’s first-quarter GDP was up 3.5%, 
as half of all exports go to the EU and less than one-tenth to 
the former Soviet Union, and German demand in particular 
lifted industrial output 9% in the period. Retail sales rose over 
5% on an annual basis with consumption a mainstay in the 
half a trillion dollar economy. Before the presidential poll, 
rating agencies affirmed sovereign ‘A’ grades, with the fiscal 
deficit due to fall under the 3% of GDP threshold that the EU 
Maastricht criteria stipulates, and public debt is now safely 
under the 50% statutory ceiling following the government 
bond cancellation from the pension changes.

However, that positive message couldn't mask the drawbacks 
of recent moves. Poland pioneered private pensions with 
foreign technical assistance in the 1990s, and they were the 
core domestic institutional investor base that underpinned 
the financial hub concept until last year. A mandatory 
3% of salaries went into the schemes and then into the 

Gary Kleiman of Kleiman International

“Self-inflicted policy wounds have 
opened the way for challengers to 
Poland's financial ambitions”

http://andrzejduda.pl
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along in flat to negative territory, while Hungary is at the 
front of the regional pack with a 25% stock market gain 
despite similar deflation and growth conditions. Investors are 
perhaps being drawn into Hungary since Prime Minister Viktor 
Orban might already have completed his draconian financial 
sector agenda, and the Budapest bourse is now joined with 
Vienna, Ljubljana and Prague in a combined €50bn free float 
arrangement, the CEE Stock Exchange Group.

According to the Vienna-led CEE Exchange Group's annual 
report, one-quarter of outside institutional investors are 
from the US, 20% from the UK, 40% from Europe including 
3% Poland, and 15% from other regions mainly Asia and 
the Persian Gulf. Among the big asset managers taking this 
route for their exchange-traded funds (ETF) and dedicated 
funds were Capital Group, Blackrock, Aberdeen and the 
China Investment Corporation sovereign wealth fund. They 
concentrate on larger companies with higher governance 
standards in seeking diversified exposure, although earnings 
growth lagged Asian and Latin American markets.

Romania, which is only one-quarter Warsaw’s size and was 
up 2% on the MSCI frontier index through June, expressed its 
own financial hub goal recently after the European Bank for 
Reconstruction and Development (EBRD) took a 5% stake in 
the Bucharest Stock Exchange. It is the biggest in Southeast 
Europe and aims for core emerging market status in the next 
three years. New Romanian President Klaus Iohannis, an 
ethnic German whose victory ended a long record of coalition 
party infighting, has prioritized the bourse's expansion and 
foreign participation. He has pledged to root out corruption 
previously associated with privatisations, which are 
proceeding under an International Monetary Fund (IMF) 
programme with power utilities next in the pipeline. Ironically, 
the original Polish model of second-pillar pension savings 
will be a main impetus and a former WSE chief executive has 
been recruited to spearhead the effort. The leading listed 
privatisation fund Fondul Proprietatea is managed on the 
state’s behalf by Franklin Templeton Investment Management, 
whose well-known public face Mark Mobius regularly touts the 
country’s capital market progress.

Turkey, which chairs the G20 this year and established the 
Federation of Eurasian Stock Exchanges (FEAS) two decades 
ago, recently reiterated its ambition to become both a 
conventional and Islamic financial centre. Romania is among 
the two dozen members of FEAS heavily concentrated in the 
Balkans and Caucasus, and stretching to Central Asia and 
the Middle East. Dow Jones has launched a FEAS Titans 50 
index of the largest companies, and taskforces work to align 
operating and regulatory standards.

Poland now faces multiple competitors in the financial hub 
race as it has lost investor favour from poor policy decisions 
and complacency. The lacklustre New York reception and 
presidential election share crash argue for immediate 
adjustments on privatisations, pensions and cross-border 
alliances to repair the spokes.  
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Not fully recovered 
After the financial crisis, however, the private insurance 
sector in CEE has struggled to regain momentum. In almost 
all transition countries, total GPW in 2014 was below previous 
highs. Exceptions were Slovakia and – outside the circle of 
transition countries – Turkey, with the latter benefitting from 
stronger economic growth in general and better demographic 
trends.

The reasons for the slowdown, and in some cases growth 
reversal, were manifold. First, across Europe the financial 
sector including insurance has not fully recovered from the 
2008 crisis. Also in Western Europe many insurance markets 
declined in recent years, including the British, Dutch and 
Swedish markets as well as – less surprisingly – insurance 
markets in the southern periphery. Second, like their more 
developed peers, insurance markets in CEE suffered from low 
interest rates and sluggish economic growth. Third, in some 
markets – eg. Hungary, Czech Republic and Turkey – premium 
growth expressed in hard currency simply slowed due to 

COMMENT:  

Insurance in CEE – 
once the thrill has 
gone

The private insurance sector in Central and Eastern 
Europe has been a growth sector. Since 2000, gross 
premiums written (GPW) in CEE plus Turkey have been 

growing more than twice as fast on average as in Europe’s 
developed insurance markets. However, with GPW of less 
than €40bn, the sector’s total size is still small, corresponding, 
for example, to less than a quarter of the German or the 
French insurance markets. After the financial crisis, growth 
has turned choppy, with total premium volumes occasionally 
shrinking in recent years.

The investment case for insurance in the transition 
countries – as it was perceived 15-20 years ago – was pretty 
straightforward: The insurance sector in the region was 
massively underdeveloped; economic growth was likely to 
exceed growth in mature Europe; and insurance had been 
globally a growth sector for decades. The forecast, therefore, 
that the private insurance business in CEE would emerge as a 
growth sector was not a particularly bold proposition – and it 
turned out right.

Peter Szopo of Erste Asset Management

Gross written premium - CAGR 2000-13 pa, EUR Insurance stocks with CEE/TR exposure, EUR*

Source: Insurance Europe; Erste Asset Management. Source: Bloomberg; EAM. *05/2010=100. **EuroStoxx Insurance ***TR insurance index
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may also have been supported by sell-side speculation that 
the company could be a takeover target. This might not be 
without substance. Currently only two of the European majors 
have a meaningful presence in the region – Allianz with GPW 
of €4.2bn including Russia and Turkey, and Generali (€3.3bn 
excluding Turkey and Russia) – and, in addition, Raiffeisen, 
Uniqa’s majority owner, may want to bolster its own capital 
base.

Despite its recent softness, fast growth will eventually return 
to the insurance sector in CEE. The gap between insurance 
penetration and insurance intensity – to focus on the two 
most widely used metrics – in Western Europe and in CEE plus 
Turkey is simply too big to be sustainable going forward. For 
example, GPW to GDP is well above 7% in Europe, on average, 
which is twice as high as in Poland and the Czech Republic, 
and five times as high as in Turkey and Romania. Cyclical 
factors can delay the process of catching up, but with growing 
income and wealth in CEE and Turkey, and a rising middle-
class, the structural trend will continue regardless. 

That said, the fragmented nature of the insurance business 
in the region limits its attraction for the big players. Presently 
only three markets – Poland, Turkey and the Czech Republic 
– achieve an annual premium income of more than €5bn. 
At the same time, in the Balkans and Baltics size as well as 
regulatory and other local particularities make it difficult for 
international operators to reach an efficient scale. 

currency weakness. Finally, also tax issues and poor regulation 
in places like Romania put a lid on growth. 

CEE insurance stocks lag Western peers
The sector’s weakness in recent years is also reflected in the 
performance of insurance stocks exposed to the region or 
major markets in the region. While the European insurance 
index (Bloomberg: SXIP) doubled over the past five years, 
the key insurance plays in the CEE region posted a more 

pedestrian performance. Only PZU, the Polish incumbent, 
showed a gain over the past five years, although it was 
modest (4.5% pa) compared with the European sector index. 
Moreover, recently the stock came under pressure as the 
management signalled a switch to a more acquisitive growth 
strategy.

Turkish insurers, on average, posted moderate gains in 
local currency, which were eaten up by the lira’s weakness 
against the euro, though. The two Austrian insurers, with 
operations across the region, performed differently. VIG, 
the leading player across the entire region in terms of GPW, 
moved sideways after being hit by problems in its Italian 
and Romanian operations. (Disclosure: Erste, the owner of 
Erste Asset Management, is the main distribution partner of 
VIG in Austria and CEE). Uniqa Group, majority owned by 
Raiffeisen, lost 40% over five years, reflecting an unstable 
management history and a lack of focus, and only recently has 
managed to turn around. The stock’s recent outperformance 

“The investment case for insurance 
in the transition countries – as it  
was perceived 15-20 years ago –  
was pretty straightforward”

“The fragmented nature of the 
insurance business in the region 
limits its attraction for the big 
players”

Insurance penetration (GPW to GDP, 2013)

Source: Insurance Europe; Erste Asset Management.
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price of up to over $5,000 per tonne,” says Clark Bailey, who 
hails from the US state of Texas and is head of EuroChem's 
mining operations.

The Kola Peninsula is impossibly rich in minerals, home to 
almost the entire periodic table (known in Russia as the 
Mendeleev table after Professor Dmitri Ivanovich Mendeleev, 
the Russian scientist that invented it). Seven of these 
minerals can be found nowhere else on earth, the staff at 
the Kovdorskiy mine boast, but it is the apatite that attracted 
EuroChem’s interest.

Like many of his oligarch peers, Melnichenko made his 
money in the rough and tumble of the 1990s. Still in his 
40s, Melnichenko set up MDM bank, which specialised in 
providing “real” banking services to the oligarch-controlled 
banks that grew rich from speculating against hyperinflation. 
After the collapse of the banking sector’s top tier in the 1998 
crisis, MDM emerged as one of Russia's leading commercial 
banks. However, in 2004 he began selling control of his 
banking business to his partner Sergei Popov, putting the 
money into industrial assets including coal miner Siberian 
Coal Energy Company (SUEK) and utility company Siberian 
Generating Company (SGC), earning a second fortune in 
the process. Melnichenko lost 80% of his wealth in the 
2008 crisis, with his net worth falling to $1bn according 
to Forbes magazine, but by the start of 2015 it had  
recovered to $9.7bn.

A big player in Russia's mining sector, in the West Melnichenko 
is probably better known for his $300mn luxurious yacht, 
called simply “A”, which was designed by Philippe Starck 
(of bathroom fittings fame) and is second only in size and 
ostentatiousness to that of fellow oligarch Roman Abramovich.
 
Advantages
EuroChem has been building one of the world’s largest 
vertically-integrated fertiliser companies since 2001. The 
company is aiming to be among only four companies to 
produce nitrogen, phosphates and potash following the 
launch of its potash operations in 2017.  Over the last few 
years EuroChem has picked up several more companies 
and mineral assets. To secure resources and bolster its raw 

EuroChem is 
fertilising the 
future

Russia's oligarchs became fabulously wealthy almost 
overnight in the 1990s, but having secured their 
fortunes a few are starting to plough billions back into 

businesses they hope will pay them dividends for decades to 
come. Andrey Melnichenko's EuroChem has invested over US$ 
700 million in an apatite mine inside Russia's Arctic Circle 
to extend its useful working life by at least 40 years. This is 
helping to build up a group that has already emerged as a top 
10 global fertiliser maker turning over $5bn a year. 

Murmansk is just inside the Arctic Circle and at the end of 
April there is still snow on the ground, despite the fact spring 
is starting to bloom in Moscow more than a two-hour flight to 
the south. The deep fjord and nearby Gulf Stream makes this 
one of Russia's two warm-water ports (now three if you count 
Crimea, which was annexed from Ukraine in March last year) 
and a logistics hub for the country's copious raw material 
exports. It is one of a dozen Russian cities to be awarded “hero 
city” status, as it was used by the Allies in WWII to supply the 
Red Army with “lend-lease” equipment and was more-or-less 
flattened by the Nazis as a result.

Today it is a bustling, if somewhat rundown, port city studded 
with a handful of new shopping centres and renovated hotels. 
Several ships stand in the docks being loaded with coal 
that belongs to SUEK, a EuroChem sister company, or are 
already filled with apatite concentrate and iron ore from the 
Kovdorskiy mine situated in a town of the same name three 
hours’ drive into the barren hinterland.

Kovdorskiy is home to massive deposits of phosphorous ore, 
also referred to as apatite (P2O2), a high quality phosphate 
rock, which is found in a mineral formation that is also rich 
in iron ore, and baddeleyite (ZrO2), which is mainly used in 
ceramics, while its cubic crystalline form is better known to 
the man in the street as zirconia crystals, used to make kitschy 
sparkling decorations. All three minerals are mined and 
processed at the Kovdorskiy plants and exported all over the 
world, although China remains the most important customer 
for iron ore concentrate and Japan for baddeleyite concentrate 
where it has several industrial applications. “Iron ore prices 
have plummeted in the last year from over $120 to about $60 
per tonne now, but the baddeleyite can still get a very good 

Ben Aris in Murmansk
www.eurochemgroup.com
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region. The Kovdorskiy deposit was discovered in 1933, but 
because of WWII the original mine with a 6mn tonnes per year 
(t/y) capacity of iron ore only became operational in 1962. It 
wasn’t until the 1970s that the mine started producing apatite 
concentrate and later baddeleyite concentrate potash.

Since EuroChem took over in 2002, the mine has been vastly 
expanded, and there are still plans for future growth The 
company began to work the mineral rich tailings in 2007 that 
were previously ignored – as the mine was initially configured 
for the extraction of its high-quality/Fe content iron ore. Then 
began an ambitious expansion project starting in 2011 that has 
seen the production of raw ore increase from the original 6mn 
t/y to 23mn t/y today (including 5mn t/y of apatite and 18mn 
t/y of iron ore). The eventual goal is to raise production to a 
maximum of 40mn t/y.

The mine continues to get deeper and wider, but an entirely 
new processing plant has been constructed over the last 
18 months that came on stream earlier this year. Unlike 
Murmansk's blackened Soviet-era infrastructure, EuroChem's 
brand new blue and yellow modern buildings stand out from 
the grey surroundings.
 
The mine itself is a huge open pit. Giant BelAZ and Caterpillar 
trucks ferry ore from the bottom of the pit to the processing 
plants, where the rock is crushed and the minerals and 
iron ore are separated out of the slurry using magnets and 
floatation processes.

Currently the pit is 414 metres deep and the company expects 
to sink it another 460 metres. This means several factory 
buildings on the pit's lip will have to be moved back from the 
edge. But the main apatite-staffelite ore deposit extends in a 
pipe to more than 2,000m below the surface. EuroChem will 
eventually have to go deeper underground to get at the rest of 
the ore body. All in all, the mine has at least another 40 years 
of life in it.

Business philosophy
EuroChem is already turning over a very healthy $5bn a year, 
investing its profits back into the company. It has already 
invested $2.5bn into developing its two potash mines and 
continues to funnel some $400m-500m a year into this new 
segment.

It is also spending a similar amount on upgrades and 
developments across its nitrogen and phosphates operations, 
such as at the Kovdorskiy mine. When EuroChem took 
over the Kovdorskiy mine in 2002 its future was a lot less 
certain. “The previous owners were more concerned with 
generating cash rather than investing in the future. What we 
are building here is a long-term sustainable business that 
has decades of life left,” says Clarke Bailey. Cumulatively, 
once the potash mines are completed, Olivier Harvey, head 
of investor relations, estimates the company will have 
spent more than $10bn on developing its business, with 
over half going to its potash projects and the rest across its 

materials portfolio, the company took over the Kovdorskiy 
mine in 2002, and is developing two potash mines in 
Russia. One is near Volgograd (better known as Stalingrad) 
and is called EuroChem VolgaKaliy, while the other, 
EuroChem Usolskiy, is in the Perm region. EuroChem has 
also launched phosphate ore production in Kazakhstan 
in 2013. Additionally, EuroChem has entered into a joint 
venture with Chinese fertiliser producer Migao Corporation 
as a way of developing the Asian markets.  It also has three 
nitrogen plants (two in Russia and one in Belgium) , three 
phosphate plants (two in Russia one in Lithuania), and a 
global sales and distribution network with a core focus on 
the European market but including sales offices spanning 
from Mexico to China. 

Altogether the group produced close to 12mn tonnes of 
fertilizers in 2014, a number set to rise by at least 8mn 
tonnes once its potash plans are realised. “We currently meet 
about three-quarters of our phosphate rock needs [from 
our Kovdorskiy mine], which is why we bought Taraz [in 
Kazakhstan],” says Bailey. “While today we buy potash from 
third parties, we are planning to be fully sufficient once we 
have our own potash production.”

As a company, EuroChem has several strong competitive 
advantages. The first is its massive natural resources portfolio, 
which includes apatite and phosphate rock, potash, and 
hydrocarbons. It also has large gas reserves of 493bn cubic 

metres (m³) and produces 1.1bn m³ of gas a year, which 
currently meets a quarter of the company's needs. Gas is a 
major source of hydrogen in the production of ammonia which 
is the basic chemical building block for most fertilisers.

Transport is another of the company's advantages. In 
addition to the proximity of the Kovdorskiy mine to the port 
of Murmansk, the company also has a terminal on the Black 
Sea a few hundred kilometres from the Volgograd potash 
mine currently being developed, as well as a terminal in 
Sillamae (Gulf of Finland) in Estonia, and dedicated jetty 
access in the port of Antwerp in Belgium. Providing further 
cost benefits, the company can count on some 6,400 rail 
cars and its own Panamax size ships to assure flows of raw 
material and final product.

History of Kovdorskiy
The wealth of minerals and the Kola peninsula's geographical 
isolation meant that Stalin built a large Gulag complex in the 

“EuroChem has been building one 
of the world’s largest vertically-
integrated fertiliser companies  
since 2001”
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[Russian] companies with a good track record and we have 
worked with all these banks for years, so they know us well. 
The cost of borrowing has not even gone up that much.”

And the huge devaluation of the ruble since the end of last 
year has actually been a boon. “We have always tried to match 
our debt with our revenues. While approximately 60% of 
the group’s costs are in rubles, over three-quarters of income 
is denominated in dollars and euros, so it is easy to have a 
natural hedge to currency fluctuations,” says Olivier. “The 
same is true with capital expenditure, across the group’s 
operations, while we sometimes need to import certain 
equipment; we always try to source as much as possible 
domestically to encourage local industries. Specifically for the 
potash projects in Russia, the capex breakdown is about 60-40 
dollars-rubles.”

The group’s potash ambitions are justified. It is a profitable 
business, as unlike most fertilisers that have to be made in a 
chemical process the pink and white potash salts can be simply 
dug out of the ground and shipped to customers. Yet the price 
of potash has been volatile recently; the biggest producer 
of potash in the former Soviet Union was the joint venture 
between the Belarus Potash Company and Russia's Uralkali, 
which broke up in 2012. “The two companies have gone after 
market share at the cost of the price and that has affected 
everyone,” says Bailey.

The price for a tonne of potash fell steeply from over $400 
per tonne while the cartel was operating, to about $315 as of 
April, but has started to recover more recently. Bailey says that 
he expects the price of potash to creep up again in the coming 
years as the pressure on agriculture driven by the relentless 
growth of the global population means demand for the 
mineral will remain strong. But none of the other major potash 
producers are planning to expand dramatically in coming 
years, whereas both of EuroChem's potash projects will come 
online in 2017. “If we are lucky, then we could find ourselves 
in the sweet spot in the market and be there by ourselves for 
several years,” says Bailey. 

other operations to increase efficiency and environmental 
safeguards as well as on social initiatives.

And that is what is so unusual for a Russian company of this 
type and size. In the last few years, most of Russia's leading 
mineral extraction firms have been paying out handsome 
dividends, as their owners want to make safe their wealth 
with overseas investments. State companies have also been 
ordered to pay out 25% of profits as dividends to supplement 
the budget. But for the most part, Melnichenko has gone the 
other way, continuously and increasingly investing back into 
the development of the business. “This has been a relatively 

recent development,” says Bailey, who has been working in 
Russia for a bit less than three years, but has run mines all 
over the world. “The strategy is not so much about profits as 
the strategic development of the business in the context of the 
fertiliser global market.”

The business has also been relatively unaffected by Russia's 
clash with the West over Ukraine's future. Fertilisers are not 
subject to sanctions and continue to attract interest from 
the outside world. Even the financial sanctions imposed on 
Russia by the EU and US have had relatively little impact: the 
company has a low net debt to EBITDA ratio of 1.57x, so can 
finance the majority of its investment needs out of retained 
earnings, but it could still borrow if it needs to. “We recently 
raised $750mn project financing as a syndicated loan with six 
foreign banks participating,” says Harvey. “Funding [on the 
international capital markets] is still available to some select 

“While today we buy potash from 
third parties, we are planning to be 
fully sufficient once we have our  
own potash production”
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of the Chelyabinsk Metallurgical Plant, are held by Mechel's 
other creditors.

Analysts watching and waiting
The story is being closely watched and is a huge 
embarrassment for the Kremlin. Mechel was a poster boy 
for the "new Russia" when it debuted on the New York 
Stock Exchange in November 2004, one of the very first 
Russian companies to list its shares overseas. The IPO was 
a resounding success, raising $335mn at the time for the 
company. But the stock has been crushed since, falling from 
the $21 per ADR during the IPO to $1.22 as of June 12.

The losses Mechel must have racked up for portfolio investors 
must be part of the reason the Russia-based contingent of 
investment analysts has been so tight-lipped about the VTB 
agreement. The obvious reluctance of some in the government 
to admit defeat and declare the company bust is another. 
WIth so many of the biggest state-owned banks on the hook 
with Mechel debt, clearly the whole story has become highliy 
politicised. And with Mechel’s fortunes U-turning so rapidly in 
the past, sometimes on a harsh or conciliatory word from the 
top, informed forecasts have erred more towards crude crystal-
ball peering.

“The debt restructuring deal with VTB does not solve 
the problem,” wrote BKS analysts Kirill Chuyko and Oleg 
Petropavlovskii, who are among the few audible voices on 
the topic. It offers only partial, short-term relief and does 
not influence Mechel's long-term risks, they commented 
on June 9, adding only that, “the company’s basic business 
model remains highly unstable due to unfavourable market 
conditions for coal and steel and a stronger ruble than 3-4 
months ago”.

Mechel's latest disastrous financial results won't help. The 
company on April 28 reported a US GAAP net loss of $4.3bn 
in 2014, growing by 48% on year. In the fourth quarter alone, 

Make or break 
for Mechel

Russian mining and steel giant Mechel clinched a $1.8bn 
loan restructuring deal with VTB Bank in June, but it 
remains mired in debt as the bankruptcy axe hovers. At 

this stage, the agreement may be but a Band-Aid on deeper 
wounds that refuse to heal, seven years after then prime 
minister Vladimir Putin’s ominous pledge to “send a doctor 
and clean up” Mechel, with memories still fresh of the ugly 
dismemberment of the Yukos oil company. 

Since then, Mechel's rapid expansion with borrowed billions 
amid periodic admonishments and bankruptcy growls – 
and unexpected praise – from the Kremlin and Russian 
government sent the company's stock value and survival 
prospects yo-yoing largely beyond prediction. 

In September, as Mechel's debts rocketed towards $9bn, the 
writing on the wall finally seemed indelible. Saying that he 
now saw “no way out”, Economy Minister Alexei Ulyukayev 
stated that “if the company is bankrupt, we should legally 
acknowledge it”.

But against the odds, the bizarre 'Mechel Show' since seems 
to have wangled itself at least a season or two more. The 
agreement with VTB, announced earlier in June and awaiting 
signature, allows the company with 70,000 employees to 
restructure another $1.8bn of its actually diminishing and 
reasonably reworked debt.

In addition to the sum owed to VTB, Mechel owes $1.3bn 
to Sberbank and $2.3bn to Gazprombank under a now 
also restructured loan. In March, Industry Minister Denis 
Manturov said Mechel had cut its debt to $6.4bn from 
$8.6bn, mainly through selling assets. Vedomosti reported 
that VTB demanded additional security in addition to the 
37.% stake it currently holds in Mechel Mining, worth 
RUB108bn ($1.95bn) according to the company’s own 
estimate. Large stakes in its constituent companies, such as 
25% in the Yuzhny Kuzbass coal and coke producer and 20% 

Nick Allen in Berlin
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net loss soared 5.4-fold from the quarter before to $3.1bn. 
Revenues in 2014 declined by 25% to $6.4bn, and Ebitda 
slipped by 3% to $709mn. 

Unsurprisingly, VTB’s own analysts painted a brighter picture 
after the restructuring was agreed. “In the years-old story 
about Mechel’s struggle with its creditors for its future, 
at last there is not just a glimmer but a ray of sunshine,” 
wrote Stanislav Kleshchev, head of the VTB 24 analysis 
department. Noting that the stock only initially rose 6% after 
the announcement, with realistic prospects to go higher, 
Kleshchev said that “for the speculators now forming the vast 
majority [of players] on the domestic market, Mechel shares 
are a pretty good bet for a long position”.  
 

Mark Adomanis in Philadelphia

Much has been written about Russia’s banking sys-
tem and the annus horribilis of 2014. But in the “real” 
economy the story has been a lot less negative. 

Steel manufacturer Severstal, for example, was men-
tioned several times in a remarkably upbeat article in 
Newsweek about the Russian economy’s unexpected 
resilience in the face of sanctions. In reality, Severstal's 
performance wasn't all that great. Yes its gross profit was 
up marginally (about 0.9%) and its profit before financing 
and taxation was up by quite a bit more (about 34%), but 
its net income was sharply lower, a loss of $1.6bn in 2014 
versus a profit of $89mn in 2013. 

Almost all of this change was driven by the titantic $1.8bn 
hit that Severstal took on foreign exchange losses. You 
can argue that these losses aren't "real" because they 
are more the result of temporary (and even irrational) 
fluctuations in currency markets, but even if you totally 
remove the adjustments for 2013 and 2014, net income 
still slumped by roughly 30%. It's not in nearly as bad a 
position as some large resource exporters (like Gaz-
prom), but a look at the financials suggests that reports 
of Severstal's resurgence have been a bit overstated.

Other Russian metals and mining companies were in 
even better shape, showing a broadly similar pattern: 
revenue that, in dollar terms, was essentially flat, costs 
that were down between 10% and 20%, large forex 
losses, and a sharp improvement in overall net income.

Norilsk Nickel, for example, despite also taking a roughly 
$1.6bn hit on forex translations, saw its operating profit 
double and its net income almost triple from in 2014. Some 
of that is due to a few particularly ill-advised investment 
decisions that the company made in 2013 (which had to be 
fully impaired and which reduced 2013 net income by about 
$500mn). But a good deal of this improvement appears 
very much genuine. Sales went up by 3.2% while the costs 
of those sales (COGS) went down across the board: COGS 
was down by 13%, while Selling, General & Administrative 
expenses (SG&A) were down by 19%. With increasing reve-
nue and decreasing costs, particularly considering the crisis 
is roaring through large sections of the Russian economy, 
life was remarkably good for Norilsk Nickel in 2014.

Rusal had, all things considered, a pretty decent 2014. 
Measured in dollars its revenue was down marginally 
(about 4.5%), but its COGS were down by a substantially 
larger amount (14.5%). Rusal's operating profit (gross 
profit minus its operating expenses) increased by more 
than $1bn, from a small loss in 2013 to an almost $1.1bn 
profit in 2014. There was still a large hit from forex expens-
es that pushed net income down into negative territory, but 
after posting a $3.3bn loss in 2013 (of which about $1.9bn 
was due to various restructuring-related expenses) the 
company suffered a net loss of only $90mn in 2014. 

The financial results show that the common story of 
universal doom and despair omits some very important 
parts of Russia’s economy.

Russia mines a richer seam

Established 12 years ago and headquartered in Moscow, 
Mechel operates in 11 regions of Russia, comprising producers 
of coal, iron ore, steel and rolled steel products, as well as 
electric power. The company was founded and headed by 
Igor Zyuzin, who before the new debt deal controlled 67% 
of the stock with his family. Zyuzin is no favourite of Putin, 
who without naming the company stressed in talks with 
VTB management in September that the government would 
not bail out such “borrowers”. "They [borrowers] should all 
understand and keep in mind that according to market laws 
they will have to deal themselves with all issues arising not 
because of some political events, but due to their own business 
and financial activities. They must remember that,” came the 
unambiguous message from the top.
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reduced the Zyuzin family's shareholding from 67% to 
10%. Mechel rejected the plan in favour of selling assets, 
finally compelling VTB to look to the courts to reclaim its 
debt. "Unfortunately we have no other option but to take 
legal action by filing a claim, because the plan suggested 
by Mechel does not suit us," VTB CEO Andrei Kostin said in 
March after the bank said it was filing a bankruptcy lawsuit. 
With its inevitable demise looming, Mechel began to comply 
with VTB's demands.

Under an agreement reached in April, Kostin told a recent 
banking conference in St Petersburg that Mechel must meet 
a number of conditions, including paying some RUB4bn 
($71.4mn) in debt arrears and providing additional 
collateral and guarantees. This will allow restructuring of 
the amortization of Mechel's main debt in 2015-16 and VTB 
would postpone payment obligations until 2018-19, he said.

Mechel's shares traded up almost 9% on the Moscow 
exchange in the days following the comments. But while the 
situation seems to have been resolved for now, VTB can file 
a bankruptcy petition at any time while the debt exceeds 
RUB300,000 (around $5,500). "If Mechel meets these 
conditions, we plan to sign an agreement on debt restructuring 
by the end of June or early July," Kostin said. "If not, then we 
will return to the legal action that we have postponed but not 
cancelled."

Wallflower at the profit party 
Amid its floundering, Mechel could not make the most of 
the bonanza some of its metal and mining peers enjoyed 
during the ruble depreciation of the past year, where having 
operating costs in rubles allowed them to rake in hefty export 
revenues, even after costly currency conversion.

For example, Norilsk Nickel, despite taking an almost $1.6bn 
hit on forex transactions, saw its operating profit double and 
net income almost triple in 2014. Rusal also had a relatively 
good year, with operating profit increasing by more than $1bn, 
which at least helped it offset greater losses in 2013.
Now that the ruble has broadly stabilised against the dollar, 
it seems unlikely that there will be further benefits for the 
mining and metals industry on the scale observed in 2014. For 
Mechel, however, the biggest party may be just making it to 
the New Year.  

From ailing patient…
The company’s fortunes have pinballed wildly through 
the years, but an ignominious fate looked sealed from 
the day in July 2008 when Putin railed against Mechel's 
management with the doctor comment and more at a meeting 
of metal and coal mining chiefs.

Zyuzin was conspicously absent, having gone to hospital for 
cardio-vascular treatment. It was perhaps a wise place to be 
that day: Putin lambasted his company for exporting coal far 
cheaper than it sold it on the domestic market in what was 
evidently a transfer pricing scheme (read: tax avoidance) of 
the type Putin warned the oligarchs off in 2000. He then also 
gave instructions to the federal anti-monopoly committee 
and prosecutor’s office to look into Mechel, with ensuing 
rumblings about its tax history. 

This was the first time Putin had so intently criticised a 
single company since Mikhail Khodorkovsky’s ill-fated Yukos 
oil major in 2004, and the effect was spectacular. Not only 
did Mechel’s ADRs in New York plummet immediately by 
37%, but the shock waves buffeted the Russian market, 
causing panicked selling of Gazprom, Sberbank and other 
securities, and knocking almost $60bn off the stock market's 
capitalisation.

…To Mechel ma belle
The company lived to smelt again and even embarked on 
a dizzying shopping spree during the 2008-2009 global 
economic slump, using domestic and foreign loans to snap up 
discounted assets, sending its debts soaring.

But if Putin had wanted to “send the doctor” again, the 
Mechel head extraordinarily came out of their next meeting 
in June 2010 smelling of roses. Mindful of the damage 
his comments had caused the whole Russian market two 
years earlier, Putin instead resorted to praise. “I remember 
my outburst against Mechel and can only regret that it 
led to a more than 20% decline in the company’s market 
capitalisation. I want to thank Igor Zyuzin – he did 
everything we spoke about, and he has conducted himelf in 
the best, fairest way,” Putin said. He then popped the feel-
good bubble around the table with an explicit warning to 
metal producers that further improper pricing policy in the 
sector risked an iron-fisted response.

The remarks immediately added 6.6% to Mechel’s shares 
and almost returned them to their July 2008 value. From 
there on, the company's stock climbed to an all-time high 
of RUB989.95 ($32.5) per share in January 2011, before 
its debt-driven descent to the next verbal hammering by 
Ulyukayev and Putin last September. Today, it stands at a 
lowly RUB70 ($1.2) per share.  

New dance to VTB’s tune
Mechel compounded its predicament in recent months by 
refusing to meet VTB’s request to convert some $3bn of 
its $8.7bn debt into shares. This would reportedly have 

“Against the odds, the bizarre Mechel 
Show since seems to have wangled 
itself at least a season or two more”
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positive, bank liquidity flows are still negative, according to 
Alexander Lehmann, the EBRD’s chief economist for Central 
Europe and the Baltic States.

Outflow of bank liquidity continues
Foreign banks are forcing their Emerging Europe subsidiaries 
to survive on domestic deposits, while taking out dividends 
when they can. The units themselves often choose the safer 
option of buying local state debt or keeping money at the 
central bank, rather than making loans.

Many banks, particularly in the Balkans and Ukraine, are still 
focused on cleaning up their portfolios of non-performing 
loans from the crisis. “It is clearly the main impediment to 
credit growth and arguably to growth overall,” said Lehmann.

“The outflow of bank liquidity is still going on,” he pointed 
out. “It’s moderated and will likely moderate further as 
Eurozone-based banks have more liquidity available in the 

context of quantitative easing. The demand picture is more 
positive so I expect this will reverse. It will be a very significant 
moment when flows overall are positive in the region.”

The EBRD is also looking to work with regional stock 
exchanges and corporates to enable bourses to play a greater 
role in providing equity finance and corporate bonds. The 
bank is negotiating to take a 10% stake in the privatisation 
of the Turkish bourse, and has financed the SEE Link, which 
connects trading between the Bulgarian, Macedonian and 
Croatian stock exchanges.

For the EBRD, helping companies finance investment is 
essential to help accelerate convergence with Western 
Europe, which has lagged since the global financial crisis hit 
in 2008. Lehmann is confident that real convergence with 
Western Europe will regain momentum, though it is unlikely 
to match the same pace as before. 

The European Bank for Reconstruction and Development 
is looking to expand its role in Emerging Europe’s 
banking markets to help provide much needed finance 

for business.

The key task "is to re-establish credit flows on a sustainable 
basis, relying on savings and local capital markets,” Jean-Marc 
Peterschmitt, managing director for Central and South Eastern 
Europe, told bne IntelliNews in an interview at the EBRD’s 
Annual Meeting in Tbilisi in May. “In Hungary and elsewhere 
we remain open to investment opportunities in the banking 
sector where we really add value.” 

The EBRD is in negotiations to take a 15% stake in Erste’s 
loss-making Hungarian unit alongside the Hungarian 
government, and to acquire a 20% stake in nationalised 
Austrian bank Hypo Alpe Adria’s operations in the Balkans 
alongside private equity firm Advent International.

Peterschmitt confirmed that the development bank was also 
currently examining the long-delayed privatisation of the 
Slovenian banking sector, whose loan problems almost forced 
the country to seek an international bailout in 2013. “In 
Slovenia we are looking at some of the privatisations that are 
happening there. That is definitely a market that is seeing 
some transformation.”

Further east, Raiffeisen Bank International is also trying to 
persuade the EBRD to take a stake in its loss-making Ukrainian 
unit. Karl Sevelda, RBI's chief executive, told bne IntelliNews in 
May that the Austrian bank was in “ongoing discussions” with 
the EBRD about converting its subordinated debt in Aval into 
“a real partnership”.

The EBRD’s renewed interest in taking banking equity stakes 
in the region partly reflects the scaling back by existing players 
such as RBI and Erste Group, as well as the lack of new entrants 
coming into the region – both a product of the continuing crisis 
in European banking following the 2008 crisis.

But the EBRD’s activism also reflects concerns over the 
shortage of finance for investment in the region, with capital 
flows still below pre-crisis levels. While portfolio flows have 
been positive for a few years (though mainly going into 
sovereign debt) and foreign direct investment is marginally 

EBRD tries to kick-start  
CEE bank lending
Robert Anderson in Tbilisi

bne:Deal

“Hungary has produced results – 
which is what matters”
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"All the economies of the European Union are 
expected to grow in 2015 and 2016, the first 
time this has happened since 2007, ” World Bank 

analysts highlight in the recently released inaugural “EU 
Regular Economic Report”. And as growth picks up – albeit 
moderately – in Europe, the continent will be at the forefront 
of a global trade revival, Raoul Leering, head of international 
trade research at ING, argues in another report entitled, “The 
world trade comeback”.

These two insights should be keenly watched in Central 
and Southeast Europe, where trade remains a key engine of 
economic growth.

Europe accounts for 35% of world trade, but only for 25% of 
world output. This means it is overrepresented in world trade, 
Leering says. Once output growth picks up, this will translate 
into even higher rates of trade growth, his study argues.

The industrial ‘value-chain’ and ‘processing trade’ phenomena, 
in which offshoring and the relocation of manufacturing 
activities play a major role, contributes to explaining this. 
The majority of goods traded across borders are intermediate 
products that are imported to be processed and then 
re-exported. This inflates trade figures during growth 
periods; when output drops, trade figures drop even more. 
Cross-border services – from research to logistics – are also 
increasingly important in global production processes.

Star performers
Emerging Europe has played a special role in the EU as a 
major offshoring destination for globally competitive Western 
European firms in the automotive, machinery, textiles and 
chemicals sectors, among others. The region's integration into 
European ‘value chains’ has spurred their growth and helped 
Western European companies become globally competitive 
– and explains partly the continent’s over-representation in 
world trade.

Compared to Eurozone and other Western European 
economies, Central and Southeast Europe member states have 
weathered the economic crisis relatively well, and their trade 
has remained relatively buoyant. With 3.4% and 3.6% GDP 
growth in 2014 respectively, Hungary and Poland have been 
regional star performers. Consumer demand and the rising 

sophistication of an increasingly prosperous and qualified 
Central European workforce are re-balancing trade patterns in 
favour of more imports in these two traditionally very export-
oriented economies.

The growth pick-up further west in Europe means Central and 
Southeast European industries are benefiting particularly. 
“The Czech Republic, Hungary, and Poland are witnessing the 
highest Manufacturing PMI index in the EU,” says the World 
Bank report.

Many economists predict that technological change such as 
3D printing in manufacturing,  a widely touted ‘re-shoring’ 
trend in industry as labour and other costs in emerging 
markets countries increase, could put the brakes on the kind of 
offshoring activities that Emerging Europe has benefited from. 
But this global trend hasn’t materialised yet.

Automotive companies continue to place bets on the region. 
A most notable example is Cooper Standard’s announcement 
earlier this year that it would offshore activities to Central 
Europe. This is because labour costs alone do not determine 
an offshoring decision; labour productivity and the quality of 
the workforce also play a big role, and these factors have been 
improving in the region.

In fact, proximity to the big Western European markets 
and EU membership remain a major advantage for Central 
and Southeast European countries. In an interview with 
bne IntelliNews, ING's Leering says: “With the labour force 
relatively educated and trained, Western European companies 
outsource more knowledge intensive tasks within their value 
chains”.

This not only holds true for the richer Visegrad countries 
that joined the EU in 2004 and attracted car and machinery 
manufacturers on a large scale; the poorer EU newcomers like 
Bulgaria, Croatia and Romania are also enjoying their own 
distinct style of export-led growth. Instead of relying heavily 
on foreign manufacturing investments as their Visegrad 
neighbours have over the last two decades, they export 
more services. Their area of excellence is information and 
communication technology services. “Between 2010 and 2014, 
Bulgaria’s, Romania’s and Poland’s export volume grew by 
more than 35.3 per cent, 27.3 per cent and and 24.2 per cent 
respectively,” says the World Bank.

Iana Dreyer in Brussels

Emerging Europe’s trade 
prospects look up

bne:Trade
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The recent currency instability across the Commonwealth 
of Independent States (CIS), triggered by the collapse 
in the Russian ruble’s value in December, has rattled 

energy-rich Azerbaijan and prompted a rapid dollarization of 
its economy.

After 20 years of a fixed exchange rate policy, Azerbaijanis 
awoke on February 21 to discover that their currency, the 
manat, had been devalued 33.4% against the dollar by the 
Central Bank of the Republic of Azerbaijan (CBA). The manat's 
decline had actually started a week earlier, but the central 
bank’s surprise move undermined confidence in the national 
currency, leading savers to suddenly switch their deposits 
into dollars. The US currency now accounts for 70% of total 
deposits in the banking sector, up from about 50% in 2014 – 
the highest proportion in a decade.

According to Alim Hasanov, Baku-based economist for 
Georgian investment bank Galt & Taggart (G&T), Azerbaijanis’ 
faith in the currency has taken a big hit. “Wouldn’t you 
[distrust it] if you had your savings in manat suddenly slashed 
by 33.4%, would you still keep them?” he asks rhetorically. 
“Azerbaijan didn’t experience a radical devaluation for over 
15 years, people were not ready for that and many simply 
panicked.”

The central bank’s international reserves were another 
casualty of falling oil prices. Its reserves fell from $11bn at the 
start of the year to $8.43bn in May. In May 2014 the central 
bank sat on a cushy pile of $15bn. Heavy spending for June’s 
European Games in Baku has further dwindled reserves.

However, the level of reserves in May increased slightly 
for the first time since September 2014, suggesting that 
the situation has stabilised somewhat. “The central bank 
announced it is working on some kind of mechanism to 
support or increase trust in the local currency, but did not 
explain the details,” Hasanov tells bne IntelliNews. “Maybe 
it is a temporary adjustment, but… based on those figures 
we can say that movement from the manat to the dollar has 
stopped. Eventually the market will have to move back to  
the manat.”

The devaluation nevertheless brought some relief to the 
Azerbaijani economy, as it partially compensated for the 
steep fall in oil prices that had begun in 2014, thus helping 
to balance its public finances. In a research note published 
on June 5, G&T said the fiscal balance remained in deficit in 
the first quarter as oil-related revenues continued to decline, 
resulting in a $0.7bn deficit, corresponding to 5.2% of GDP. 
"Rough calculations indicate that the deficit may have reached 
7.2% of GDP in the absence of devaluation," it said. "Our 
calculations show that devaluation will probably balance 
budget in 2015 (for the whole year)," adds Hasanov.

A regional phenomenon, and beyond
Azerbaijan is not alone – the re-dollarization of CIS economies 
is a regional phenomenon. Armenia and Georgia wrapped up 
2014 with 72.6% and 65.2% respectively of bank deposits in 
dollars. Georgia has been focusing on “larization” since 2010 
and managed to tame the level of dollars in both deposits and 
loans, but de-dollarizing the economy can’t happen overnight.

Oleg Kouzmin, Moscow-based economist at Renaissance 
Capital, explains that a de-dollarization could be achieved by 
improving public confidence in national currencies, but this 
cannot be achieved by just ensuring exchange rate stability, 
and Azerbaijan is a good example. “Better control over 
inflation and more flexibility to the exchange rate result in 
predictability of domestic rates, while the general public feels 
more comfortable with fluctuations, understanding that the 
rate can go up and down.” In his view Azerbaijan has “good 
chances to take the level of dollarization lower. The move to a 
managed floating rate is the important step.”

Monica Ellena in Tbilisi

Azeris rediscover 
dollar as trust in 
manat falls

bne:FX

“Azerbaijan didn’t experience a 
radical devaluation for over 15 years, 
people were not ready for that and 
many simply panicked”
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The lack of trust inevitably creates a vicious circle: customers 
do not want to keep deposits in their currency, so banks end up 
not having local currency to lend to their clients. Dollars are 
being increasingly used in loan and real estate transactions to 
reduce devaluation risks, and banks also prefer to offer loans 
in dollars rather than manat, according to local reports.

International financial institutions are on the lookout to 
help. In May, the European Bank for Reconstruction and 
Development (EBRD) announced plans to issue its first 
manat-denominated bond, following similar initiatives 

in neighbouring Georgia in March 2014 and Armenia last 
January. Other multilateral lenders – the International Finance 
Corporation (IFC) and the Asian Development Bank (ADB) – 
followed with Georgian lari-denominated bonds in February 
this year, a sign of the need for local financing.

The aim is to encourage borrowing in local currencies, which 
have been caught by a sharp devaluation, squeezing already 
meagre household savings across the region. “We are working 
right now with the [Baku] authorities to create the appropriate 

legal and regulatory framework [because] it is very important 
that our bonds are placed in the market at the same [conditions] 
as the government’s, not to create an unfair market between the 
two instruments,” Bruno Balvanera, who heads the EBRD office 
for the South Caucasus, told bne IntelliNews last month.

While Hasanov agrees the plan would support the local 
currency, he stresses that “at the moment there are just not 
enough manats in the market”, so he sees the placement as an 
“open-ended plan.”

Better-than-expected growth, for now
For an oil revenue-dependent country whose currency was 
devalued by about a third, Azerbaijan’s economy performed 
better than expected in the first quarter, growing by 5.3%.

However, the G&T report highlights that the growth rate was 
mainly fed by one-off factors: inaugurations of major sport-
ing complexes, lower oil production base of last year, and an 
immediate post-devaluation run on shops by those seeking to 
benefit from manat prices still reflecting the old value against 
the dollar.

“With reserves falling and the banking sector being ‘stress-
tested’ by post-devaluation developments, we do not expect 
similar growth rates in the coming quarters,” the note reads. 
“Moreover, the lack of credible forward-looking assurances 
regarding future monetary policy, particularly exchange-rate 
policy, is acting as a brake on the new investment needed to 
drive growth.”  

“Eventually the market will have  
to move back to the manat”
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When the Latvian bank Citadele’s fund managing 
arm CBL Asset Management said in early June it 
would launch a real estate investment fund with a 

conservative mandate, the announcement quickly disappeared 
amongst countless others generated in connection to the 
European real estate industry. 

But it should not have, because the fund has the bearings 
of being one of the first investment vehicles in the region 
to adapt to the realities of the recovering Baltic economies. 
After the credit-fuelled growth ended in a crash in 2008, the 
environment is now more suitable for more cautious investors. 
Accordingly, the new fund plans to derive returns from 
investment in stable income-producing property assets over a 
longer period of time. 

Such strategies were not always the case with investors 
in Baltic real estate. Until the crisis, says Deniss Kairans, 
managing partner at the Riga office of Colliers International, 
a real estate services company, the Baltic region’s real estate 
investment market had been a popular arena for investors 
thriving on speculation. 

“Most investors before the crisis were speculating on fast yield 
compression,” confirms Andris Rengitis, head of real estate 
department at CBL Asset Management, who is managing the 
new fund. “When the crisis struck and yields went from sixes 
to 10-12%, the market froze,” he says.

The real estate sector became one of the hardest hit by the 
crisis, contributing to steep declines in economic growth. 
Estonia’s GDP contracted 14.7% in 2009, Latvia’s 14.2% and 
Lithuania’s 14.8%, according to Eurostat.

Now, when the Baltic economies appear to have embarked on 
a more sustainable path of economic growth, Rengitis says 

funds with more conservative strategies should be able to find 
their place on the Baltic real estate market.

According to Rengitis, the macroeconomic environment 
is favourable, especially given the low interest rates that 
should have institutional investors such as pension funds seek 
alternative ways of putting capital to work. Real estate is one 
such way, Rengitis says.

According to Prequin, an assets analysis and intelligence 
company, top 25 Europe-based public pension funds had 
an average allocation of 14% of total assets invested in real 
estate in 2014. According to CBL Asset Management research, 
this amount in the Baltics is only 2%, with the majority of 
investments located in Estonia.

The strategy of Citadele’s fund is thus to attract pension funds 
and other institutional investors to buy into Baltic real estate. 
“[The fund’s strategy is] to generate steady cash flows with 
less emphasis on potential capital gains from market shifts,” 
reads the announcement on the fund’s establishment. 

The fund is going to target office and retail segments, while 
the “main criteria for property selection are high liquidity 
properties in different market conditions and property 
competitiveness to ensure their successful operation in the 
long term,” according to the announcement.

Rengitis says that the current yields on commercial real 
estate come in at 7.25-7.75% and offer investor advantage 
over Western Europe’s yields of around 5%. “There is capital 
looking to invest and there are the low interest rates. If you 
are conservative in leveraging your buys, you can obtain an 
[internal rate of return] of 10-15%,” Rengitis claims.

Even the most conservative leveraging might not necessarily 
be many investors’ first choice, however. “After the crisis, 
banks have grown more conservative in lending. This is 
translating into investors being more wary about what assets 
to put their money in,” says Madis Raidma, CEO of East Capital 
in Tallinn, an investment fund specialising in the region.

“Yields will compress, of course, but it is going to happen 
very gradually. On top of that, the rental levels have not 

Wojciech Kosc in Warsaw

Baltic real estate appeals to less 
adventurous investors

bne:Funds

“The money is there, but there is 
little product”
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quite recovered yet from the bottom of the crisis and are 
at 30% of what they were around 2006-2007,” CBL Asset 
Management’s Rengitis says. “So there is a nice upside if rental 
growth happens, which I think it will – again, in a step-by-step 
fashion,” he adds.

Office rents in the Baltic states were about €20-25 per square 
metre before the crisis hit, while they are hovering at around 
€14-€16 in Riga today, and around €13 in Tallinn and Vilnius, 
according to Colliers.

Enough to go around?
But if the market froze during the crisis and is only recovering 
now, is there enough real estate on the market? It is some 
issue, says Colliers’ Kairans. “The money is there, but there is 
little product,” he says, although that is changing, too.

Kairans points to Lithuania as a country with potential for 
office development because the country is popular with 
companies locating their offshore services centres. Estonia, 
in turn, is attractive to Finnish companies, which translates 
into development of industrial real estate. Retail is seen as a 
prospective segment in both Estonia and Lithuania.

Only Latvia appears to be more of a no-man’s land, because 
local developers have tended to bet on residential projects 
because of demand from Russian nationals. “New supply is 
indeed coming to Estonia and Lithuania, with Latvia a bit 
behind, although I think it will catch up in the next year or 
two,” believes Raidma of East Capital.

The demand for office space in the Baltic states is driven by 
expansions and relocations of local firms concurrent with the 
entry of foreign companies, especially in Lithuania, according 
to Colliers’ report on the Baltic real estate in the first quarter 
of 2015. 

Retail has been developing well across the region, as rising 
wages are getting an extra boost from low inflation and 
domestic consumption is seeing as the main economic growth 
driver. The sector’s attractiveness to investors was proven 
in early 2015, after international investors Partners Group 
bought a portfolio of seven retail projects for €163mn – the 
biggest transaction in the Baltic states since 2008.  

“New supply is indeed coming to 
Estonia and Lithuania, with Latvia 
a bit behind, although I think it will 
catch up in the next year or two”
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according to media reports, merging 
them into what is now gadget-mad 
Ukraine's second largest electronics 
retailer with more than 150 stores. 

In the same year, Polishchuk opened 
Kyiv's most prestigious development, 
the gleaming high-rise Gulliver mall 
and office complex in the very heart of 
Kyiv, with an estimated annual lease 
revenue of around $20mn. And the 
following year Forbes Ukraine ranked 
the 40-year-old native of the central 
Ukrainian city Kirovohrad as the 
country's 38th richest businessperson 
worth $166mn – the fastest riser on the 
list, and the least public.

Polishchuk's sudden emergence from 
obscurity put the spotlight on the 
sources of his wealth, and in particular 
widespread reports that his wife, Lilia 

Rizva, is the niece of Svetlana Med-
vedev, wife of Russian Prime Minister 
(and former president) Dmitry Medve-
dev. “The wife of Polishchuk is the niece 
of Dmitry Medvedev, and this explains 
the success of Viktor in business, who 
10 years ago had nothing,” Andriy 
Levus, head of Ukraine's parliamentary 
sub-committee for national defence and 
security, wrote on his blog on May 29.

An investigation into Polishchuk by TV 
channel Espresso in April likewise 
claimed that Polishchuk and Medvedev 
are related, pointing out that both 
men's wives hail from the Poltava 
region in Ukraine.

Polishchuk and Rizva have neither 
denied nor confirmed the claims. 
Neither the TV investigation nor bne 
IntelliNews have managed to get any 

What lies beneath Ukraine's  
fast-rising electronics magnate
Graham Stack in Kyiv

The rapid rise of Viktor 
Polishchuk, the largely unknown 
owner of Ukraine's second 

largest electronics retailer, has 
long raised suspicions of good 
political connections: Ukrainian 
media have linked him not only to 
former Ukrainian President Viktor 
Yanukovych but even to Russian Prime 
Minister Dmitry Medvedev. These 
suspicions – which bne IntelliNews has 
investigated – have now stymied his 
attempts to build up a parallel banking 
empire.

2013 was the breakthrough year 
for Polishchuk (whose first name is 
spelt "Victor" on Wikipedia), then 
the owner of Tekhnopolis – Ukraine's 
eighth largest electronics retail chain. 
He acquired the much larger Eldorado 
chain for an estimated $100mn, 

Photo: Kiev.Victor
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response from the reclusive Polishchuk 
or his businesses.

Polishchuk's only contact with 
the press was in March 2013, when 
he provided answers in writing to 
questions from Forbes Ukraine, as well 
as publishing his CV for the first time, 
which contained no indication of how 
he had accumulated funds so quickly. 
Neither the interview nor the CV 
contains any reference to the alleged 
Medvedev ties.

Given Polishchuk's reclusiveness, he 
bizarrely chose as press secretary 
the glamorous It-girl and journalist 
Alena Berezovska – known for her 
pro-Russian views and proximity to 
the family of Yanukovych, which only 
fuelled rumours of Polishchuk's Russian 
connections.

Berezovska declined to comment 
on Polishchuk and any Kremlin 
connections, having now herself 
moved to Moscow. “This was a forced 
move,” she told bne IntelliNews, on 
account of her pro-Russian leanings. 
She is currently on a Russian Orthodox 
pilgrimage in the Holy Land.

Spooked
In 2014-15, Polishchuk also started 
to acquire banks, despite the chaos 
breaking over Ukraine that sparked the 
revolution which toppled Yanukovych 
and caused today's Russian-backed 
insurgency in the east. In 2014, 
Polishchuk bought the 69th largest 
lender Bank Mikhailivsky, apparently 
to boost consumer lending at his 
electronics stores. Then in March this 
year he was given the go-ahead to 
acquire All-Ukraine Development Bank 
(VBR), the 36th largest bank.

The move reignited controversy over 
Polishchuk's alleged secret connections, 
because VBR had been a cornerstone in 
the business empire of Oleksandr Yanu-
kovych, son of the former president, 
who is now living in exile in Russia.

The National Bank of Ukraine 
had placed VBR under temporary 
administration in 2014 as part of asset 
recovery measures against the corrupt 

Yanukovych and his family. But in 
comments to the media, Konstantin 
Vorushilin, head of Ukraine's state 
deposit guarantee fund, which is 
responsible for resolving stricken 
banks, said that VBR was actually in 
relatively good financial health and 
could be safely reprivatised.

On June 2, the central bank supported 
Polishchuk as a transparent operator, 
praising Bank Mikhailvsky as a prime 
example of a bank that now clearly 
identified its beneficial owner. “Instead 
of 12 individuals who do not have 
significant influence on the bank's 
activity – each with a stake of less than 
10% – we can see the key participant 
controlling a stake of 92.5%,” the 
central bank said in its presentation 
on “New requirements for ownership 
structure of banks”.

However, at the last minute regulators 
got cold feet over the deal. Vorushilin 
told the press on June 5 that it had 
now blocked Polishchuk's acquisition 
of VBR, because of the “lack of 
transparency about the origins of the 
funds and the identity of the final 
beneficiary of the potential investor". 
The same day, Polishchuk's holding 
company announced it was pulling out 
of the deal, citing force majeure.

Family ties
bne IntelliNews analysed the 
ownership structure of Polishchuk's 
business empire to identify what 
had spooked the National Bank, and 
found a direct link to the 'extended 
family' of ousted former president 
Yanukovych in the form of Ruslan 
Tsyplakov, a businessman and close 
friend of the family, who raced cars 
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in the same Team Ferrari Ukraine as 
Victor Yanukovych, the now deceased 
younger son of the former president.

Inevitably, the ownership of Polishchuk's 
Eldorado and Tekhnopolis stores are 
owned by a series of offshore structures 
that hide the ultimate beneficiaries. 
The Eldorado and Tekhnopolis chains 
are owned by the Ukrainian company 
TOV Diesa, which in turn is owned by 
Cyprus company Potnef Enterprises, 
controlled by another Cyprus company 
Limelm Trading, in turn controlled by 
Cyprus company Lavezzi Properties. 
Lavezzi Properties is in turn owned by 
Rockshield Investments, registered in 
the Seychelles, which thus ultimately 
controls the Eldorado and Tekhnopolis 
chain stores.

The Seychelles company register 
is a closed book, but Rockshield 
Investments – together with sister 
companies Rockshield Alliance and 
Rockshield Management – since 
2012 own a number of UK trading 
companies registered in London, at 
the infamous address of Tooley Street 
122-126. bne Intellinews has previously 
investigated this address in connection 
with its hosting of the business empire 
of a Yanukovych confidante, the 
controversial Donetsk businessman and 
former MP Yury Ivanyuschenko.

But in the case of the Rockshield-owned 
UK firms, the trail leads to another 
controversial businessman closely 
affiliated with the Yanukovych family: 
Ruslan Tsyplakov. Among the UK firms 
co-owned by Rockshield Alliance and 
Rockshield Management is Metal Union 
(UK), a trading company for Tsyplakov’s 
Ukraine metal firms Metal Union. 
Prior to ownership being transferred to 
Rockshield Investments in 2012, Metal 
Union (UK) featured Ruslan Tsyplakov 
and his brother Serhiy as partners. 
Metal Union (UK) was then wound up in 
January 2014. Thus it seems likely that 
Tsyplakov is owner of the mysterious 
Rockshield-owned companies, and by 
extension now controls the Eldorado 
electronics retail chain.

Podemos LLP, another of the firms 
registered at the Tooley Street address, 

like Metal Union owned by Rockshield 
Alliance and Rockshield Management, 
holds a 22% stake in TOV Trio O, the 
Ukrainian holding company for the 
Gulliver shopping mall.

Journalists at investigative 
publication The Insider have previously 
cited anonymous market sources 
as saying that Polishchuk's Bank 
Mikhailivsky is also in fact controlled by 
Tsyplakov. The bank in response denied 
any links to Tsyplakov.

Tsyplakov's whereabouts are currently 
unknown and he could not therefore be 
contacted for a response. He reportedly 
left Ukraine for Russia together with 
the Yanukovych family when they fled 
in February 2014. In August 2014 he 
was quoted by newswires as denying 
reports that he had been arrested by 
Ukraine's security service, the SBU. 
Ukraine’s central bank wound up 
Tsyplakov's bank Pivdenkombank in 
December, and the Metal Union website 
has been taken down. 

Photo: Kiev.Victor
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head, after the contest commission 
had considered over 170 candidates 
and submitted two contenders for final 
approval.

Sytnyk believes that one of the biggest 
problems in today’s Ukraine is “the com-
plete lack” of a fully-fledged judiciary. 
“The judiciary does not perform the 
functions that need to be performed. 

This is one of the most corrupt branches 
of power in Ukraine,” Sytnyk says.

As such, he vows that fighting 
corruption in the courts will be the top 
priority of the bureau, arguing that the 
rotten judiciary renders meaningless 
any efforts that the country’s other 
anti-corruption agencies make. “Any 

result of our work sooner or later ends 
up in a court,” Sytnyk says.

According to President Poroshenko, 
improvement in Transparency 
International’s Corruption Perceptions 
Index (CPI) will be the principal 
measure of the bureau’s efficiency. 
Ukraine gained only one point in 2014 in 
comparison with the previous year, and 
was ranked 142nd out of 175 countries. 
“Despite ‘the façade of change’, Ukraine 
continues treading water,” Transparency 
International concluded.

Ukraine’s G-men
Ukraine’s current government was 
pressurized into setting up the Anti-
Corruption Bureau by the country’s 
Western backers, who had tired of 
sending money to help the struggling 
country and saw it being siphoned off by 
insiders. In particular, the International 
Monetary Fund (IMF) made financial 
support conditional on the implementa-
tion of anti-corruption measures from 
the very outset, including “the establish-
ment of an independent anti-corruption 
agency with broad investigative powers”, 
as they put it in a $17bn two-year sup-
port package agreed in April 2014.

Despite this pressure, passing the 
legislation for the creation of the 
bureau and appointing its head took a 
year. Moreover, many more months are 
expected to pass before the institution 
is fully up and running.

In particular, the bureau’s core depart-
ment of detectives who will investigate 

corruption-related cases is supposed 
to be ready to start work at the end of 
August. However, this will depend on 
whether the government has managed 
to set up an anti-corruption prosecutor’s 
department within the Office of the 
Prosecutor General, Sytnyk explains.
Sytnyk stresses that the agency on its 
own “will not be able to turn Ukraine 

INTERVIEW: Ukraine’s anti-
corruption chief targets 
rotten judiciary
Sergei Kuznetsov in Kyiv

Artem Sytnyk was recently 
appointed as the head of 
Ukraine’s newly formed anti-

corruption body, which the Western-
leaning government in Kyiv is creating 
under pressure from international 
donors and backers. Sytnyk promises 
to make fighting corruption in the 
judiciary a priority, but expresses doubts 
over the recent number of high-profile 
public arrests, arguing that without an 
overhaul of the judicial system they’re 
unlikely to see justice in the courts.

“Actually, there are not so many reasons 
to be especially joyful,” Sytnyk tells bne 
IntelliNews, hinting at the difficulty of 
the challenge that he will face. “I spent 
many years working in law enforcement, 
and I know what hard work means.”

Indeed, it was this experience that 
persuaded President Petro Poroshenko 
on April 16 to appoint the 35-year-
old former chief investigator of the 
prosecutor’s office in the Kyiv region 
as the Anti-Corruption Bureau's first 

"The judiciary is one of the most corrupt  
branches of power in Ukraine"
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around”. Instead, its main task will 
be to provide impetus to the work 
of other bodies that are on the front 
line in the fight against corruption, in 
particular the police and the country's 
prosecution offices. “We must show 
that it’s possible to do everything in a 
new way,” Sytnyk says.

The bureau will have up to 700 employ-
ees, who will comprise not only individu-
als with professional experience, but also 
young recruits, especially detectives who 
will be trained by the US Federal Bureau 
of Investigation (FBI) and other foreign 
experts. “We will use the experience that 
other countries have gained in the fight 
against corruption,” Sytnyk adds.

The head of the bureau has a monthly 
salary of UAH60,900 ($2,600), which 
is an almost unimaginable sum for 
the majority of Ukrainians. Detectives 
and other employees of the institution 
will have less lofty salaries, but they 
will be also significantly higher than 
the national average. This measure is 
intended to reduce the possible risks of 
corruption among the bureau’s staff.
But how effective will this approach be, 

given the unimaginably large bribes that 
are periodically reported in Ukraine’s 
media? Sytnyk believes that the salaries 
are high enough to attract “honest, 
decent specialists”. “An official shouldn’t 
be rich. If you want to become rich, take 
out a loan and start a business… But 
an official should not have to wonder 
where to obtain cash to feed his family,” 
Sytnyk says. “I had temptations [of 
bribes] in my career. But I was brought 
up in an ascetic spirit, and it was easy for 
me to resist this pressure.”

Bitter legacy
In March, two senior Ukrainian 
officials, including the state 
emergencies service chief Serhiy 
Bochkovsky, were arrested during a 
cabinet meeting in Kyiv. However, this 
move, which seemed to be part of a 
PR-strategy of Prime Minister Arseny 
Yatsenyuk, failed to deliver the desired 
effect. Shortly after their arrest, the 
officials were released by a court on 
bail, and Bochkovsky is currently 
challenging the allegations against him 
in court. “Public arrests are effective 
only if the criminal cases are brought 
to their logical conclusion [in a court]. 

Otherwise, such arrests will have the 
opposite effect,” Sytnyk says.

He also urges Ukrainian society not 
to blame law-enforcement agencies 
for the slowness in investigating cases 
against officials of the regime of former 
president Viktor Yanukovych, who fled 
to Russia in February 2014 after being 
ousted following the Euromaidan street 
protests. “It is difficult for society to 
understand that [the investigations] 
will take a lot of time. The scale of the 
cases [against former officials] is so 
huge that they can’t be investigated in 
two or three months,” Sytnyk says.

However, Transparency International 
is looking at the issue from a different 
perspective. According to a report by the 
anti-graft NGO published in late Febru-
ary, the government in Kyiv is avoiding 
any significant measures to bring Yanu-
kovych and his officials to justice; instead 
it argues that it's mainly the EU that has 
taken the lead in investigating  corrupt 
practices by Yanukovych’s family and 
his entourage, as well as the process of 
freezing and arresting their assets and 
property abroad.  

Russia’s recovery faces a reality check; Ukraine makes Eurobond 
coupon payments to Russia; Russia “open for world”, says 
Putin, with business stuck in a rut; Russia’s AFK Sistema mulls 
merger of Indian unit with Reliance Communications; Greece and 
Russia ink deal for pipeline to EU border; Russia and CEE have 
roles  Ahead of the headlines for 20 years  to play in the Greek 
tragedy; Extended EU-Russia sanctions create risky new status 
quo; IMF reportedly class Russian-held Ukrainian Eurobonds as 
official debt; Saakashvili to launch Ukraine reform blitz in Odesa;  
Try our IntelliNews premium newswire for free at intellinews.com 
Russia’s VimpelCom posts weak 1Q; Business confidence in Russia 
falls but firms see economy improving; Russian carmarket GAZ to 
get $280mn state bail out                              www.intellinews.com
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implementation for 2013, and then 
in 2014, and the number of violations 
had increased dramatically,” added the 
official, whose report named the space 
sector as a main source of financial 
irregularities among all the federal 
organisations checked.

Three days later, Deputy Prime Minister 
Dmitry Rogozin said that for the sake of 
efficiency and oversight the agency will 

be reorganised by the year’s end into a 
corporation called… Roscosmos.

The agency “still has staff at its design 
bases standing by drawing boards with 
pencils in their hands” when rockets 
should be being built with digital 

models, said Rogozin, who blamed a 
series of crashes and failures on moral 
failure of the leadership of the space 
programme.

Meanwhile, the deputy premier, who 
is President Vladimir Putin’s chief 
enforcer in the supervision of aerospace 
work, reportedly threatened to “rip 
off the heads” of anyone else caught 
thieving funds during construction 
of the Vostochny spaceport in the far 
eastern Amur region. With an estimated 
cost of $3bn, the huge complex is 
essential to making Russia independent 
in its launching capacity instead of 
leasing Soviet-era launch facilities in 
neighbouring Kazakhstan.

Still a space giant
The recent scandals and failures do 
not change the fact that Russia is a 
giant of manned and unmanned space 
exploration. As the space race grew as 
a substitute for direct military conflict 
with the West from the 1950s, the 
Soviet Union beat the US to a succession 
of milestones, from first satellite to first 
human in space, first space walk, first 
orbital docking of two space craft, first 
probe landed on Venus and many more. 
All of this was rather unfairly eclipsed 
in the annals of space exploration by 
Nasa’s human Moon landing in 1969 
(although Soviet pennants had been 
remotely dropped on the Moon’s surface 
ten years earlier).

The space race yielded to cooperation 
between the rivals after the 1991 
Soviet collapse, with numerous joint 
missions and cooperation in building 
and operating the $150bn International 
Space Station (ISS). But as relations 

with the US nose-dived in 2014 with 
the Ukraine crisis, Russia is preparing 
to go its own way again. Putin recently 
ordered the construction of a separate 
all-Russian space station, and in a few 
years the Russians plan to simply undock 
their sections of the ISS and fly off on a 

In space, no one can 
hear Russia’s auditors 
scream
Nick Allen in Berlin

There’s no bad without good, as 
the silver-lining philosophy goes 
in Russian. Meaning the uproar 

around the May 27 detention of FIFA 
officials in Switzerland and Russia’s 
hasty defence of its hosting of the 2018 
World Cup has diverted attention away 
from recent launch disasters and a 
cosmic level of “misspending” uncovered 
in the national space programme.

A May audit of the Roscosmos federal 
space agency revealed financial 
violations of RUB92bn ($1.75bn) in 
2014, capping a wave of corruption 
scandals and technical blunders that has 
prompted a government shake-up in the 
space sector.

“At first, I didn't believe my inspectors 
because the value of the financial 
violations identified [at Roscosmos] 
was RUB92bn,” Audit Chamber head 
Tatyana Golikova told a press briefing 
on May 22. “First I reviewed the budget 

"The Russian space industry is collapsing"
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new independent space mission. Russia 
and China are also discussing making 
their space equipment compatible to 
facilitate joint missions in the future.

Moscow “is ready to work hand in hand” 
with Beijing on manned space projects, 
joint deep space exploration and joint 
exploration of the solar system, the 
Moon and Mars, Rogozin said during a 
visit to China last year.

Out come the skeletons
But the skeletons toppling out of 
the sector’s closet have slowed its 
impetus and invited intense scrutiny 
by the authorities. The catalyst was the 
corruption scandals that erupted last 
year at Vostochny, where two successive 
heads of construction were fired as it 
emerged that more than RUB1.8bn 
($36mn) had vanished.

In April, the Prosecutor General's office 
said it had opened 20 criminal cases and 
prosecuted 228 officials at Vostochny, 
which Putin has said must be completed 
by December. The president even gave 
orders to allocate an extra $1bn to speed 
up the work during a visit last September. 
But the project is now lagging so much 
that the government hired hundreds of 
students to help finish the construction.

When completed, the complex will 
accommodate 30,000 people, have an 
airport, train station, hotels, parks, 
schools, a business centre and a site for 
training cosmonauts and space tourists.

At the moment, Russia launches most of 
its rockets for the civil programme from 
the Baikonur space centre that it leases 
from Kazakhstan. Military satellite 
launches are performed at the northern 
Plesetsk space centre near Arkhangelsk, 
which is now being enlarged to perform 
manned civilian launches.

What goes up…
Problems in the sector were highlighted 
by two failed launches in a month, one of 
a commercial communications satellite 
for Mexico on May 18, the other of an 
unmanned Progress cargo ship for the 
ISS, which had to be burned up in the 
atmosphere on May 7 when it couldn’t 
dock with the orbiter.

Poor harvest looms in Russia

Ben Aris in Moscow

Russia is on course for a poor harvest after rains failed in key agricultural 
regions in the south. Following a record harvest in 2014, this year's grain 
production could fall to levels last seen during the disastrous drought of 2010 
– bad news for an economy already struggling.

Russia's Rostov region faces flat or lower wheat yields this year due to a lack 
of rain last autumn, and as Russia heads into its brief summer the outlook 
for future rainfall is poor, say meteorologists. This is the crucial period when 
wheat and other grains need precipitation if the harvest is to be good.

Rostov is the second region to report lower than usual rainfall. Krasnodar, 
which is home to Russia's viniculture business in addition to being a major 
wheat producer, has also reported lower than usual rainfall.

A poor harvest would be terrible for Russia's economy; agriculture is 
currently the only sector growing, but even that is slowing. Agricultural 
growth decelerated to 3.3% on year in April from 4.2% in March.

The bad harvest in 2008 also led directly to skyrocketing inflation as food still 
makes up about a third of the average Russian’s shopping basket. This would 
come on top of the situation where food prices are already being inflated by 
the Kremlin's self-imposed ban on agricultural produce from the US and EU. 

Russia produces about 100mn tonnes of grain a year, well in excess of its 
own needs of about 60mn tonnes. The rest is exported and last year Russia 
was the fourth largest exporter of grain in the world.

Russia's grain harvest has been growing steadily in recent years thanks 
to heavy investment in the food industry, backed by the state. The Kremlin 
granted a record $189bn in subsidies to the sector in 2014, which contributed 
to a record 105.3mn-tonne grain harvest the same year. But this year the US 
Department of Agriculture's (USDA) Moscow bureau is predicting a heavy 
blow to the grain harvest, which is expected to come in at a mere 92mn 
tonnes – one of the worst results since 2010.

The state's own efforts to ensure food security and bring down the costs are 
also causing problems on the grain export markets. Russia's grain exports 
between February and May 20 were down by more than half to 1.6mn tonnes, 
according to the agriculture ministry, after a new 15% wheat export tax 
plus a levy of €7.50 per tonne was imposed on February 1. The export duty 
was levied in an attempt to lower fast-rising domestic food inflation, but it 
doesn’t seem to be having any effect yet. The tax will cost farmers RUB20bn 
($373mn) this season and RUB50bn next year if it’s extended, data from 
Moscow-based research firm SovEcon show, reported TASS.

Russia's curtailing of wheat exports is squeezing domestic farmers who rely 
on hard currency revenues to run their businesses. Smaller farmers have 
already been forced to cut back on investment on things like fertilisers to stay 
solvent, which will hurt yields further. 
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The federal space programme for 2016-
2025 and the use of newly-created space 
technologies in the social, economic and 
research spheres will yield economic 
benefits of RUB1.58 trillion (around 
$32bn), according to aerospace experts 
under the parliament’s industry 
committee. Federal space financing to 
2025 under the revised budget draft 

stands at RUB2 trillion ($40bn), having 
been cut from RUB2.8 trillion as the 
recession caused by Western sanctions 
and low oil prices hit the federal coffers.

Broken down by items, TASS reported 
the projected revenues as: RUB945bn 
from space communication and 
television and radio broadcasting; 
RUB122bn from meteorology; 
RUB99bn from exploration for 
natural resources; RUB51bn from 
geodesy; RUB87bn from ice cap 
monitoring;  RUB53bn from forest fire 
monitoring, and another RUB222bn 
from “dual purpose complexes”, or 
systems and equipment that have both 

military and civil application. Space 
rocket industry enterprises will also 
contribute RUB452bn from commercial 
space project revenues, experts 
calculated.

Russia occupies slightly more than 1% 
of the global market of commercial 
space services, Oleg Frolov, a member of 
Russia’s Military Industrial Commission, 
recently told a conference at the 
Duma. “All in all, the world market 
of space services stands at around 
$300bn today and 2% of that amount 
is occupied by launch services,” Frolov 
said. “We occupy about 60% of that 
niche,” he claimed, far exceeding 
earlier estimations of 40%, including by 
Rogozin.

Investment opportunities in the sector 
remain limited, though, because 
it is regarded as being of strategic 
importance and the state retains control 
and ownership over most key elements, 
including the main rocket builders.

However, some private enterprises 
sprang up around the periphery of 
the industry and made a name for 
themselves. Dauria Aerospace and 
Sputnix are two Russian companies 
that built, launched and operated 
commercial satellites for gathering 
agricultural, construction and natural 
disaster response data.  

Russia currently has two main heavy 
launch vehicles: the Proton rocket, used 
for satellites, and the Soyuz rocket, 
which brings crews and supplies to 
the ISS. The Proton, long considered 
reliable, has now crashed seven times 
in five years, including the May failure. 
It and the Progress space craft (which 
is launched on a Soyuz) are suspended 

from service pending investigations, 
paralysing a programme that had 
generally been regarded as unstoppable, 
whatever the problems. “You can 
compare it to the fall of the Roman 
Empire,” space industry analyst Pavel 
Luzin told the Moscow Times in a 
notably pessimistic appraisal. “The 
Russian space industry is collapsing.”

For now, the space chiefs may win 
some time as Roscosmos is allowed to 
reorganise and reforms are made. “It 
will take maybe another two to three 
years to intensively technically re-equip 
the rocket and space industry,” Rogozin 
said on the Rossia-1 federal television 
channel.

In its new, corporate identity, Roscosmos 
will be responsible for setting mission 
goals and also managing wages for space 
workers and modernising production 
facilities. But Russia cannot afford any 
more launch disasters. The deputy 
premier has warned that the country 
risks losing its 40% share of the global 
commercial satellite launch market to 
new private firms emerging from the US, 
such as the California-based SpaceX, if 
the problems are not fixed with reforms.

Elusive profit margin
Recent events and frayed tempers have 
also reignited an old discussion about 
whether space exploration can actually 
be profitable. Russia’s lower house of 
parliament seems to think so, if not 
right away.

"At first, I didn't believe my inspectors because  
the value of the financial violations identified  
was $1.75bn"
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ninth year as prime minister of Hungary 
– having won elections in 1998, 2010 
and 2012 – the last two by landslides.  

Yet Orban is still thrusting, controversial 
and making headlines well beyond Hun-
gary's borders. Hailed by supporters for 
stimulating the economy and reviving 
the Magyar nation, both at home and 
among ethnic Hungarians in lands lost 
after World War I, critics, including 
former political allies, accuse him of 
destroying the rule of law, and creating 
crony capitalism with funding from EU 
taxpayers.  

But not that of Laszlo Rajk, at the time a 
veteran dissident and chief organiser of 
the reburial. “This was a day to honour 
Imre Nagy, the executed prime minister, 
and other victims of Soviet repression 
after 1956. We had all agreed not to 
bring modern politics into it,” he tells 
bne IntelliNews. “Orban went back on 
this promise and misused the reburial to 
launch himself onto the political stage.” 

A quarter of a century on, the formerly 
anti-clerical, anti-establishment Orban 
is a clean-shaven, church-friendly, self-
declared conservative, now serving his 

Orban – the man of many faces
Kester Eddy in Budapest

Twenty-six years ago this month, 
the world watched as Hungary – 
still a member of the Warsaw Pact 

military alliance – paid homage to its 
heroes of the 1956 uprising. Executed 
for opposing hardline communist rule 
from Moscow, and buried in unmarked 
graves, the leaders' remains of that 
short, bloody freedom fight were 
re-interned on June 16, 1989 in a 
massive, moving, public ceremony in 
Budapest. 

But for many, the abiding memory of 
that day is of a bearded law student 
who stood up to demand the with-
drawal of Russian troops from his 
country. Viktor Orban, a firebrand 
activist with Fidesz, a liberal, anti-
communist student group, had seized 
the moment: many a Magyar heart 
beat proud. 

"He is a pure populist. He doesn't have any 
beliefs for any length of time"
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Just who is this Orban, a man who spent 
his earliest years in Felcsut, a village of 
1,700 souls southwest of Budapest that 
now boasts a state-of-the-art football 
stadium capable of seating twice the 
local population – courtesy of the prime 
minister's special sports' policies?

Man for all seasons
Even his critics admit that Orban, 52 at 
the end of May, has charisma and per-
suasive charm. Such qualities Orban no 
doubt used to the full on June 4, when 
he met Manfred Weber, chairman of the 
European People’s Party (EPP), the con-
servative grouping of MEPs, who were 
in Budapest for a caucus meeting. 

Fidesz is a valued member of the 
EPP, but Weber had earlier criticised 
Orban for talk of re-introducing the 
death penalty for murder. Yet just one 
breakfast together, and any misgiv-
ings were quickly put to rest. Orban 
assured Weber that Hungary would 
not introduce any legislation contrary 
to the founding principles of the EU: 
the Bavarian MEP was so impressed he 
left the table to say that Europe could 
“learn a lot” from Hungary's economic 
successes. 

As if to seal the compact, Orban 
declared after the meeting: “There is 
no Europe, no European politics and no 
European Union without the Euro-
pean People’s Party,” stressing that it 
is in Hungary's interests to cooperate 
with the EPP as the “strongest political 
organisation and community” on the 
continent.

Could this be the same Orban who, 
in the past, has railed against the EU, 
equating Brussels with domination 
from Moscow in the communist era? 
Sadly, it is, says Zsuzsanna Szelenyi, 
originally elected in 1990 as a Fidesz MP 
in Hungary's first free parliament after 
the collapse of communism – and that is 
precisely the problem. “He is a pure pop-
ulist. He says what he believes at that 
very moment serves him. He doesn't 
have any beliefs for any length  
of time,” she says. 

As an example, Szelenyi, now one of the 
centrist Together Party's two lawmakers 

fanning fears of mass immigration by 
what the government terms “scrounging 
migrants”. “No question, these are 
political campaigns to hide other 
stories, and it works. Nobody speaks 
about Quaestor [an investment scandal] 

anymore. I'm truly upset by this, because 
I deal with Quaestor in parliament, 
but no journalist is interested in this 
anymore,” she says. 

(Some) people’s hero
For his supporters, however, Orban 
is a true hero, steadfastly upholding 
traditional Hungarian, Christian values. 
At a mass in Budapest to commemorate 
his birthday on May 31, one celebrant 
told broadcaster ATV: “I'm glad to give 
thanks that so many people envy him 
[Orban]… His whole appearance, 
his every utterance is as from a true 
statesman. He [always] represents the 
interests of the nation.”

On the economy, critics say the much-
vaunted economic growth of some 3.5% 

in the Hungarian legislature, points to 
the way that Orban commandeered the 
liberal Fidesz and dragged it to the right 
in 1994. It was, she says, a betrayal of the 
party's founding principles. “We saw that 
historically, bi-polar politics in Hungary 

has been poisonous, destructive… We 
knew this in 1988, and Fidesz decided 
from the first day not to participate 
in it,” she says. But Orban, whom she 
now describes as a “Bolshevist leader”, 
wanted power, and “ate up” the party. 

Far from settling into a predictable, con-
solidated political entity, in Szelenyi's 
eyes Fidesz is in a constant state of flux, 
both in terms of internal and external 
policies.

One aspect of this is the continual 
emergence of controversial issues, 
initiated by the government, or its allies, 
as a smokescreen to divert attention 
from potentially more damaging 
scandals. Of late, examples include talk 
of reintroducing the death penalty and 

"His whole appearance, his every utterance is  
as from a true statesman"
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in 2014 was largely the result of EU 
funding, along with new auto-industry 
investments that were decided before 
the Fidesz election victory in 2010.  

And even supporters accept that 
Orban's “unorthodox” economic policies 
are, ipso facto, typically not in line with 
classical conservative thinking: Orban 
has re-nationalised several banks, 
utilities and at least one manufacturing 
company since 2010 – not to mention 
the confiscation of mandatory private 
pension fund savings. 

Peter Molnar, a founder of Fidesz and a 
Fidesz MP in the 1990-94 government, 
is now a critic of the Orban-led govern-
ment. From the time when the original 
Fidesz was transformed to the party 
of today that he no longer identifies as 
Fidesz, Molnar says Orban and others 

used “all sorts of legal tricks” to enact 
policies which often had only tenden-
tious links to a genuine democratic 
process. “It would all be legal, but only 
formally, from a very narrow, legal 
positivist way.”

Molnar fundamentally objects to 
describing the Orban administration 
as  “conservative”. “Already at the 
time of the first Orban government 
[1998-2002] they changed the rules of 
parliament. Instead of having a question 
time for the opposition every week, 
they made it only every third week,” he 
says, explaining the pretext used was 
that MPs “needed to spend more time 
among the people”.

This is just one example of how the gov-
ernment “cut back the power and sig-
nificance of the democratically elected 

Hungarian parliament, a parliament 
which in history many freedom fighters 
died for,” he argues.

For Molnar, now a scholar of free 
speech and activist, a government that 
reduces the power of parliament “is 
anything but conservative”. “I really 
want to emphasise this,” he says, “I 
think it really muddies waters if they 
can claim, and we provide them with, 
the 'conservative' title.”

But Orban, while seeing Fidesz's ratings 
tumble in the polls since the elections of 
2014, still heads the most popular party, 
with around 37% support of decided 
voters. It would appear that Molnar, 
Weber and many others will have to 
peer through muddy waters for some 
time to come.  

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 
sale as Cinven makes last-minute changes to its bid; ECB 
gives Estonia the green light on corporate bond buys under QE                  

             www.intellinews.com



Central Europe I 45bne  July 2015

Poland's Civic Platform 
faces new reality

Wojciech Kosc Warsaw

Poland’s ruling Civic Platform (PO) 
is desperately casting around 
for ways to win back voters after 

losing the presidential election to its 
biggest rival, Law and Justice (PiS). 
Meanwhile some new political groups 
continue to eat into the party’s standing 
in opinion polls, just five months before 
the parliamentary election.

Prime Minister Ewa Kopacz and other 
top PO politicians are reported to be 
holding frequent meetings to discuss 
what the party should do to stop PiS’ 
free wheeling populism, and how to 
fight back against the new political 
groups exploiting its current weakness. 
The party says it will present the new 
strategy on June 20.

In a Millward Brown opinion poll from 
June 1, PiS tops the list with 25%. That 
would not be a worry for PO under normal 
circumstances, but it fell to third place at 
17%, a far cry from the standing of 30%-
35% it has enjoyed for several months.

Maverick Pawel Kukiz – who has not 
even set up an official party– scooped 
20% to claim second position, and a 
week-old group, Nowoczesna PL – not 
officially a party either - came in fourth 
with 10%.

The problem PO has now is that the 
new political groups largely feed off its 
electorate, while leaving PiS’s score the 
same as it has always been. This could 
mean that PiS is strong enough to win 
the election, helped by having Andrzej 
Duda as president.

Kukiz seems more likely to work with 
the PiS - Krystyna Pawłowicz, a leading 
MP for PiS, recently called on Kukiz to 
get on with forming a party because "we 
need you in the parliament”.

But Nowoczesna PL seems more like a 
fresher version of PO and its aggres-
sive economic liberalism should 
make the party a likely ally of the PO 
if it makes it into the parliament in 
autumn.

PO politicians have largely disregarded 
the collapse of the party’s popularity in 
one isolated poll. Still, the sudden rise 
of Nowoczesna PL should be a concern 
for PO. The party is led by economist 
Ryszard Petru, one of a group of Polish 
liberal economists who have typically 
backed PO against the populist PiS as 
well as the left.

Fundamental change
During the party’s inaugural congress 
in Warsaw in June, Petru and invited 
businessmen such as the founder of 
private postal company InPost Rafal 
Brzoska spoke at length on how PO has 
failed to improve business environment 
and become complacent and focused on 
maintaining the status quo.

They repeated Polish business circles’ 
mantra that the economy should be 
liberalised further – including further 
deregulation of the labour code and 
cuts in red tape. Nowoczesna PL also 

wants to introduce internet voting, to 
reform education so that it suits busi-
ness better, as well as to put an end 
to financing political parties from the 
state budget. None of these proposals is 

anything that PO did not talk about at 
least once during its eight-year rule.

“Petru is counting [to win votes] of 
younger beneficiaries of the Polish trans-
formation who have become disappoint-
ed with PO,” Wawrzyniec Smoczynski, 
head of Polityka Insight think tank told 
TOK FM radio on June 1.

As well as mulling campaign strategy, 
PO is pushing through several reforms 
in an attempt to neutralise PiS and the 
newcomers. It is trying to do so before 
Duda takes office on August 6, after 
which he could hamper PO’s efforts by 
using his veto.

PO wants to pass laws to facilitate in vitro 
fertilisation, give fee-free legal help, make 
changes in the tax law that would mean 
doubts in interpretation of tax regulation 
were always resolved to the taxpayer’s 
favour, as well as launch a programme to 
help young Poles get their first job.

The PO is also likely to move further in a 
populist direction to counter the PiS. For 
example, the party has suggested raising 
the minimum wage or ending the wage 
freeze in the public sector.

However, Kukiz’s consistently high posi-
tion in the polls could mean a funda-
mental change has already taken place 
in Poland, sociologist Henryk Domanski 
told the Polish edition of Newsweek on 
June 2, making it difficult for PO to claw 
back ground.

“Whatever PO will do before the election, 
it will not be enough. Komorowski [the 
incumbent president who lost to Duda] 

tabled a number of changes after he lost 
the first round and that only deteriorated 
his position because his move was 
received as panicky. The same can 
happen to Platforma,” Domanski said.  

"Whatever PO will do before the election, it will 
not be enough"
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Group, an insurance company, and 
Thermo Fisher Scientific, a biotechnol-
ogy product development company. In 
addition, there were a number of Nordic 
companies, like Advantec, a Norwegian 
oil and gas producer, and Finland’s Ahl-
strom, a fibre-based materials company.

Those companies helped bring 
€163.5mn of investment in 2014, 
but the broader picture shows a huge 
fall in the volume of foreign direct 
investment (FDI) to the country over 
the last three years. In 2013 the country 
attracted €353.3mn, and in 2012 it was 

€544.8mn, according to official data. 
As of end-2014, cumulative FDI into 
Lithuania amounted to €12.1bn.

Arvydas Arnasius, a former head of 
Investuok Lietuvoje, downplays the 
recent fall, arguing that Lithuania's 
investment projects per 1mn people 
figure of 6.7 surpasses the European 

Lithuania’s mixed 
investment picture
Linas Jegelevicius in Vilnius

Lithuania is suffering a steep fall in 
foreign investment, but the arrival 
of Google and other international 

companies offers a glimpse of a brighter 
future for the Baltic country as an 
investment destination.

Lithuanian President Dalia Grybauskaite 
first announced Google's intention to 
expand to Lithuania in late January, and 
local press cited data from Lithuania's 
Centre of Registers as showing that the 
US internet giant registered Google 
Lithuania on March 13.

Although Google’s Lithuania office will 
not serve as a data centre or project 
support centre, but rather as a second-
tier centre used mostly for sales and 
promotion of promising Baltic start-ups, 
such a high-profile arrival cannot be 
overlooked like the other record-high 29 
investments that expanded into Lithu-
ania last year, insists Investuok Lietu-
voje (Invest in Lithuania), the agency 
founded by the economy ministry to 
promote investments in Lithuania.

Among the investors in 2014 were sev-
eral US companies, including Interme-
dix, an IT company providing solutions 
for health care, American International 

average, and is nearly twice that of Esto-
nia (3.8) and seven-fold that of Latvia 
(1.0), its Baltic neighbours. “In general, 
the first half of 2014 has seen a slump in 
FDI throughout the Central and Eastern 
Europe [region], but the pace was pick-
ing up later throughout the region, and 
it has been way faster in Lithuania,” 
Arnasius says.

And if the ongoing talks with 122 other 
foreign companies pan out, this year 
could see another handful of new inves-
tors arrive, the investment agency says 
on its website.

Importantly, the types of investors that 
are coming to Lithuania will create more 
jobs in the country per 1mn people than 
is being seen in neighbouring countries, 
Arnasius claims: 561 jobs per 1mn in 
Lithuania, compared with 442 jobs in 
Poland, 246 jobs in Estonia and a mere 
114 jobs in Latvia.

And the statistics back the idea of Lithu-
ania becoming more investor friendly. 
In the World Economic Forum’s latest 
Global Competitiveness Report 2014-
2015, Lithuania’s ranking moved up 
7 positions from the year before to 
41st position out of the 144 countries 
ranked. The country does especially 
well in the education and ‘technological 
readiness’ categories.

Trickle down
Still, some leading experts remain scep-
tical. “Well, it is all how we get around 
the statistics. I personally believe we are 
doing pretty bad in the FDI sector. We 

see a trickle, but not a stream, and this 
is obvious,” says Ausra Maldeikiene, a 
well-known Lithuanian economist and 
associate professor at Vilnius University.

And those who resolve to put money in 
Lithuania do so often because of the low 
salaries in the very affordable, generally 
pleasant cities with Western-like atmo-

"We see a trickle, but not a stream, and this  
is obvious"
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spheres. “The investors usually are inter-
ested only in the largest Lithuanian cities, 
which can offer the aforementioned, not 
in the provincial towns, many of which 
are languishing because of the uneven 
regional development,” she says.

Benas Gudelis, the main shareholder 
of the pan-Baltic perfume empire that 
includes Fragrances International and 
KristiAna, says the real FDI picture for 
Lithuania is the one that his business part-
ners perceive. “They tell me this: Poland 
and Estonia are good for investment in 
the region, not Lithuania,” he says. “I can 
tell that investments are on a steep rise in 
the state of New York, where I am now. 
Officially, they are up 60%, but I can tell it 
just by walking down the street or reading 
a local newspaper, for example.”

He insists he knows why foreign invest-
ment is surging in New York: the state 
exempts foreign investors from tax for 
10 years. “I cannot tell of any tax initia-
tive like this in Lithuania,” he notes. And 
from his personal experience, in Lithu-
ania there are too “many watchdogs, too 
many constraints”. “And I do not see the 
investments growing, frankly. The bot-
tom line is that still relatively few people 
know Lithuania in the States. You say 
Google is coming? But it’s ubiquitous.”

Dovydas Bajoras, owner of Trys Kara-
liai, a major event organizer in western 
Lithuania, believes that the introduction 
of the European single currency this 
year should be a big boost for Lithuanian 
business and FDI. “The missing necessity 
of currency converting is important to 
many investors – this is what I feel from 
my own experience,” Bajoras says.

The other factor in determining the scope 
of investment, he believes, is a well put 
together and continuous advertising cam-
paign of the country as an investment 
destination. “When I think of Lithuania, 
I’ve got a strong hunch that the advertis-
ing is rather lukewarm, focused within 
one or two agencies. But for a small, 
pretty much little-known country like 
Lithuania it has to be an outright priority, 
like defence is now,” says the 32-year-old 
entrepreneur, who is also a teacher at 
Klaipeda State College.  

bne IntelliNews

A chunk of the money that went missing after the fall of Lithuania's 
Snoras Bank and Latvian subsidiary Krajbanka – formerly part-owned 
by Russian Vladimir Antonov – ended up in bank accounts at HSBC in 
Switzerland, a new report claims.

The report, which was published on June 3 on the investigative journalism 
website Re:Baltica, alleges there were accounts in HSBC linked to either 
Snoras, or Antonov and his Lithuanian business partner Raimondas 
Baranuskas. HSBC’s role in helping conceal money for individuals linked to 
corruption or money laundering was uncovered when files from the bank 
from 2008 were leaked earlier this year.

Snoras assets totalling $65.5mn (€58.2mn) were deposited in 
HSBC in Switzerland, with a similar amount parked in the name of 
Baranuskas. Also, Antonov had a personal account containing around 
$1.86mn, Re:Baltica writes. Another account belonged to Panatrones 
Holdings Limited, a Cyprus-based offshore linked to Antonov, and was in 
debt to HSBC to the tune of nearly $21.46mn.

Anotonov and Baranuskas started Snoras in the early 1990s. The bank 
quickly rose in the ranks to the position of one of the top lenders in 
Lithuania. However accusations of fraud led authorities to seize it and then 
declare bankruptcy in 2011, with regulators claiming to have found a hole of 
€1bn or more on its balance sheet. 

Latvian subisidiary Latvijas Krajbanka soon followed. Both Riga and 
Vilnius were forced to compensate depositors under a state guarantee 
scheme. Lithuania was even forced to issue unplanned Eurobonds of €1bn 
to help it pay out Snoras. 

Both countries have since been hunting down Antonov's assets, which 
stretch across the globe, in order to cover those costs. The report does  
not make it clear whether any of the Snoras-linked assets remain at the 
HSBC's Swiss unit.

Antonov and Baranuskas are currently facing civil charges in Lithuania 
for allegedly illegally transferring around €470mn and $10mn in assets 
and funds from Snoras. Both men are also alleged to have forged bank 
documents in order to conceal their activity, involving 33 transfers to Swiss 
and other offshore accounts between 2008 and 2011.

The pair sought refuge in the UK, but in early May lost their bid to avoid 
extradition to Lithuania. Antonov and Baranuskas denied the charges and 
claimed they were being made scapegoats following the nationalisation of 
Snoras in late 2011, and that the charges are politically motivated.

The Central Bank of Lithuania has declined comment on the leaked 
information from HSBC, Re:Baltica says. 

Snoras fraud loot found in Swiss HSBC 
accounts
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Turkey swims in uncharted waters
Kivanc Dundar in Istanbul

Turkish Prime Minister Ahmet 
Davutoglu appeared on state 
broadcaster TRT on June 10 

for the first time after the AKP’s poor 
showing in the June 7 elections, 
declaring that he would exhaust all 
options to form a coalition government 
before considering an early election – 
which remains the nuclear option.

The politician, bruised and battered after 
his party won a plurality but lost its con-
stitutional majority, appeared in a mood 
for compromise, and sent a message to 
the polarising president, Recep Tayyip 
Erdogan, to refrain from meddling and 
act within his constitutional limits.

Sharp ideological differences
Coalition negotiations are never easy, 
but they will be particularly difficult in 
today’s Turkey, given the sharp ideo-
logical differences between the four 
major parties (Islamist AKP, centre-left 
secularist CHP, nationalist MHP and pro-

Kurdish and leftist HDP) and their past 
hostilities.

Talks have not yet officially started, 
but the opposition parties have pub-
licly declared some of their conditions 
for taking part in a possible coalition 
government. Over the next few days the 
AKP will test the waters to see if it can 
overcome the differences with the other 
parties.

The AKP has no “red lines”, said Davuto-
glu, adding that he is willing to talk with 
all the opposition parties. Davutoglu is 
under heavy pressure. Not only has his 
party has lost its parliamentary major-
ity but he has to keep looking over his 
shoulder at the president. The opposi-
tion parties say that Erdogan is one of 
their “red lines”: the CHP, MHP, and the 
HDP all say Erdogan must stop acting 
like a politician, remain neutral and 
accept the fact that the presidency is a 
ceremonial role.

Most observers believe an AKP-MHP coali-
tion government is the plausible option 
because the AKP and MHP share the same 
conservative and nationalist supporter 
base. Yet, this won’t be enough for the 
AKP to strike a deal with the nationalists. 
The leader of MHP, Devlet Bahceli, has 
put forward three conditions for entering 
a government with the AKP: the peace 
process with the Kurds must end; Erdogan 
must remain neutral; and there must be 
an investigation into the 2013 corruption 
allegations that forced four AKP ministers 
to resign. All three are problematic and 
would require concessions that it is not 
clear the AKP party is ready for.

Erdogan and the AKP government have 
always denied the corruption allega-
tions, dismissing them as a sinister plot 
to overthrow the president. His son Bilal 
was implicated in the corruption allega-
tions and his critics believe Erdogan 
actively worked to cover the corruption 
allegations up.

Photo: Thomas Koch / Shutterstock.com
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After the elections, Davutoglu declared 
his commitment to the peace talks with 
the PKK, which has been waging a three-
decade insurgency against the Turkish 
state. It is difficult to see how the AKP 
and MHP can overcome their fundamen-
tal differences arising from the Kurdish 
peace talks.

Maybe the most problematic issue for 
Davutoglu is what to do about Erdogan. 
Yes, Davutoglu did really say that Erdo-
gan was not part of the coalition talks 
and the elections showed people rejected 
the presidential system Erdogan had 
proposed. But is Davutoglu, who won a 
pyrrhic victory in the elections, really in 
a position to shut Erdogan away in his 
1,000-room palace when the president 
is still admired by many AKP support-
ers and he has a lot of allies among AKP 
officials?

The problem for the MHP, and for the 
other opposition parties, is that if they 
take part in a coalition government 
with the AKP without living up to their 
promise to bring the culprits of the 
corruption scandal to justice, they will 
alienate their supporters. Two of the 
main themes of the opposition parties’ 
election campaigns were corruption and 
Erdogan’s authoritarian tendencies.  If 
the supporters of the opposition parties 
see that their leaders forget about their 
promises and enter a coalition with the 
AKP, they will punish them at the next 
elections.

The other scenario is a “grand coali-
tion” of the AKP-CHP, but many observ-
ers think this is unlikely to happen 
because of their stark ideological differ-
ences. The AKP is Islamist and CHP is a 
staunchly secular political formation.

Yet Erdogan on June 10 held a surprise 
meeting with Deniz Baykal, a veteran 
politician from the CHP. Baykal will 
chair parliament in the new session 
as interim speaker of parliament. The 
meeting led to speculation that the 
event marked the beginning of political 
horse-trading between the two major 
parties, leading towards a coalition to 
overcome the political deadlock. Speak-
ing after a two-hour meeting, Baykal 
said Erdogan was open to all forms of 

coalition. Baykal later told the Hurriyet 
Daily News that he did not in particular 
mean a coalition between the AKP and 
the CHP, but all combinations including 
the MHP and HDP.

Even though a coalition government is 
the most realistic option on the table, 
a minority government is the other, yet 
less probable, scenario. An AKP govern-
ment with outside support from the 
MHP is theoretically possible, but this 
is not something the AKP would like to 
try because a minority government will 
further weaken the party.

Other options are even more unlikely. 
The CHP believes it can form a coali-
tion government with the MHP and 
HDP, but this is also not very realistic 
because of the hostilities between the 
nationalists and the Kurds. The HDP 
has repeatedly said it will not form a 
government with the AKP but it may 
support a non-AKP option (a CHP-MHP 
minority government) from outside. 
But, the MHP is not likely to accept this.

These are the parties’ initial positions, 
but they may change as negotiations 
move forward and investors become 
nervous.

Inevitable slowdown
The slowing economy and other eco-
nomic problems may also discourage the 
opposition parties from taking part in a 
coalition government.

The economy grew by 2.3% in the first 
quarter, down from 2.6% in the fourth 
quarter of 2014, which was itself down 
from 4.2% in full year 2013. The annual 
inflation rate is running at 8.09%, 
unemployment is at 11.2%, and con-
sumer confidence is at a six-year low.

Turkey's election result is likely to raise 
political uncertainty and delay the 
implementation of key economic poli-
cies that would help to protect it from 
external pressures, commented Moody’s 
on June 10.

“The result is credit negative for Turkey. 
Political uncertainty will likely impact 
investor confidence which is critical for 
an economy like Turkey, which depends 

on external capital to funds its external 
imbalances,” said Alpona Banerji of 
Moody’s.

 “With a growing external debt and a 
currency that has weakened sharply 
against the US dollar, Turkey is vulner-
able to tighter external financing. Its cor-
porate and banking sectors are exposed 
to an increase in the cost of capital when 
the US Federal Reserve begins to raise 
interest rates”, said Moody’s.

No one who governs will want to be seen 
as responsible for an inevitable further 
slowdown of the economy, told Dani 
Rodrik of the Institute for Advanced 
Study in Princeton the Financial Times. 
“So there will be pressure to increase 
spending and stimulate the economy, 
which would only accelerate capital 
flight and economic decline,” said 
Rodrik.

Presidential retreat
But perhaps the biggest risk for poten-
tial coalition parties is that the future of 
Erdogan is still far from clear.

After the elections Erdogan issued a 
short written statement, urging all 
political parties to work towards pre-
serving an environment of confidence 
and stability in the country. On June 11, 
in his first public appearance since Sun-
day’s elections, Erdogan said that egos 
should be left aside and the country’s 
political parties must work quickly to 
form a government.

This was a surprisingly conciliatory 
tone from Erdogan, who during the 
election campaign never missed a single 
opportunity to bash the opposition 
leaders. This raised questions about his 
motives, as few believe that Erdogan 
has decided to retreat to his presidential 
place to play a ceremonial role.

“It seems that after meeting with 
Baykal, Erdogan might allow all 
coalition scenarios to be exhausted 
rather than push Davutoglu and the 
AKP for an early election to try once 
again to shift from a parliamentary to a 
presidential system through an AKP 
majority”, says political commentator 
Murat Yetkin. 
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As Bosnia and Herzegovina (BiH) 
prepares to commemorate one 
of the darkest episodes of the 

Balkan wars in the 1990s, its squabbling 
politicians have managed, yet again, to 
kill off a rare bout of momentum that had 
promised to take this fractured country a 
step further from its tragic past.

On July 11, thousands of 
dignitaries, including possibly even 
the Serbian prime minister, will gather 
in the Bosnian town of Srebrenica to 
commemorate the victims of the worst 
European atrocity since World War II, 
when Bosnian Serb forces overran the 
UN-protected town and massacred over 
8,000 Muslim Bosnian men and boys in 
an orgy of violence that lasted several 
days. The International Court of Justice 
in 2007 ruled that the massacre was an 
act of genocide and found Serbia guilty 
of failure to prevent it.

Yet in the run-up to the remembrance 
ceremonies, there appear precious 
little signs of unity amongst the 
country’s various ethnic factions and 
politicians, whose bickering since the 
Bosnian war ended with the Dayton 

Agreement in 1997 have left this divided 
country struggling to find its place in 
21st century Europe.

“There’s rather an unhealthy 
environment in Bosnia on many fronts,” 
sighs one source, who has worked for 
many years in various development 
institutions in Bosnia but who wished to 
remain anonymous.

The recent momentum was in Bosnia’s 
hapless bid to join the EU. A new strategy 
launched last December to reinvigorate 
the integration process culminated with 
the country signing a Stabilisation and 
Association Agreement (SAA), the first 
step to joining the bloc, which came into 
force on June 1. Johannes Hahn, com-
missioner for European neighbourhood 
policy and enlargement negotiations, 
hailed the SAA “as a defining moment in 
the relations between the EU and Bosnia 
and Herzegovina as well as an agreement 
which firmly sets BiH on an EU-accession 
path”.

However, mindful of how Bosnian 
politicians have so often managed to 
snatch defeat from the jaws of victory, 

he added: “The SAA also brings new 
responsibilities stemming from its 
implementation and for BiH authorities 
to deliver upon. The Commission will 
spare no effort assisting the country's 
authorities in the implementation of the 
necessary reform agenda.”

That reform agenda, which includes 
changes to labour law and pushes 
privatisation among other things, 
was supposed to have been agreed by 
politicians in both halves of the country, 
Bosnia’s Muslim-Croat Federation and 
the Serb-run Republika Srpska, and 
signed in the presence of Hahn during his 
planned visit to Sarajevo on June 11. But 
Hahn cancelled his visit the day before 
after it became clear that Milorad Dodik, 
scourge of many EU initiatives in Bosnia, 
was rejecting the plan. “The agenda does 
not exist for us. I am the president of 
Republika Srpska and I represent it, and 
I give no consent for this, whatever some 
people may think,” Dodik said.

Actually, Dodik probably did politicians 
from all sides a favour, because few 
actually want the reforms that the 
International Monetary Fund has made 
a prerequisite before it starts lending 
again to the cash-strapped country. As 
yet another election cycle cranks into 
gear with crucial local elections set for 
2016 (in Bosnia, more than anywhere, 
all politics is local), politicians are 
desperate to avoid upsetting the 
powerful vested interests in the country 
such as the unions.

While observers believe that Dodik 
could eventually be turned around (his 
rhetoric is virulently anti-EU and he 
has periodically threatened to hold an 
independence referendum, but usually 
toes the line in the end), hopes of 
getting the reform agenda agreed were 
dealt another blow when the three-
month-old federation coalition lost its 
majority in parliament on June 4 when 
one of its parties, the Democratic Front 
(DF), withdrew its support from the 
government following Prime Minister 
Fadil Novalic’s decision to propose a 
change in the procedure for appointing 
managers of state-controlled companies. 
On June 12, all four ministers belonging 
to DF resigned, followed by the 

Bosnia remains a 
problem for Europe  
that won’t go away
Nicholas Watson in Prague

Shutterstock.com
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Observers have been warning for some time the Balkans look ripe for 
a serious bout of civil strife. And as summer temperatures soared, 
simmering political and ethnic tensions began to boil over.

Romanian Prime Minister Victor Ponta survived a no-confidence vote in 
parliament on June 12, after the opposition National Liberal party (PNL) 
only mustered 194 votes, compared with the 278 votes needed. 

However, the vote will hardly settle the fevered political atmosphere in 
Bucharest as prosecutors investigate the PM for alleged wrongdoing 
related to forging documents to cover payments made to him in 2007-2008, 
a period when he was working as a lawyer. The payments, amounting to 
€40,000, were formally related to a contract between the law firm and 
state-owned companies, but the services were allegedly never delivered. 

With the president now requesting Ponta’s resignation over the corruption 
allegations and on June 22 being forced to appoint Deputy PM Gabriel 
Oprea as interim PM after Ponta took off suddenly for Istanbul for knee 
surgery, whether the PM can survive until the next general elections in the 
autumn of 2016 remains very much in doubt.

In the perennially troubled Moldova, Prime Minister Chiril Gaburici resigned 
on June 12, just four months after he had been endorsed by parliament, 
amid a scandal related to allegedly forged graduation diplomas. He said he 
did not want his diplomas to become a major topic on the national agenda.

The PM’s resignation follows a row with the leaders of the leaders of the 
ruling Liberal Democrat Party (PDLM) and Democrat Party (PD) on how 
to resolve problems at three banks put under special administration after 
an alleged $1bn fraud was uncovered. Moldova is also facing recession 
and growing separatist pressures not only in Transnistria but in two other 
regions as well – a situation that Russia is believed to be stoking.

The ongoing political crisis in Macedonia looks no nearer resolution after 
EU-mediated talks on June 10 between the leaders of Macedonia’s four 
largest political parties failed to produce any binding agreement.

A majority of MPs from the opposition SDSM party have boycotted 
parliament since the April 2014 general elections, claiming they were 
rigged by the ruling VMRO-DPMNE party of Prime Minister Nikola Gruevski.

In February, SDSM leader Zoran Zaev accused Gruevski of ordering 
massive wiretapping that targeted more than 20,000 Macedonians. 
Since then, he has made further allegations, and has publishing taped 
phone conversations concerning, among other things, the government’s 
involvement in the judiciary and key appointments.

Gruevski retorts the scandal is a plot by foreign intelligence services, and 
in late April Macedonian prosecutors charged Zaev with “violence against 
representatives of the highest state bodies”. 

Bumpy times in the Balkans
inevitable calls for Novalic to step down, 
which so far he has refused. Many now 
expect the government to collapse.

Follow the money
The seeds of this latest crisis perfectly 
encapsulate the problem that plagues 
Bosnian politics, which is that what 
drives all decisions is how the money 
flows are divided up between the compet-
ing ethnic groups in the country. Until 
the country can move beyond its narrow 
ethnic-based decision making -  where an 
advantage conferred on one group must 
also mean a disadvantage is visited on 
the others, in a hopeless zero-sum game - 
experts worry that BiH will slowly decay 
as countries around it progress.

“I don’t fear any return to the mass 
violence or wars, but the place is 
sleepwalking towards an uncertain 
future: its best young people continue to 
leave, those with the capacity to reform 
the country will jump ship, and over 
time the population will shrink until 
there’s just old people squabbling over 
diminishing resources,” says the expert.

Such a situation is particularly dangerous 
in the current climate of Muslim radicali-
sation; the Sarajevo-based NGO Atlantic 
Initiative calculates that a total of 192 
Bosnians travelled to the conflict zones 
of Syria and Iraq from spring 2012 to the 
end of 2014. And there are growing signs, 
such as the emergence of videos, that 
Islamic State is directly targeting its mes-
sage at Bosnia's Muslims, calling on them 
to wage war in the Balkans. Last year 
BiH introduced prison terms of up to 10 
years for those who organise, recruit or 
finance the departure of citizens to fight 
in foreign countries, and 12 people were 
indicted in May for fighting for Islamic 
State in Syria.

The Atlantic Initiative report warns that 
Bosnian fighters returning from Syria 
and Iraq are forming regional militant 
networks that pose a direct threat to 
security in the Balkans and the rest of 
the continent.. This means BiH's 
problems will continue to be Europe’s as 
well for the foreseeable future.  
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dead saigas rapidly reached the tens 
of thousands, while the area where 
this happened quickly expanded to 
the neighbouring Aktobe and Akmola 
regions.

As of June 2, personnel from the 
Kazakh Agriculture Ministry had found 
and destroyed 132,329 saiga carcasses 

– 112,309 in the Kostanay Region, 
9,386 in the Akmola Region and 9,634 
in the Aktobe Region. There have been 
no new cases reported since then, but 

the number constitutes a third to a 
half of the total saiga population in 
Kazakhstan before the mass deaths.

Kazakhstan accounts for an estimated 
90% of the global population of the 
animal. Ironically, government efforts 
to restore the population of saigas, 
which due to poaching had fallen to the 

extreme lows of tens of thousands in 
the early 2000s from an estimated 1mn 
to 2mn in the late 1980s, had started to 
yield results. Kazakhstan has banned 

The last sighs of the saiga
Naubet Bisenov in Almaty

The mysterious mass deaths of 
tens of thousands of endangered 
saiga antelopes in Kazakhstan in 

May and June have threatened efforts 
to bring the steppe animal back from 
the risk of extinction. But perhaps more 
importantly, the scale of the disaster, 
unseen in a generation, has drawn 
attention to chronic problems that 
plague Kazakh society: corruption, 
pollution and the legacy of bad 
policymaking in the past.

The reports of the deaths of the rare 
saiga antelopes, which have long, 
unusual proboscises that allow them 
to filter dust during migration and 
warm the air during Kazakhstan's 
freezing winters while roaming the 
Eurasian steppes, first emerged from 
the Kostanay Region in northern 
Kazakhstan on May 11. The number of 

"It doesn't matter what causes of death the 
authorities come up with, it is nonsense"
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hunting for saigas until December 2020 
and tightened punishments for killing 
the animal. However, it seems this rare 
animal is exposed to other dangers that 
now need to be studied. The previous 
large-scale deaths of saigas took place in 
northern Kazakhstan in 1988 when over 
400,000 animals died.

The Kazakh government has failed to 
promptly establish the actual cause of 
deaths, offering routine explanations, 
blaming other departments and 
reducing itself to being a collector of 
animal carcasses.

Following the first reports of deaths, the 
ministry's committee in charge of the 
protection of flora and fauna said the 
cause was extreme malnutrition because 
dry weather had resulted in poor 
grass cover in 2014 and this, in turn, 
weakened the immune system of the 
animal. But then a government meeting 
on June 5 heard that the animals died 
from pasteurellosis – an infection 
with a species of the bacteria genus 
pasteurella, which is found in humans 
and animals, according to preliminary 
studies. Following the outbreak, Kazakh 
authorities had asked the Secretariat 
of the Convention on the Conservation 
of Migratory Species of Wild Animals 
(CMS) to despatch an emergency 
mission with experts from the UK's 
Royal Veterinary College and the Food 
and Agriculture Organisation to assist 
with post-mortem examinations. 
The CMS mission suggested that two 
secondary opportunistic pathogens, 
specifically pasteurella and clostridia, 
had caused the deaths. “However, the 
hunt for the fundamental drivers of the 
mass mortality continues, since these 
bacteria are only lethal to an animal if its 
immune system is already weakened,” 
the UK-based Saiga Conservation 
Alliance, a network of researchers and 
conservationists committed to studying 
and protecting saigas, explained.

Tengrinews reported on June 5 that 
foreign experts were expected to 
publish the findings of their studies by 
June 12, but this has not happened. 
The Agriculture Ministry, responsible 
for the protection of saigas, told bne 
IntelliNews that it was not involved in 

Wild, free and maybe high in Kazakhstan

Naubet Bisenov in Almaty

Reports that marijuana was being grown in large quantities in public spaces 
in Astana caused a sensation in the international media recently. But Kazakh 
police have retorted that what the reports called “marijuana plants in 
flowerbeds” was actually hallucinogenic-free hemp that grows wild in many 
parts of the country.

International media reports drew attention to “marijuana” allegedly having 
been planted by gardeners from a municipal company responsible for 
planting, watering and maintaining the flowers and trees in Astana after a 
resident took a picture and local media carried reports suggesting that hemp 
had been deliberately planted in the city's old centre.

An official from Astana-Zelenstroy, the company in question, confirmed 
to bne IntelliNews that the thickets of plants growing in flowerbeds along a 
road in Astana were indeed hemp, not nettle as had been initially suggested 
by the company. “It is wild-grown hemp, which does not have narcotic 
properties in northern regions,” the official, who refused to give his name, 
said. “We have weeded out and destroyed them.”

The official explained that the hemp had not been planted deliberately, but 
brought there with soil after the reconstruction of the road. The Astana city 
police department also told bne IntelliNews that the plant was not marijuana 
and asserted that such plants that grew in the country's northern regions 
did not contain tetrahydrocannabinol (THC), the active chemical in cannabis 
that is one of the oldest hallucinogenic drugs known. Despite this, the police 
ordered Zelenstroy to destroy the plants, Sofia Kylyshbekova, a spokeswoman 
for the Astana city police department, told bne IntelliNews.

Legalise it
Unlike in Kazakhstan's northern regions, marijuana with a high content of 
THC grows naturally on an estimated area of 140,000 hectares (roughly the 
size of Greater London) in the Shu Valley in the southern Zhambyl Region on 
the border with Kyrgyzstan. This causes problems for local law-enforcement 
agencies, which have to spend huge resources on fighting drugs smuggling 
there. Police arrests of couriers smuggling hundreds of kilos of marijuana 
out of the valley are frequent enough to have pushed the authorities to find a 
lasting solution to the problem.

In 2002, President Nursultan Nazarbayev, whose views sometimes seem 
to be ahead of those of society in general, suggested the Security Council 
should study “in a balanced way... the mechanism of legalising certain 
types of drugs”. No decision has since been taken on the issue, nor has 
the Security Council published the findings of its “study”. But last year 
the president's eldest daughter Dariga Nazarbayeva, a deputy speaker of 
parliament's lower chamber, who is often tipped as a potential successor 
to her father, floated an idea that Kazakhstan should capitalise on its 
plantations of wild-growing cannabis and allow pharmaceutical companies 
to set up shop in the Shu Valley instead of wasting public money on the 
prohibition of marijuana. “How much budget funds have been wasted on this 
fight? Is it efficient?” Nazarbayeva questioned. 
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resulting in the destruction of the 
animals’ immune systems. "One-and-a-
half million saigas had been destroyed 
in a short space of time. Trainloads of 
saiga horns had been shipped to China. 
They claim this was done by poachers; 
this was done by a joint mafia of the 
state and poachers,” he said, accusing 
the authorities of “systemic” collusion 
with poachers in the illegal trade of 
saiga horns, which are used in Chinese 
medicine.

Ryspek Baydauletov, a researcher at the 
Almaty-based Institute of Zoology, told 
the news conference that the institute 
had been “constantly” studying the 
problems of the saiga since it was set up 
in 1943. In the past few years, however, 
the system that allocates government 
funds via tenders is destroying the 
institute, because it cannot compete 
against commercial organisations 
that can make bids for government-
funded research with little funding, he 
explained, referring to the Education 
and Science Ministry's funding for 
studying the saiga.

Space dust 
MP Aldan Smayyl and Senator Mukhtar 
Altynbayev have also suggested a link 
between the activities of the Baikonur 
space-launching site and the deaths of 
saigas, namely the release of a highly 
toxic substance known as "heptyl", which 
is used as fuel to power the Russian-
made Proton rocket booster, during the 
explosion of rockets at the start or when 
parts of a booster fall on earth.

Meirbek Moldabekov, acting chairman 
of the Kazakh Aerospace Committee, 
said there was no direct link between 
heptyl and the mortality of the saiga, 
but did not rule it out. “I am inclined to 
think that [the cause] is not heptyl, but 

establishing the cause of saiga deaths, 
because a spokesman for the ministry, 
who refused to give his name, said 
that it was not its responsibility. At 
the June 5 meeting, the spokesman 
said Deputy Prime Minister Bakytzhan 
Sagintayev had instructed another body, 
the Education and Science Ministry, to 
deal with the issue. He noted that the 
Education and Science Ministry had 
contracted the Institute of Biological 
Safety Problems in 2012 to the tune of 
KZT332mn (€1.6mn) for studying the 
problems of the saiga.

Alibek Shokparov, a spokesman for 
the Education and Science Ministry, 
confirmed to bne IntelliNews that the 
institute was working on establishing 
the causes of deaths and said it would 
publish its findings by July 1.

Government neglect
The government's sluggishness in 
establishing the cause of deaths and 
failure to limit the mortality has invited 
criticism that corruption is partly to 
blame for the problems of the saiga. “It 
doesn't matter what causes of death 
they [authorities] will come up with 
now – pasteurellosis, salmonellosis 
or some kind of grass cover – it is 
nonsense… The problem is the weak 
immune system of the saiga because 
the bodies of the animals have stopped 
resisting," Mels Yeleusizov, chairman 
of the Tabigat (Nature) environmental 
movement, told a news conference in 
Almaty on June 1.

The environmentalist explained that 
the poaching of saigas after Kazakhstan 
obtained independence in 1991 had 
damaged the gene pool of the animal, 
as poachers targeted the healthy, 
horned male species and left the weak 
and unhealthy species without horns, 

it should be studied and confirmed,” 
he said.

He argued that the deaths took place 
in northern parts of the country that 
are not near the trajectory of the fall 
of boosters. Parts of boosters might 
not fall in the regions where the saigas 
died, but as a nomadic animal saigas 
could still have been exposed to heptyl 
along their migration routes between 
Uzbekistan, Russia and other parts of 
Kazakhstan.

As if to shield the Russian space 
programme from blame for saiga deaths, 
Rosselkhoznadzor, Russia’s agricultural 
watchdog, said on June 8 that studies 
carried out by its laboratory had shown 
that the mass deaths of saigas had been 
caused by pasteurellosis.

The latest travails to beset the 
saiga population in Kazakhstan is a 
reminder that the recent recovery of 
saiga numbers is still far from being 
sustainable. In addition to measures 
aiming to reduce human harm to 
the animals there is need to carry 
out research to limit hazards the 
endangered steppe antelope faces in  
the wild. 

"Trainloads of saiga horns had been  
shipped to China"
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Azerbaijan – after the 
show the hangover
Carmen Valache in Baku

The organisers of the 
inaugural European Games had 
long promised that the opening 

ceremony on June 12 would be “the 
greatest show ever staged in Azerbaijan” 
– and they made good on their promise. 
The ceremony was a feast of colour, 
glitter, lights, fireworks, Azerbaijani 
culture and sportsmanship. A 12-act 
show woven together by smooth 
transitions punctuated by abrupt 
appearances for the wow factor, the 
ceremony kept the audience on its 
toes for almost three hours. Whether 
the legacy of the show will last much 
past the end of the Games on June 28 
remains a matter of conjecture.

To the delight of the Azerbaijani 
audience, the event started and finished 
with traditional Mugham music and 
dance. A famous singer in Azerbaijan, 
Alim Qasimov, rocked the stadium and 
set off the first of several fireworks 
shows. His act was followed by the 
delivery of the Olympic flame, which 
had travelled throughout the country 

for the last six weeks, and by that of 
another national symbol, the poet 
Nizami. The ceremony also featured a 
giant pomegranate that opened up to 
let its seeds float all over the stadium; 
a parade of the 50 national teams 
participating in the event; speeches by 
Azerbaijan's first lady Mehriban Aliyeva, 
and by the president of the European 
Olympic committee Patrick Hickey;  a 
giant cauldron that was set on fire; and 
a mythological act with Europa riding 
the bull Zeus, which might not have 
resonated with the local audience, but 
was a wink at Greece from the Greek 
artistic design team that had planned 
the ceremony.

Halfway through the ceremony, there 
was a surprise appearance by Lady 
Gaga, whose piano-accompanied 
rendition of John Lennon's “Imagine” 
had the audience clapping and singing 
along. Throughout the entire ceremony, 
the audience was visibly moved and 
involved; they got up to sing the national 
anthem, made waves when they were 

asked to, cheered for the parade of 
athletes, particularly for the Turkish and 
Azerbaijani teams, and turned on the 
flashlight option on their smartphones 
when messages on giant screens 
encouraged them to do so. They were 
vocally supportive of all the acts, except 
for representatives of the Armenian 
sports delegation, who were booed 
when they appeared on stage in what 
was the low point of the event.

Agent of change?
As befits such a ceremony, the two 
speeches were brief and congratulatory. 
Both Aliyeva and Hickey thanked the 
organisers, audience and athletes, and 
shared their belief that the Games would 
mark a new era in the country's history 
and in that of European sport. Hickey 
did not address the mounting criticism of 
Azerbaijan's human rights record, but did 
posit that sport was an agent of change, 
as “sport has a unique power to cause 
positive change, and to instil values that 
bring about that change”. 

Whether or not Azerbaijan will see 
positive change in the longer term 
remains to be seen. Economic growth 
in the first quarter, 6.5% for the non-
oil sectors, was indeed higher than 
expected, thanks in part to increased 
public spending in preparation for the 
games. But public spending over the last 
two quarters of the year will most likely 
drop, which will be reflected in the 
economic performance. Besides, the full 
impact of the 33% devaluation of the 
Azerbaijani currency in February has yet 
to be felt, as companies have reportedly 
postponed layoffs until after the games 
and consumer prices were kept in check 
by strict government control.

If recent sporting events like the World 
Cups in South Africa and Brazil and 
the Olympics in London are anything 
to go by, the returns on investment of 
organising such large-scale competitions 
are disappointing. Most venues built for 
these purposes tend to be underused 
after the events, and become burdens on 
state budgets due to high maintenance 
costs. In Azerbaijan's case, the fact that 
it will be hosting the Islamic Solidarity 
Games in 2017 means that there will 
be other opportunities for the country 
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to use these sporting venues in the 
coming years, but that will hardly be 
enough to recover the initial investment. 
The BBC reported that the official cost 
of the game stands at $1.2bn, but the 
real figure could be much higher; the 
Olympic Stadium alone cost more than 

$600mn. Azerbaijan's country's sports 
minister said the opening ceremony cost 
over $95mn – more than twice that of 
London's $42mn, four-hour opener for 
the 2012 Summer Olympics.

In addition to sporting venues and 
infrastructure projects, Azerbaijan has 
also invested heavily in its hospitality 
sector. In Baku alone, three new five-
star hotels opened in recent months, 
and three more are underway. The 

capital has invested in an extensive 
network of luxury accommodation 
aimed at supporting the development 
of business travel, but for now the 
average occupancy rate for these venues 
remains under 50%, so their future will 
be determined by the extent to which 

Azerbaijan manages to attract luxury 
leisure and business tourism in the 
future. The Formula 1 race planned for 
2016 is a start, but more such initiatives 
are needed to ensure a steady flow of 
foreign tourism.

Economic considerations are not the 
only incentive to host such events. The 
European Games are a clear attempt to 
bring the people of Azerbaijan together 
and to foster a sense of national pride. 

However, to the organisers' frustration 
human rights groups from around the 
world have used the opportunity to 
draw attention to issues like corruption 
and the limits on freedom of speech in 
the country. A seemingly un-phased 
Azerbaijani administration responded 
by further cracking down on dissent and 
by accusing critics of smear campaigns, 
of disparaging its efforts and of 
politicising a sporting event. In early 
June, even the Organisation for Security 
and Cooperation in Europe (OSCE) fell 
victim to this drive, when it announced 
that its Baku office would be closed 
within a month.

It will take at least another three 
months to see if Hickey's predictions 
about sport and change are right, and if 
the European Games will leave a lasting 
legacy on Azerbaijan or European sport 
as a whole. But for now, Azerbaijan is 
busy cheering for its athletes, who have 
won the greatest number of medals in 
the first three days of the competition. 
After all, nothing brings out national 
pride like sporting glory. 

"The sports minister said the opening ceremony 
cost over $95mn" 

Can “Doctor Copper” cure what ails Mongolia; EU welcomes 
Kazakhstan’s accession to the WTO; Plans for 1,000MW new 
nuclear plant unreasonable, says Armenian expert; Kyrgyzstan 
flirts with Russia as investors shun mining sector; Corruption 
EXPO-sed in Kazakhstan; Ahead of the headlines for 20 years 
Central Asian currencies bounce bank from spring lows, but risks 
loom large; Dana Holdings to launch biggest construction project 
in Belarus capital; Copper major Kazakhmys accessing Chinese 
Try our IntelliNews premium newswire for free at intellinews.com 
market problematic; ‘Unilateral’ trans-Caspian pipeline would 
undermine trust between littoral countries, Russia says; Alfa 
Telecom wins bid for 75% of Kyrgyz state-owned mobile operator

             www.intellinews.com
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– a cost many people question at a time 
when they are facing hardship from an 
economy struggling in the teeth of low oil 
prices, which has forced the government 
to cut budget spending.

The kinds of sums involved and the 
associated temptation for embezzle-
ment by officials is a direct result of the 
president's determination to host such 
image-enhancing events regardless 
of cost. “It is clear that all these major 
projects, both Olympics and EXPO, 
are… directly linked to the personality 
of the incumbent head of state," Dosym 
Satpayev, director of the Almaty-based 
Risks Assessment Group thinktank, 
tells bne IntelliNews. "This means certain 
international images of Kazakhstan are 
deliberately being associated with the 
president, for whom it is very important 
to style Kazakhstan as a serious global 
player that can suggest certain initia-
tives, and can afford to stage certain 
events and spend huge sums on them."

"Because [these events] are linked to the 
international image of the head of state, 
the government will not economise on 
them, despite serious problems that have 
emerged in the economy and the presi-
dent calling for belt-tightening," Satpayev 
says. "No one has suggested we should 
abandon the Olympic Games or EXPO."

Poor timing
The Kazakh government will be doubly 
disappointed with the timing of the EXPO 
corruption scandal, coming as it did just 
two months before the International 
Olympic Committee (IOC) will choose 
between the Kazakh commercial capital 
of Almaty and Beijing as host of the 
Winter Olympic Games in 2022 on 
July 31. While the government hasn't 
clearly specified the amount of money 
it plans to spend on the Olympics if 
Almaty is chosen, the level of corruption 
and embezzlement that plagued the 
Sochi Olympics in 2014 as well as the 
deterioration of the human rights 
situation in Russia suggest Kazakhstan 
is in no better position to avoid the 
same kind of bad press in the run-up to 
staging the Games. The anti-graft NGO 
Transparency International's “Corruption 
Perception Index 2014” ranked 
Kazakhstan 126th out of 175 countries, 
on a par with Azerbaijan and Pakistan; 
Russia occupied 136th place along with 
Nigeria and Kyrgyzstan.

Unlike the 2011 Asian Winter Games 
that were held in Astana and Almaty, 
where embezzlement scandals burst 
into the open after the event, the latest 
arrests point to the government's appar-
ent determination to uncover and deal 
with corruption as it crops up, rather 
than sweeping it under the carpet until 
the world's attention is elsewhere. In 
2014, three years after the event, a judge 
in Almaty sentenced an official involved 
in organising the Asian Games to 5 1/2 
years in prison for embezzling KZT-
600mn (nearly $4mn at the time) that 
had been allocated for the event.

While the awarding of host city status 
for the Olympics might not involve the 
same kind of bribery that tainted FIFA’s 
awarding of the 2022 football World 
Cup to Qatar (and allegedly others), 
any corruption scandals associated with 
the preparations for the Games will be 
something that the IOC is no doubt keen 
to avoid.

For critics, there is hope the government 
is beginning to understand that wasting 
money on large projects while ignoring 
domestic problems can also damage the 
country’s international image. 

Corruption EXPO-sed
Naubet Bisenov in Almaty

Image-obsessed Kazakhstan regularly 
bids to stage multi-billion-dollar 
global events such as the EXPO and 

Olympics as a way to enhance its reputa-
tion and project an image of itself as a 
major player on the international stage. 
Yet rampant government corruption 
often invites scandals that defeat the 
whole point of the exercise.

The latest embarrassing example 
concerns EXPO 2017 Astana, which has 
become mired in scandal after President 
Nursultan Nazarbayev on June 11 was 
forced to replace the head of the national 
company responsible for building facili-
ties for the international exhibition. On 
June 13, Talgat Yermegiyayev was placed 
under house arrest on embezzlement 
charges and he now faces 7- 12 years in 
jail along with the confiscation of proper-
ty and a ban on holding public office for 
up to five years. According to Eurasianet, 
another top EXPO official, Kazhymurat 
Usenov, who was in charge of the depart-
ment overseeing construction of facilities 
for the exhibition, has also been placed 
under house arrest. He is suspected of 
embezzling KZT214mn ($1.2mn). 

To critics, the corruption scandal comes as 
little surprise given the scale of the public 
funds allocated for EXPO 2017. Hosting 
the event comes with a price tag of $3bn 
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Special Report:  
Mongolia 2.0
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Mongolian government in the hope 
that the expansion would align with 
a window when the price of copper is 
expected to rally due to a deficit of the 
metal on world markets. Nicknamed 
Doctor Copper for its ability to act as 
a gauge for the health of the global 
economy, the metal is closely correlated 
with global economic growth because 
it's so widely used in construction for 
its highly conductive properties for heat 
and electricity. “A project of this scale 
is bound to be affected by the commod-
ity cycle over its lifetime,” says Neil 
Ashdown, an analyst for IHS Economics 
& Country Risk.

Analysts are predicting a global deficit 
starting at or around 2019. The under-
ground mining complex in Mongolia 

Investors in Mongolia are hoping the 
giant Oyu Tolgoi copper mine can 
cure the sick economy, as optimistic 

projections for so-called “Doctor Cop-
per” coincide with the landmark deal 
over an expansion project for the mine.

The deal over commissioning five 
underground mine shafts at Oyu 
Tolgoi, agreed on May 18 after years 
of wrangling between its two owner 
Rio Tinto and the Mongolian govern-
ment, is expected to result in produc-
tion arriving at a sweet spot for the red 
metal. Mongolia may have to depend 
more on copper in the coming years as 
the outlooks are quite poor for its other 
largest export commodities, iron and 
coal. Thus, extending the life of the 
mine by up to three decades is of huge 

importance and at peak production Oyu 
Tolgoi is alone expected to generate a 
third of Mongolia's GDP.

Oyu Tolgoi ranks among the world's 
largest copper deposits. However, last 
year it only produced a sixth as much 
concentrate as the world's largest, the 
Escondida mine in Chile, in which Rio 
Tinto also has a stake (Rio Tinto owns 
66% of Oyu Tolgoi indirectly through 
majority-owned Turquoise Hill Resourc-
es; the Mongolian government owns 
the remaining 34%). Developing the 
underground complex is crucial because 
it contains 80% of the mineral wealth, 
geologists say.

Rio was under huge pressure from 
investors to lock down a deal with the 

Can “Doctor Copper” cure what  
ails Mongolia?
Terrence Edwards in Ulaanbaatar
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will take between five and seven years 
to complete, according to Rio, which 
could see commercial production begin 
in 2020 if construction begins as soon as 
this year.

Global disruptions and delays to the 
development of other new copper 
projects are central to this prediction of 
a deficit. Miners are depleting deposits 
more quickly than originally expected 
because they have learned to accelerate 
production. There's also the time need-
ed to bring new mines on stream, which 
can span decades. “So even if we were 
to discover a whole host of deposits over 
Latin America or Mongolia, the chance 
any of these actually contributing to the 
supply-demand balance over the time 
horizon that anyone is really interested 
in is vanishingly small,” Paul Gait, lead 
copper analyst for Bernstein Invest-
ment Research and Management, told 
an audience at the Natural Resources 
Forum in London in February.

Iron man
Rio had shown an interest in develop-
ing copper projects even before analysts 
picked up on this expected trend. The 
global miner has looked to the red metal 
as it has sought to diversify its portfolio 
away from a heavy concentration in 
iron ore, which made up about 47% of 
revenue last year.

Similarly, Mongolia has become progres-
sively more reliant on copper as its coal 
and iron ore sales continue to flop. Cop-
per concentrate exports shot up 26% in 
April compared with a year ago, thanks 
to a ramp-up in production at Oyu 
Tolgoi. Coking coal and iron ore, mean-
while, fell 29% and 35%, respectively.

Long-term trends for coking coal and 
iron ore are uncertain because of 
growing oversupply. In addition to the 

slowdown in China sapping demand, 
concerns about the pollution pumped 
into the air from coal burning has 
pushed Beijing toward imposing restric-
tions on coal consumption and higher 
taxes on imports in 2014.

Both coal and copper prices have fallen 
some way this year, but increased 
exports from Oyu Tolgoi has resulted 
in net gains for copper exports. That's 
easier said than done for coal because 
of the vastly larger volumes of deliver-
ies and the transport bottlenecks in 
Mongolia. Ashdown at IHS reckons that 
of even greater importance than the 
state of the commodities market “is the 
quality of road and rail infrastructure 
to Mongolia’s international customers, 
as improvements in this regard will 
make Mongolia mineral exports more 
competitive".

There's also always the worry over sub-
stitute commodities when there is price 
growth. Aluminium, for example, is 
often used as a conductor when copper 
gets too expensive.

Recognizing these risks, Mongolia 
introduced a fiscal stability fund in 2011 
to act as a buffer for swings in commod-
ity prices. If commodities are booming, 
the government stashes funds away 
that it can later tap into when prices 
fall. Unfortunately, there wasn't much 
time for saving before the country hit its 
economic bump in 2012.

The growth of non-mining industries 
will also factor into the development of 
a sustainable economy. There, too, Oyu 
Tolgoi can play a role. If it has learned 
anything from its economic illness, 
Mongolia will use the deal to expand 
the mine as momentum to launch a bal-
anced diet of projects spanning a range 
of economic sectors.  

“Even if we were to discover a whole host 
of deposits, the chance any of these can 
contribute to the supply-demand balance  
is vanishingly small”
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Bankers look for more 
than minerals in Mongolia

can now look forward to a “modest and 
moderate outlook for 2016”.

Norihiko Kato, chief executive of Khan 
Bank, one of Mongolia's three largest, 
was less sanguine. “I think the situation 
is still a bit fragile,” he said, noting that 
salaries across all sectors were growing 
at a slower rate, if at all, while the level 
of non-performing loans at banks had 
failed to improve.

Echoing that sentiment, Golomt Bank’s 
CEO, Lamjav Oyun-Erdene, said: “Jobs 
have decreased and that burden is having 
an impact on the quality of loans.”

Desperately seeking diversity
The government’s fiscal situation is set 
to improve thanks to an expected $6bn 
in investment from Rio Tinto for the 
expansion of the Oyu Tolgoi copper-gold 
mine. But while that gives a fillip to the 
beleagured economy, panellists were in 
agreement that more diversification in 
the economy is needed.

Co-hosting the event was the 
International Investment Bank (IIB), 
a development bank established 
during the Soviet era for the Comecon 
countries. After a lull in activity from 
1991 to 2012 following the collapse of 
the Soviet Union, the bank has been 
re-energized under the leadership of its 
chairman, Nikolay Kosov.

Kosov on the day of the conference 
signed an agreement with Mongolia's 
finance ministry to maintain micro 
lending to small businesses, using local 
commercial banks as intermediaries. 
It's a popular tool that's been utilised 
by other groups in Mongolia, with 
some success. Such financing provides 
options for start-ups and entrepreneurs 
while local banks remain too illiquid 
or are unwilling to bear the risk to 
lend, bringing hopes of building a 
more sustainable economy. “Mongolia 
currently represents 20% of our 
portfolio – that's €15bn,” Denis Ivanov, 
IIB's deputy chairman, told bne 
IntelliNews on the sidelines of the 
conference.

The European Bank for Reconstruction 
and Development (EBRD), another 

Bankers in Mongolia have already 
seen what was once the world’s 
fastest growing economy go 

from boom to bust because of too much 
hope vested in the country's valuable 
mineral resources. Investment into other 
segments of the economy is needed, they 
say, to avoid repeating the mistake.

The collapse of a two-year mining boom 
in 2012 rocked the Mongolian economy, 
bringing it close to economic disaster. 
The experience has made it clear 
how important it is for the country to 
diversify away from the export of natural 
resources such as copper and coal. But 
with weak appetite from investors, 
the country is counting on the help of 
international partners.

Investors attending the IIB-MBA 
Mongolia Business Conference Mongolia 
in Ulaanbaatar on June 5 spoke frankly 
about their shared troubles during a 
two-year rough patch.

With foreign investment accounting 
for between 42% and 45% of GDP in 

the boom years, a 16-times drop in FDI 
has been a serious drag on growth. The 
economy expanded 7.8% last year, but 
that only really means an additional 
$1bn to nominal GDP and pales in 
comparison to the peak growth rate of 
17.5% posted in 2011.

Mongolia has experienced a fall from 
grace with investors because of disputes 
over mining projects. A softer market 
for commodities like coal and slowing 
economic growth in China have also 
turned investors off commodity plays 
like Mongolia. “Dependence on the 
commodities market is very dangerous,” 
chief economist at the Bank of Mongolia, 
Sandagdorj Bold, told delegates at the 
conference, recalling the impact that 
declining coal prices has had on the 
economy.

After facing stiff fiscal challenges in 
2013 and 2014, Bold argued that the 
Bank of Mongolia's use of a tight fiscal 
policy and flexible exchange rate had 
managed to manoeuvre the economy 
into a “soft landing.” He said the country 

Terrence Edwards in Ulaanbaatar
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development bank helping former 
communist states transition toward 
market economies, since 2006 has 
invested $1.1bn into businesses in 
Mongolia. That includes $30mn of 
its own intermediary micro lending 
since 2013. The Asian Infrastructure 
Investment Bank, China's attempt to 
wield soft power in the region, is also 
expected to enter the market later  
this year.

The EBRD and the Asian Development 
Bank named agriculture, non-mining 
industrial production and renewable 
energy as attractive targets for lending 
and assistance.

Roads to China
The attention given to Mongolia is 
predicated on IIB's strategy to tap into 
Asian markets, specifically China. “It was 
last year that IIB began pursuing equal 
engagement with Asia,” said Kosov. “We, 
IIB, try to pioneer a closer relationship 
with the region as a whole, and with 
China in particular.”

It was Mongolia's close proximity 
to China that first caught the eye of 
investors, paired with a competitive 
tax regime and cheaper labour costs 
than competitors such as Australia. In 
addition to being Mongolia's top trade 
partner, China is also one of its largest 
investors and the main consumer of its 
minerals.

Undeterred by slowing growth in China, 
IIB sees the world's second largest 
economy as a strategic destination for 
expansion. The bank signed a second 
agreement with China's Dragon Global 
Credit Rating agency, which sets the 
stage for a possible bond offering there.

But Mongolia still faces logistical hurdles 
in trading with its southern neighbour. 
The country will need assistance from 
international partners to finance 
construction of crucial railway lines to cut 
down on transport costs for its minerals.

Bankers, still feeling burned by the 
commodities slump, hope that some day 
Mongolia's economy will mature enough 
so it will have more than just its natural 
resources to offer.  

IIB building on change 

bne IntelliNews 

The International Investment Bank (IIB), Eastern Europe's answer to the 
European Bank for Reconstruction and Development (EBRD), held its 103rd 
Council Meeting in the Mongolian capital of Ulaanbaatar in June as part of 
improving the bank's relations with Asia. 

IIB was set up in Soviet times to foster cooperation and trans-border 
investment amongst the Comecon countries, but in the last two years has 
reinvented itself and is emerging as one of the most active international 
financial institutions (IFIs) in Central and Eastern Europe and the 
Commonwealth of Independent States. Mongolia is one of its nine 
shareholders and already accounts for 20% of the bank's loan portfolio, 
or €50mn worth of credits. The narrower focus of the development bank 
means it can go deeper into the nitty gritty of investing into its member 
countries like Mongolia, or Vietnam, IIB's other Asian member. 

"While 2013 was a year of reform, 2014 was a year of IIB’s expansion, when – 
despite deteriorating market circumstances – the bank increased its assets 
by almost 50% (now exceeding €700mn, twice the size in 2012) and its loan 
portfolio by 150%," IIB said following its meeting. 

Last year was also landmark for IIB as it successfully issued its first bonds 
in member state's markets, which now account for almost €200mn of its 
funding. Going forward, the bank intends to borrow where it can in the 
same markets where it is investing, so as to promote the development of 
the local capital markets in parallel with its main investments in areas like 
infrastructure and the local financial system. 

Although IIB is based in Moscow, the Russian government owns a minority 
stake and the bank is viewed by the international rating agencies and foreign 
governments as a true IFI, hence IIB was awarded the highest rating among 
institutions with headquarters in Russia with a ‘Baa1’ rating from Moody’s. 

The Council Meeting was timed to coincide with the IIB-MBA Mongolian 
Business Forum. It also signed a memorandum of cooperation with the 
Mongolian finance ministry and a grant agreement with the environment 
ministry. Amongst the agreements was a grant of MNT60mn from the IIB for 
the protection of rare animals in Mongolia, specifically the Przewalski horse 
and the Altai snowcock. 

With two Asian members already (Vietnam is also a shareholder), IIB has 
been actively expanding eastwards and recently signed a partnership 
memorandum with the leading Chinese rating agency Dagong Global Credit 
Rating, the first international bank to do so.  

"The IIB could not have chosen a better partner for the forum. It attracted 
a number of high-level participants both from Mongolia and from abroad, 
including bank CEOs and government officials, giving foreign business 
participants a valuable insight into Mongolia and into the opportunities it 
offers," said Nikolay Kosov, IIB's chairman. 
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Mongolia's Chinggis  
bond to ride again

had actually begun to sour about six 
months before the Chingiss bond, 
when Aluminum Corp of China 
(Chalco) attempted to purchase a 
controlling stake in the Mongolian 
coal miner SouthGobi Resources. It 
was an election year and Mongolians, 
ever wary of handing over control 
of natural resources to the country’s 
enormous neighbour to the south, 
pushed lawmakers into hastily 
passing legislation that made the 
deal impossible, as well as most other 
investments into the mining sector.

The unpopular law was scrapped a year 
later, but by then Mongolia had become 
embroiled in a dispute with global miner 
Rio Tinto over the gaint Oyu Tolgoi 
copper mine that lasted up until May.

Early refinancing
The upcoming bond offering will be 
used to refinance existing debt. The 
government argues that now is the right 
time to capitalize on investors' changed 
attitudes toward Mongolia following 
the landmark agreement to move 
forward with the Oyu Tolgoi expansion 
project. "International investors are 
keen to buy bonds of Mongolia," reads 
the government’s May 29 statement.

Yet the upcoming 2016 parliamentary 
elections could also be a factor in 
the decision. Mindful that it was the 
last election that set the stage for 
the hastily passed law that killed off 
foreign investment, it's likely that 
Prime Minister Chimed Saikhanbileg 
wants the debt taken care of before 
campaigning begins.

Of course, there's also the possibility that 
the election could lead to Saikhanbileg's 
Democratic Party losing power. Even if 
the Democrats do win, a power struggle 
in the party could also see a rival push 
Saikhanbileg out of office. 

Although the future of the Mongolian 
economy is far less bleak than it was 
some months ago, the chances of 
another bond being snapped up so 
eagerly by global investors is unlikely. 
But with elections scheduled for 2016 
and 2017, now might be as good a time 
as any.  

Mongolia has another bond 
offering in the works after 
its $1.5bn debut “Chinggis” 

bond offering three years ago achieved 
surprisingly low yields for the time. 
There are doubts the mineral-rich 
country can repeat such a feat now that 
its honeymoon with investors is well and 
truly over.

Mongolia plans to issue about $1bn in 
debt with the expressed intention of 
refinancing the $500mn issue of five-
year bonds sold at a yield of 4.125% 
and $1bn issue of 10-year bonds sold at 
5.125%. However, the country's credit 
rating has taken a knock since those 
bonds were issued in 2012.

Moody's Investors Service in May 
downgraded its outlook on Mongolia’s 
‘B1’ rating from stable to negative 
because of a worsening in the external 
debt position over recent years, a sharp 
fall in foreign exchange reserves, and a 
dangerous acceleration in credit growth 
since 2013. “The issuer (Mongolia) has 
become increasingly susceptible to event 
risks,” Moody's said in a statement.

The omens also aren’t good for the 
new issue after a $500mn debt offering 
from the Trade and Development Bank 
of Mongolia (TDB), 85% sovereign 
guaranteed, was given a lukewarm 
reception by frontier bond investors. 
“They checked the fine print for English 
law and cross-default clauses despite 
the 500-plus basis point yield pickup 
over US Treasuries, as all three credit 
rating agencies have Mongolia on watch 
for a potential downgrade, and reckless 
fiscal and monetary policies could again 
compel an International Monetary Fund 
(IMF) rescue,” says Gary Kleiman of 
Kleiman International.

The 9.375% yield was seen as a missed 
opportunity because it was well above 

where the sovereign bond was trading at. 
Had TDB waited a week, when a long-
awaited expansion project for the Oyu 
Tolgoi copper mine worth $6bn was finally 
agreed, it might have saved a bundle.

From boom to bust
Mongolia’s debut sovereign bond in 
2012 was dubbed the Chinggis bond 
in a nod to the 13th Century warrior 
known in the West as Genghis Khan. 
Just as Genghis Khan once took the 
world by storm, so too did modern-
day Mongolia with its world-topping 
growth of 17.5% in 2011 and 2012, 
thanks to the potential of its huge 
mineral reserves. Lead managers on 
that deal were: BoA Merrill Lynch, 
Deutsche Bank, HSBC, JP Morgan  
and TDB Capital.

But Mongolia's use of those borrowed 
funds, which were enormous given the 
small size of the economy, has attracted 
some criticism, because the investments 
lacked direct returns. Hundreds of 
millions went into road construction, 
including a nationwide road network 
that the government said would lay the 
foundation for stable economic growth. 
More than $500mn was meant to 
finance construction of crucial rail links 
with China to increase the volume of 
exports of coal and other commodities, 
but that work is behind schedule and 
will require additional financing.

Fiscal problems stemming from a soft 
commodities market and disputes 
with investors have also made the 
country a less attractive investment. 
Foreign reserves have dwindled along 
with declining investment, and a 34% 
depreciation of the local currency 
against the dollar since the end of 
2012 has made the debt all the more 
expensive to service.

Investors' love affair with the country 

Terrence Edwards in Ulaanbaatar
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state is essentially a brutal monolith, motivated by contempt 
for the West and its values, and rigidly controlled by a single 
will. This is to say the least unfortunate, as it willfully ignores 
the complexities to be found in Russia, and helps explain why 
policy has so often been flawed or truly counterproductive.

A particular issue of dispute is over just how far Putin 
personally runs Russia, and thus by extension orders or 
authorizes everything that happens. This is a complex issue, 
which was especially salient when people made their decisions 
as to how to interpret the murder of dissident politician Boris 
Nemtsov.

Certainly Putin remains the “decider” at the heart of the 
system, whose role is to resolve disputes within the elite and 
set broad policy. Sometimes he will also engage with detail, 
but to a considerable extent he appears a hands-off manager, 
relying on his underlings to show initiative, rewarding them 
when they predict his intentions and perform as desired, 
punishing them when they don’t.

Pluralism, Putin-style
That does mean that there is considerable scope for initiative, 
even autonomy within the elite. As a result, modern Russian 
politics is best explained precisely by its diversities and 
pluralities.

Consider, for example, the so-called siloviki, members, 
veterans and fellow travellers of the security apparatus. 
In the 1990s, a time when institutions were dangerously 
weak and collectives necessary to exploit the extraordinary 
opportunities available, it made sense for such coalitions 
of interest to form. But today? There seems no evidence of 
any unity. Igor Sechin, head of Rosneft, is often described as 
the leading siloviki, not least because of his presumed (and 
probable) background in the GRU. However, he now seems 

Mark Galeotti of New York University

Russia is not Mordor. Let me explain. We love to 
understand and explain by analogy. This can be a 
powerful tool, but it always carries with it the risk of 

caricature, oversimplification and downright misdirection. 
With a powerful meme that risk only grows. For a variety 
of reasons, today’s Russia is especially prone to analysis–
by-analogy, and it’s a problem.

Sometimes we stick to history: Putin as the stern tsar holding 
his boyar aristocrats in his grasp. Sometimes it’s other 
countries’ histories. I feel there are some striking parallels 
between Putin’s Russia and Mussolini’s Italy, but to call the 
Kremlin “fascist” is a dangerous step, not least as “fascism” 
today means Auschwitz and the SS, not populist modernism.

Whether they know it or not, many of Putin’s most rabid critics 
are actually channeling nothing less than the great British 
fantasy author J. R. R. Tolkien, whose epic “Lord of the Rings” 
strikes all the right notes for them: a Western alliance of 
‘Good’ (admittedly made up largely of monarchs and elitists, 
committed to preservation of a status quo that suits them, but 
we won’t go there for now); and the threat of fifth columnists 
and traitors, not least those who with silver-tongues advocate 
non-intervention or warn that they enemy is too powerful to 
challenge.

And then there is a rabid, inhuman and destructive enemy, the 
festering eastern land of Mordor. Its legions, stunted, ignorant 
and twisted, are little more than the hapless instruments of 
Sauron, its dark lord, who is driven by dreams of conquest and 
a hatred for everything his enemies hold dear. Indeed, his most 
terrible agents, the Ringwraiths, are literally manifestations of 
his will, shrieking into nothingness when Sauron perishes.

This is fanciful, of course. But nonetheless in many quarters 
there does seem to be a genuine belief that today’s Russian 

STOLYPIN:  
Pluralism – just  
not as we know it
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(though he does enough of that). Warning that Russia faces 
“a full-blown crisis under any existing criteria”, he is not only 
setting himself against populist policies that impede growth, 
he advocates greater institutional reform and, implicitly, 
more emphasis on anti-corruption measures.

However, Gref is also quietly articulating a modernizing 
political-economic policy platform of his own. Advocating 
“serious reforms of all relations in the economy”, Gref is 
trying to stake out a Kudrin-lite position: “We can start with 
the system of executive power. There is no need to touch 
the constitutional foundations – there is more than enough 
scope for activity in the sphere of reforming the executive 
hierarchy.” To this end, he wants to see some kind of 
strategic agency to ensure performance and delivery across 
the government.

Beyond that, though, there are disagreements across the 
elites in every sphere. Disagreements over legal policy often 
splash into disagreements over history, especially the place 
of Stalin. In April, for example, moves to rehabilitate Genrikh 
Yagoda, one of Stalin’s secret police chiefs, were struck down 
in the Supreme Court. 

Legal issues also cut to the heart of the relationship between 
Moscow and the regions. For example, disagreements over 
Chechnya’s de facto legalization of polygamy really are 
coded ways to discuss how far Chechen warlord-President 
Ramzan Kadyrov should be given free rein. This is one of 
those policy issues in which the liberals and the security 
apparatus are in ironic alliance, the former horrified by 
Kadyrov’s arbitrary brutality, the latter smarting at the way 
he took over all local security agencies.

There are debates over the social and economic implications 
of relying on Central Asian migrant labourers, over cultural 
policy, over health reform, over education. There are even, 
albeit much more cautiously and quietly, disagreements over 
Russia's current geopolitical strategy of tension.

In other words, while obviously Russia is no representative 
democracy, and there are no meaningful constitutional 
constraints on Putin’s authority, that does not mean that 
this is totalitarianism. Sometimes behind closed doors, 
sometimes in Aesopian metaphor, and sometimes openly, the 
elites – and even in some limited ways civil society and public 
opinion – continue to engage, debate and shape the political 
environment. That is, after all, how humans are. Only in 
fantasy can politics be simplified to the will of a single dark 
lord.   

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.

wholly invested in his role as a hydrocarbons baron, rarely 
speaking on issues outside that realm, and few siloviki with 
whom I've spoken to ever seem to have any great regard for 
him.

Likewise, although these people share some broad values, 
from Russian nationalism to mistrust of the West (and my 
experience of British and US siloviki is that they too tend 
towards a certain commonality of values and beliefs), their 
practical interests often clash or else drive them into alliances 
with people in other, notionally rival groups. The armed forces 
get shafted by the military-industrial complex, forced to buy 
tanks they don't need. The Federal Security Service leans on 
the Ministry of Internal Affairs, even while elements within 
each do business together.

Premiership games
So there are all kinds of factions, fractions and friendships 
slicing and dicing the Russian elite, cutting across as well as 
along institutional and functional divides. This is visible in 
the long-running, if largely behind-the-scenes, competition 
for the prime ministerial chair. Dmitry Medvedev wants to 
hold on to it. Others want it, including three contenders 
generally considered all to be on the liberal marketeer/
moderate reformist wing: Sberbank’s president German Gref, 
First Vice President Igor Shuvalov, and probably also former 
finance minister Alexei Kudrin.

Two things emerge from their ponderous maneuvers. The 
first is that their power bases are often disparate. Shuvalov, 
for example, has been wooing the nationalists. At Davos, he 
turned to unusually hardline rhetoric, saying that Russians 
would “survive any hardship in the country – eat less food, 
use less electricity” rather than give in to Western pressure. 
Coming from one of Russia’s richest men, this aroused some 
scorn on social media, but earned him points even with 
hawks such as Deputy Premier Dmitry Rogozin.

Likewise, Gref has won plaudits from within the intelligence 
and security community with his claim that the December 
2014 ruble crash – and the record-breaking run on Sberbank 
that saw $6bn withdrawn in one day – was a deliberate 
act of economic warfare coordinated from abroad, whose 
“target was to destabilize the country's largest bank and the 
financial situation in the country”. Federal Security Service 
director Alexander Bortnikov liked that take on events.

The thing is that these are not simply contests driven by 
self-interest, factional politics or social ties. They also reflect 
genuine differences of opinion. The policy debate in Russia 
is certainly less raucous and inclusive than in the democratic 
West, and aimed at influencing Putin the “decider”, but it 
nonetheless exists.

There are disagreements over economic policy, of course. 
Kudrin, for example, is not just confining himself to 
grumbling about the squandering of past opportunities 
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re-election campaign – blatantly disregarding the rule for 
the president to be politically neutral. Turkish people like a 
strong leader, but there’s a limit.

And with Erdogan on a power trip, there were also signs 
of an economic slowdown. Turks will tolerate corruption 
allegations and probably care little about banning Twitter 
as long as the government is seen to be working well. But 
when the numbers start going the wrong way, then the 
flaws of the leadership become more apparent.

The rise of the young, charismatic Selahattin Demirtas 
and his HDP was also refreshing. For the first time, a 
party representing the country’s 15mn Kurds managed 
to get enough votes to vault the 10% barrier and enter 
parliament. That they did so thanks in part to liberal voters 
who had once been wary of Kurdish nationalism is also 
a positive sign that some old prejudices are slowly being 
worn down.

Erdogan was in large part responsible for the rise of the 
HDP – by first championing, then abandoning the much-
vaunted peace process, he ensured the Kurds played on 
the main political stage and were able to capitalize on his 
public backtracking. But the main opposition Republican 
People’s Party (CHP) will have bled some of the least 
dogmatic of its supporters – the young, the intellectuals, 
the modernisers, who had lost all hope that the CHP would 
ever come out of its statist torpor. It will be interesting to 
see how the party’s support base changes when the die-
hards die out and today’s young dominate their voter base.

Suna Erdem in London

There is much to celebrate in Turkey’s election result. 
By ensuring his Justice and Development Party (AK) 
failed to return a majority for the first time in its 

existence, the electorate taught President Recep Tayyip 
Erdogan a lesson in humility – just because he had once 
proved a popular and competent leader, this did not mean 
that he could do as he liked.

Voters didn’t like his grandiose plans to alter the political 
system of Turkey to mirror his leap from premier to 
presidency; his grotesque new presidential “bling” palace 

of a thousand rooms; his angry, arrogant dismissal of 
whole swathes of voters; his careless abandonment of the 
human rights agenda that helped make him popular. Very 
damaging, politically, was his disregard for the Kurdish 
peace process, which sent conservative Kurdish voters 
into the arms of the pro-Kurdish People’s Democracy 
Party (HDP) and helped deprive AK of many southeastern 
seats. Many were also put off by his involvement in AK’s 

BEYOND THE BOSPHORUS:  

Turks remain 
a centre-right lot

"It would be nice to think that the 
CHP could widen its constituency to 
become a kind of New Labour but 
I’m not holding my breath"
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A rerun?
Whatever scenario, the fear is of another general  
election well before the end of this parliament, with all 
the inherent populism, instability and overspending that  
goes with it.

The trouble is, Turkey’s voters are overwhelmingly right 
of centre. All the Turkish parties that enjoyed strong 
majorities have occupied that territory – from the Justice 
Party of Adnan Menderes to the Motherland Party of 
Turgut Ozal, and now, AK. When these parties lose their 
wider appeal, the voters don’t quite know what to do. 
It would be nice to think that the CHP could widen its 
constituency to become a kind of New Labour and  
embrace Kurds and economic liberals, or, even less likely 
but as enticing, for the HDP to become a national party 
and take on a truly social democratic mantle – but I’m not 
holding my breath.

This means that salvation – in terms of a stable one-party 
government – is a long way off unless a popular politician 
from the centre right emerges either to take over AK 
party or form a new grouping. As one commentator said, 
what many voters really wanted was an AK party that 
had reverted to its “factory settings” – good economic 
governance and a pro human rights, pro-democracy, pro-
EU approach.

Until someone or something fills that space, the future 
could be less edifying than the election celebrations  
could lead us to believe.  

Hung, drawn and quartered
However, here is a hung parliament that in normal 
circumstances everyone would view with distaste. The 
stock market fell and the dollar rocketed at the result, 
and already parties are busy ruling out various coalition 
possibilities. For those who have been around long enough, 
it is an unpleasant reminder of the fractious coalitions that 
sunk the country’s prospects in the 1970s and again in  
the 1990s.

So what kind of government will they form? 
On the one hand you have the Nationalist Action Party 
(MHP), with past links to far-right militants. Despite the 
protestations of its leader, Devlet Bahceli, the MHP is seen 
as the best match for the conservative AK in government. 

The MHP has already said one condition for its support to 
any party was an end to the peace process, which aims at 
ending decades of state discrimination against Kurds and a 
bloody guerrilla war.

The HDP, mindful of the anti-AK protest votes it won,  
has said it would not support an AK government, but how 
can it in all conscience support an MHP one? Its election 
showing will give it a strong hand against the restive rebels 
of the Kurdistan Workers Party (PKK), but if the process 
supported by imprisoned PKK leader Abdullah Ocalan is 
abandoned, can it stop them from fighting once more?

As for the CHP – proud as always of its static 25%. It 
shouldn’t be. The desperate search for a proper opposition 
is one reason voters tried out the Kurds. Without the 
numbers to govern with just one of the other opposition 
parties, CHP is calling for a grand coalition of all the 
parties apart from AK. But how harmoniously can they 
unite the MHP, which took votes from AK by conservatives 
angered by rapprochement by the Kurds, and the HDP, 
many of whose supporters would see the MHP as a  
sworn enemy?

One intriguing scenario would be an AK-CHP coalition – 
the union of two experienced parties and one the markets 
might like, if AK led on the economy and the CHP on 
democratic reform.

"The rise of the young, charismatic 
Selahattin Demirtas and his HDP 
was also refreshing"

"Turks will tolerate corruption 
allegations and probably care little 
about banning Twitter as long 
as the government is seen to be 
working well"
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CBA also tried to prevent inflation from spiking too high by 
boosting its benchmark interest rate from 6.75% in mid-
December to 10.5%, where it currently is. The high interest 
rate, coupled with the other negative macro and confidence 
trends, is adding pressure to such sensitive sectors as retail 
and construction.

Reflecting the tough spot in which the economy is now 
stuck, the two rating agencies that have assigned ratings to 
Armenia’s sovereign credit risk – Moody’s Investors Service 

and Fitch Ratings – cut their ratings in January, citing 
concerns about the impact of the Russia crisis and the lack of 
progress in expanding external trade deals.

Glacial change
But while the external contagion has pulled the 
macroeconomic indicators lower this year, the main problem 
is the slow pace of change in the country and lack of job 
creation. Unemployment, which has been in double digits for 
years, is expected to exceed 18% later this year. Armenia does 
actually rank more favourably than the other former Soviet 
states, except for Georgia, in such surveys as the World Bank’s 

Chris Weafer of Macro Advisory

Armenia’s economic performance will be poor this 
year mainly because of the contagion from Russia’s 
recession. But the economy is more vulnerable to 

negative contagion because efforts to reform the business 
and investment climate have been moving far too slowly 
as successive governments were distracted by a sequence 
of domestic political squabbles and unresolved disputes 
with the country’s biggest neighbours. Recently there has, 
however, been more encouraging progress in developing new 
sectors of the economy, in particular technology, and this 
year’s slowdown could yet act as a spur to sustain and add to 
those efforts.

Armenia’s real GDP growth, which exceeded 7% in 2012, is 
expected to be only 1% (see table) for this year. It could be 
worse even than that, eg. the International Monetary Fund 
(IMF) forecasts a full-year contraction, depending on the 
performance of the Russian and other regional economies. 
The specific problems include the big drop in worker 
remittances from Russia and the loss of competitiveness due 
to the ruble collapse in late 2014.

In 2013, worker remittances contributed over 21% of GDP. 
For this year that contribution is expected to fall to 15%, 
or less, as Russian industry cuts workers and wages, and 
because the devalued ruble means smaller receipts when 
converted into the local currency. The Central Bank of 
Armenia (CBA) did adopt the same strategy as other counties 
impacted by the Russia crisis and pushed the value of the 
dram lower. The dram weakened by 16% in 2014 and is 
forecast to drop by another 10% this year, albeit that will 
mostly be determined by what happens to the ruble.

While allowing the dram to weaken to try to protect the value 
of remittances and minimize the loss of competitiveness, the 

MACRO ADVISOR:  

Can Armenia break 
free of Russia’s 
economic grip? 

"Armenia is, theoretically, well 
positioned to benefit from the 
opening up of Iran’s economy once 
sanctions are eased"
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referendum is expected to see frequent and potentially more 
intense protests by opposition groups.

The unresolved conflict with Azerbaijan over the ethnic 
Armenian enclave of Nagorno-Karabakh that its troops 
are still occupying after fighting a bloody war over it in 
1988-94 is also part of the risk equation for investors. The 
number of reported incidents and threats are expected to 
increase this year ahead of the November parliamentary 
elections in Azerbaijan. One encouraging trend, however, 
is what appears to be an effort by Armenia not to escalate 
the conflict with Azerbaijan and, for this reason, it has not 

officially recognized the outcome of the recent elections in 
Nagorno-Karabakh. The president is quoted in media reports 
as saying: “The recognition of the Republic of Nagorno-
Karabakh will mean giving up the negotiations process. Then 
there will be nothing to talk about.”

For portfolio investors Armenia is a frontier market with 
few real access opportunities. The country placed its first 
Eurobond in 2013, raising $700mn, and added a second 
issue worth $500mn in late March this year. There are 
no Armenian depositary receipts traded on international 
bourses as yet. But if the government sticks to its plan to 
start privatizing state-controlled enterprises, then this may 
start to change in the coming years. One factor that should 
help and encourage this process is the mandatory pension 
contribution system which, starting in January 2014, 
requires all employees born after 1974 to set aside 5% of 
their total yearly salary into private pension funds. That at 
least creates the required local investor base.

Armenia as a country and an economy clearly has potential 
for business and investors. To realise that requires political 
will and a longer period of stability than has been possible 
previously.  

Chris Weafer is Senior Partner at Macro Advisory, which offers 
bespoke Russia-CIS consulting

“Doing Business”, but has not managed to capitalize on that to 
attract any meaningful volume of inward investment.

Is that starting to change?  In January Armenia formally 
joined the Eurasian Economic Union (EEU) and while that 
is not expected to make any meaningful difference over the 
medium term – ie. because Armenia already has extensive 
bilateral trade deals in place with Russia and Kazakhstan – it 
may create an opportunity to attract international companies 
looking to establish a base inside the EEU. Nervousness 
about Russia’s poor legal protections and perception of 
corruption and bureaucracy, may work in Armenia’s favour, 
especially in technology-based industries.

This is one area where the economy has been making 
progress in recent years. It is also one of the similarities the 
country shares with Ireland: it is a small economy on the 
edge of a larger economic block with a poor resource base 
and a large diaspora. Ireland also had a very poor economic 
base until it started to focus on producing, and retaining, 
skilled graduates in such areas as IT, biotechnology and other 
knowledge based industries. Armenia is starting down the 
same route, albeit it is early days yet.

The country’s IT sector has been growing at an average of 
22% between 2003 and 2014, according to the Enterprise 
Incubator Foundation (EIF). It says that the 400 IT 
companies in the country registered in 2014 generated 
revenues for $475mn, about 4.3% of total GDP and 10% of 
total exports. Last year the sector created 17 new start-ups 
and 1,100 new jobs. In 2008 the government adopted a 
10-year industry development strategy, focusing on building 
infrastructure, improving the quality of IT graduates, and 
creating venture capital and other financial mechanisms to 
support start-ups, like tax breaks and simplified bureaucratic 
procedures.

Armenia’s economy may also benefit from being a link in 
China’s so-called 21st Century Maritime Silk Road. This 
project envisages multiple road and rail routes carrying 
Chinese goods to ports on the Arabian, Mediterranean 
and Black Seas, as well as through Russia and into Europe. 
Armenia and Iran are planning an improved rail link across 
their shared border and, with Georgia, Armenia is building 
new transit bridges. Armenia is, theoretically, well positioned 
to benefit from the opening up of Iran’s economy once 
sanctions are eased.

Politics intrude
Political concerns could still prevent Armenia from taking 
advantage of its potential as a high-tech hub and as a trading 
partner with re-emergent Iran. Just recently the leader of 
the country’s second-largest party, also reputed to be the 
country’s third richest individual, was forced out of the party 
because of various government investigations, which many 
believe are linked to his criticism of the president-sponsored 
constitutional referendum set for 2016. The lead-up to that 

"For portfolio investors Armenia is a 
frontier market with few real access 
opportunities"
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INVISIBLE HAND: 

Russia and CEE have 
roles to play in the 
Greek tragedy

Imposing the rules in their entirety, though, would definitely 
spark a Grexit – which could come soon if Athens does not 
repay the €3.5bn it owes the ECB by July 20, or the additional 
€3.3bn it must pay the Eurozone’s central bank by the end of 
August. An ECB default, far more serious than reneging on the 
IMF, would cut the credit lines that are currently supporting 
Greece’s debt-soaked banking sector. As the ATMs ran dry, 
savings evaporated, and panic and rioting ensued, Athens 
would be forced to recapitalize local banks using some kind of 
alternative currency.

In the wake of such a Grexit, how quickly would the Greek 
economy, after the initial shock, benefit from a weaker 
currency and recover? How many other Eurozone members 
would then threaten to follow suit? Where would such 
traumatic events – previously dismissed by the eurocrats not 
just as “unthinkable” but “impossible” – leave the European 
Commission and the broader “European project”?

Moral hazards
Amidst so many unknowns, one thing seems clear. Whatever 
deal is struck this summer, if there is one, it will only be a 
sticking plaster. Greece faces many extremely heavy debt 
payments in the months and years to come. And while 
Germany has indicated further debt relief may be possible – 
the concession that resulted in Athens finally offering policy 
concessions on June 23 – the Greek sovereign debt is so 
enormous that only a very significant write-off would tackle 
on-going Grexit speculation. But that very write-off, given 
the related moral hazard and potential political fall-out, 
could threaten the broader existence of the euro.

The enormity of these economic questions, the huge 
uncertainties and the seismic geopolitical implications of 
the various outcome scenarios make it forgivable, perhaps, 
that there’s been little mainstream Western analysis of what 
a Greek default would mean for non-euro members in the 
region. While Spanish, Portuguese and Italian government 
borrowing costs have spiked as tensions between Athens 
and its creditors have cranked-up, the geographically-closer 
economies of Central and Eastern Europe are also likely  
to suffer.

Liam Halligan in London

As Greek euro membership swings in the wind, fraught 
investors have been trying to predict the ultimate 
consequences of this crisis for other “peripheral” 

members of the single currency.

With Athens owing the International Monetary Fund (IMF) 
and the European Central Bank (ECB) a combined €5.5bn 
before the end of July, and with sovereign debts topping an 
eye-watering 180% of GDP, some easing of creditor demands, 
and broader debt relief, will simply have to happen if Greece is 
to remain in the Eurozone.

Such concessions would spark serious public resentment 
and some very tough questions from Portugal, Spain and 
Ireland, where tough bailout conditions and debt repayment 
schedules have largely been met over the last two years –  
to say nothing of Germany, the region’s paymaster-in-chief. 
Why should the Greeks get a sweetheart deal, denting  
the credibility of Brussels, the ECB and IMF in future euro-
related debt negotiations – of which there are likely to  
be many?

Unless there are at least some concessions, though, Greece 
will crash out of the single currency. Having contracted 
0.4% during the final quarter of last year, and another 0.2% 
over the first three months of 2015, the beleaguered Greek 
economy, where GDP remains 25% lower than in 2008, is 
back in recession, ending any immediate hope of “growth-
led” budget improvements. In recent months, as the crisis 
has intensified, bank deposits have diminished and cash 
transactions increased, squeezing the tax-take further and 
making a dire fiscal position even worse.

That’s the dilemma at the heart of this Greek tragedy – a 
dilemma that won’t go away even if a deal can be fudged 
that keeps Athens in the euro for now. Ever more easing of 
the policy conditions and ever more debt relief will incense 
the electorates of other weak Eurozone members – making 
it increasingly difficult to stop them “doing a Greece” and 
attempting wilfully to break the fiscal rules, then getting 
extra money anyway, as the IMF, Germany and Brussels 
move to fend off another “Lehman moment”.
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A new report from UBS argues that a messy Grexit could 
wipe up to a fifth off the dollar value of CEE currencies, 
while sparking spillover effects throughout the broader asset 
class. “Should Grexit happen dramatically and quickly, global 
investors would likely reduce exposure to risky assets… and, 
under such a scenario, emerging market (EM) currencies 
would depreciate against the US dollar,” the report says.

“Currencies in central and eastern Europe would be affected 
more than the EM average as they have the largest direct 
exposure to the eurozone… and currencies in CEE would 
underperform for longer, as they’d be affected both by 
setbacks in risk sentiment, but also economic contagion, 
given their close trade and financial links to the eurozone.” 
The strongest impact, according to UBS, would be felt on the 
Hungarian forint, where a 5-10% depreciation against the 
euro is expected, implying a downside of 15-20% against  
the dollar.

Bear in the woods
Another aspect of this Greek crisis often overlooked in 
Western circles, or talked about only in hushed tones, is the 
implicit involvement of Russia. Ever since Syriza was elected 

in January, the Greek government has made overtures 
towards Moscow. Under the radical left party, Athens has 
threatened to block the renewal of EU sanctions against 
Russia, while suggesting it might seek Russian bailout finance 
as a bargaining chip against the West.

Russia helped bail out Cyprus in 2013, after all, and the 
links between Athens and Moscow run deep. Some $10bn 
of bilateral commerce, with Greece importing 60-70% of its 
energy needs from its giant eastern neighbour, makes Russia 
Greece’s largest single-country trading partner. The cultural 
crossover is also considerable, not least given the reach of the 
Orthodox Church.

There’s also another dimension to Greek-Russian relations. 
“Just because Greece is debt-ridden, doesn’t mean it’s bound 
hand and foot and has no independent foreign policy,” 
observed Vladimir Putin during the early summer. “Greece 
could earn hundreds of millions of euros through gas transit.”
Once the EU imposed sanctions on Russia in March 2014, 
Moscow responded by blocking agricultural exports to Russia. 
This has ruined a fair few West European farmers given that, 

pre-sanctions, a third of EU fruit and vegetable exports were 
sold in Russia, and a quarter of exported beef.

Less widely noticed was that Russia also cancelled “South 
Stream” – a Black Sea pipeline that was meant to pump 
Russian gas to Bulgaria, an EU member since 2007. That 
pipeline has now been transformed into “Turkish Stream”, 
still going across the Black Sea but making land, instead, 
in Turkey (which, of course, remains outside the EU). This 
sanctions-related diversion could cause the EU headaches, 
given that Turkey is far more powerful and less controllable 
than Bulgaria, and Western Europe relies on Russia for around 
30% of its oil and gas.

Turkish Stream, the building of which is well underway and 
due to be completed in December 2016, also brings Athens 
into play. Once it’s completed, Turkish Stream gas could then 
be brought to Western Europe by extending the pipeline via 
Greece, generating not only transit fees for Athens, but also 
the prospect of Russian-subsidized gas.

Attending a Russian Energy Forum in London during early 
June, organized by Eurasian Dynamics, I heard an interesting 
speech from Lord (Peter) Mandelson. The former UK trade 
secretary and EU trade commissioner says the time for an 
EU Energy Union “has clearly come”, given the “central role 
of energy in the relationship between Western Europe and 
Russia, and with EU-Russia relations at the lowest ebb that I 
can remember”.

The EU Energy Union is a proposal for member states to act 
together to secure their collective energy supply interests –not 
least, in Mandelson’s words, by “putting up a united front 
against Russia”.

While acknowledging the Energy Union “is in its infancy” and 
“not a vision held by all member states”, Mandelson stressed 
that the “quasi-judicial power” of the Brussels directorate 
pushing for it meant “it wouldn’t be dissuaded”, and that we 
can expect “significant developments soon”.

That may or may not be the case. But since Mandelson spoke, 
Moscow and Athens have unveiled a preliminary agreement 
to extend Turkish Steam through Greece at the St Petersburg 
International Economic Forum – a development that would 
encourage Athens to operate outside of any purported energy 
union, just as Nord Stream, which since 2010 has pumped 
Russia gas directly to Germany, encourages the same response 
from Berlin.

As negotiations over a renewed Greek bailout and broader 
debt-relief continue, there are big implications for other 
countries, not least those in CEE. Watch, also, for the role 
Russia will play, either as a Greek counter-ploy, a provider of 
future gas-transit revenues and even, a contributor of bailout 
cash, not least if such cash is linked to a pipeline deal with 
Athens. 

“Another aspect of this Greek crisis 
often overlooked in Western circles, 
or talked about only in hushed tones, 
is the implicit involvement of Russia”
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‘Armenity’ – when contemporary  
art meets identity

Steering the visitor off the busy routes of the Biennale onto 
the quiet thoroughfares of the cloister, Armenity/Hayoutioun 
accompanies the visitor through the silent alleys where 
Mekhitar Sabastatsi founded the congregation in 1717, out 
onto the balconies overlooking Venice’s splendid lagoon, and 
in the room where Lord Byron studied Armenian in 1816. The 
island is already a statement of the Armenian identity.

“The artworks are powerful, yet discreet, blending past and 
present, both spiritually and spatially,” explains Mikayel 
Ohanjanyan, one of the 16 artists called to translate into art 
their Armenian essence, who divides his time between Yerevan 
and Florence. “My work started from the archaeological site 
of Karajui, a fascinating yet mysterious place, almost certainly 
a necropolis. I placed 12 cubes of basalt around the balcony 
to create a magical circle. The number has a meaning, as 12 
are Armenia’s historical capitals as well as the provinces of 
Western Armenia [now Eastern Anatolia, in Turkey] where the 
genocide unfolded.”

 Remarkably, Sarkis Zabunyan, the Istanbul-born, Paris-
based Armenian artist known simply as Sarkis, whose work 
is committed to the recovery of cultural past and collective 
memory, was asked to exhibit in both Armenia and Turkey’s 
pavilion. Turkey is especially sensitive to the issue, admitting 
the atrocities took place in the turmoil of war, but since there 

Monica Ellena in Yerevan

Entirely occupied by the monastery and seat of the 
Mechitarist Church, a vibrant and cardinal congregation 
of the Armenian Catholic faith, the Island of San 

Lazzaro degli Armeni was transformed into a contemporary 
art path for this year’s Venice Art Biennale.

2015 marks the centennial of the “Medz Yeghern” (Great 
Crime), as Armenians call the mass killing of hundreds of 
thousands of Armenians by the Ottoman Turks in 1915. 
Armenia’s Ministry of Culture entrusted internationally 
renowned curator Angelina Cuberyan von Furstenberg 
and artists from the diaspora – grandchildren and great 
grandchildren of the genocide’s survivors – to interpret its 
pavilion at the 56th international Art Exhibition. The poignant 
display was awarded the Golden Lion for best national 
participation – the jury lauding the organization “for forming 
a pavilion based on a people in diaspora, each artist engaging 
their specific locality as well as their heritage.”

 The French word “Arménité” inspired Von Fürstenberg to name 
the exhibition Armenity/Hayoutioun – “a new word to describe 
a new generation of artists and intellectuals in constant flux,” 
wrote the Switzerland-based curator in her introduction to 
the catalogue. “Whether they were born in Beirut, Lyon, Los 
Angeles or Cairo and wherever they may reside, these global 
citizens constantly question and reinvent their ‘armenity’.”

Mikayel Ohanjanyan
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was no systematic attempt to destroy the Christian Armenian 
people it can’t be referred to as “genocide”.

 The Golden Lion’s significance, though, goes well beyond the 
award to artists who are already internationally recognised. 
“[It] can give visibility to contemporary Armenian [artists], but 
to give continuity and [bring into the] international limelight, 
it is necessary first of all a dialogue, and a fruitful, permanent 
cooperation between artists and professionals in Armenia and 
from the Armenian diaspora with meetings and exchanges in 
Armenia,” Adelina Von Furstenberg explains to bne IntelliNews 
in an email. “[This is important] especially to come to a mutual 
understanding of the different interpretations of contemporary 
art, now a distant heir of the vanguards of the 20th century, 
being they Russian or Duschampian.”

Testing the boundaries
Armenia has historically had a vibrant cultural scene, built 
on a rich cultural history and strong intellectual elite; the 
Museum of Modern Art of Yerevan (Mamy) was built in 1972 
as the Soviet Union’s modern art museum. As art in the latter 
half of the 20th century was dominated by state-approved 
propaganda and socialist realism, Mamy opened and operated 
thanks to artist donations – the works of the 1960s generation, 
the likes of Minas Avetisian, Ashot Hovhannisian, Hakob 
Hakobian, Rudolf Khachatrian, make up the core of the still-
functioning institution.

That push exemplified Armenian artists’ desire to test 
the boundaries, which is a feature of today’s Armenian 
art scene. Armenia’s contemporary art remains “strongly 
politically engaged, not only in terms of content, but also 
context, as public activity has become common for many 
artists and collectives,” explains Nazareth Karoyan, art critic 

and director of the Institute of Contemporary Art (ICA) in 
Yerevan, an education and research centre.  

In that sense, the winds of change in the 1980s and the 
turbulence of the 1990s were inspirational – in 1999, Ruben 
Arevshatyan, sculptor-turned-curator, organised Great Athropy, 
an international contemporary art exhibition in Yerevan, Tbilisi, 
Moscow and Vilnius, simply by mobilising artists hungry for 
expressing the political and social shifts. “It cost zero,” he 

recalls. “The artists’ enthusiasm, initiative and mobilisation 
were overwhelming. Times have changed, something similar 
would be almost impossible to replicate today.”

Armenian trait
Defining an Armenian trait in contemporary art is complex 
and limiting, although East and West, the fall of the USSR, and 
the search for an identity remain key themes. The 1980 and 
1990 generations were more conceptual, while today there 
is a “preference for performance-based practices rather than 
conceptual production,” notes Karoyan.

Yet as in so many other post-Soviet countries, economic collapse 
and conflict crippled the development of the art scene in more 
recent times. “There is deficit of large exhibition spaces and 

“A pavilion based on a people in 
diaspora, each artist engaging  
their specific locality as well as  
their heritage”

Clockwise: Sarkis Atlas de Mammuthus Intermedius, Aikaterini Gegisian, Haig Aivazian
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system of government works in Russia is Alena Ledeneva’s 
“Can Russia Modernise? – Sistema, Power Networks and 
Informal Governance” (published in December 2012).

“The BRICS and the Future of Global Order”, authored 
by Oliver Stuenkel, is particularly relevant today given 
the clear directional change in Moscow’s view of world 
order. Specifically moving away from the West, or certainly 
de-emphasising what was for two decades a preference for a 
close political relationship with the US and EU, in favour of 
building closer political economic ties with the so-called BRICS 
nations. This book is the first to look at what the formation of 
the BRICS actually means in terms of geopolitics and economic 
opportunities. The book also considers whether regime type 
matters for the development of the BRICS theme and how the 
various countries may be able to work together, and in some 
instances not. The role of the new BRICS Development Bank is 
reviewed and compared to the World Bank and to China’s Asia 
Infrastructure Investment Bank. It considers how the BRICS 
countries could co-operate in geopolitics, eg. within the UN, 
and what the group may mean for the future of world order.

“Germany, Russia and the rise of geo-politics”, authored 
by Peter Szabo, examines how Germany views Russia and 
provides an analysis of how Berlin’s policies and approach 
have changed. The book also looks at the role of German 
business and finance in the shaping of foreign policy. The 
author also offers his opinion about how Germany's Russia 
policy has impacted on the country’s broader foreign 

1992, the Lebanon-based Baghossian Foundation was the 
primary force behind the Armenian Centre for Contemporary 
Experimental Art (ACCEA), still a unique institution across 
the South Caucasus. In 1999, the Hay-Art Cultural Centre rose 
as another dynamic contemporary art space in the capital, 
but today the modernist cylindrical buildings – known as the 
“barrels” – which used to house the centre lie empty and Hay-
Art is more of a gallery than a space to experiment.

For Karoyan, state support for art is “a relic from Soviet times”, 
as it remains strongly centralized, with no specialized body and 
almost entirely market-driven. “Interest for art has reached its 
lowest level,” he sighs. “‘Armenity’ and the Golden Lion could help 
to put Armenia onto the world art map, but it is an achievement 
we need to build on. It is a start, not an arrival point.” 

Chris Weafer in Moscow

The first half of 2015 can hardly be described as a vintage 
period for new books about Russia. It seems that the 
Ukraine crisis and recession have led to many authors 

delaying completing their work until there is a little more 
clarity on how the country moves forward and the longer-term 
implications can be better assessed. It meant that the past six 
months has been one of the quietest periods for new books 
about or of relevance to the Russia story.

That said, there have been some very good books published 
that usefully contribute to the debate about Russia and help 
those not so familiar with Russia’s economy and politics to cut 
through the dense media noise, which all too often obscures 
the real issues and real stories.

In that context the most useful book is “Mr. Putin, Operative in 
the Kremlin”, authored by Fiona Hill and Clifford Gaddy. This 
is a significantly revised and expanded edition of the book first 
published by the authors in September 2012. Since then, a great 
deal has happened that has allowed for more analysis of Putin 
and what drives him. The sleeve notes say, “Vladimir Putin has 
become the greatest challenge to European security and the 
global world order in decades”. From that you know where this 
book is coming from. Even so, it covers the subject well and 
provides enough information and analysis to allow the reader 
to reach their own conclusions rather than just automatically 
accept those of the author. It is well documented – the notes 
and references run to more than 100 pages alone.
By far the best book to read so as to understand how the 

lack of resources, and artists often feel stuck, creatively as well 
as physically,” says Arevshatyan. In 1999, the Gyumri Biennale 
was established with the aim of showcasing the country’s 
contemporary art scene, but the last significant edition was 
2008. It needs more support, Arevshatyan implores.

Some Armenian artists like Hamlet Hovsepian, Grigor 
Khacharian, Hakob Hakobian and Vruyr Galstyan do figure on 
the international scene, but generally Armenian art tends to 
remain within the country or limited to the post-Soviet space.

Indeed, art production and the ensuing possible international 
profile boils down to finance – something which is hard 
to come by in Armenia. When it does, it is mainly from 
the resourceful diaspora that fills the institutional gap. In 

BOOK REVIEW: 

Quiet days for books on Russia  
published in first half of 2015
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policy in the region and also how that is perceived by other 
governments.

“Once upon a time In Russia”, by Ben Mezrich, is advertised 
as the “untold true story of larger-than-life billionaire oligarchs”. 
That description is somewhat misleading, as the story is very 
focused on Boris Berezovsky and Roman Abramovich. It covers 
the original relationship between the two and the events that 
led to the high-profile legal dispute in London’s High Court. It 
also covers the polonium poisoning of Alexander Litvinenko in 
2006 and Berezovsky’s suicide in March 2013.

For those looking for background about the emergence of 
Russia’s oligarchs and how they built their business empires out 
of the 1990’s privatization of state assets, the two best books are 
Chrystia Freeland’s “Sale of the Century”, published in 2000, 
and David Hoffman’s “The Oligarchs” (2002). Freeland’s book 
covers the events of the 1990s that led to the emergence of the 
oligarchs and their purchase of state enterprises. Hoffman’s 
book expands the story to show how the oligarchs used the 
state purchases to set up their business empires and how they 
adapted to the early days of the new Putin regime.

The book which attracted most attention over the past six 
months is Bill Browder’s “Red Notice: How I Became Putin’s 
Enemy No. 1”. In the US the subtitle is “One man’s fight 
for justice”. There can hardly be anybody with even a passing 
interest in Russia who has not heard of the story of Bill Browder, 
his Hermitage Fund and, especially the death of Browder’s 
investigative lawyer Sergei Magnitsky. To that extent I don’t need 
to spell out what the book is about: Browder goes through in 
great detail the events which led up to his exclusion from Russia, 
the attack on his company, the arrest and death in detention 
of Magnitsky and what has happened since. It is partly a book 
which shows how you can make a great deal of money by being 
flexible in emerging economies, such as Russia; and partly it 
is about how one can also get into a lot of trouble very quickly. 
Mainly, however, it is about the human tragedy that was the 
death of a young lawyer trying to do the right thing.

In the summer reading category is Peter Pomerantsev‘s 
“Nothing is True and Everything is Possible: Adventures 

in Modern Russia”. It is an entertaining book about life in 
Moscow that strays into political analysis, albeit the author 
mostly confines himself to anecdotes about the heady days 
of the Russia boom and the political commentary is full of 
clichés. But it is an easily read book of real stories of life and 
living in Moscow, which are always slightly unbelievable for 
those who have not seen it first hand. The author worked “on 
and off” (sic) in Moscow from 2001 for several years.

We are staring to see a quite a few books coming out covering 
the Ukraine crisis. Most of them can go straight into the 
trash, as they are written with blinkers, ie. 100% pro-Russia 
position or 100% anti-Russia position, or are very focused 
on the specifics of the economy  or current conflict. Amongst 
the most balanced books is “Conflict in Ukraine: The 
Unwinding of the Post-Cold War Order”, co-authored 
by Rajan Menon and Eugene Rumer. The book looks at the 

broader geopolitical and world order implications from the 
crisis. The authors highlight the considerable threat of a 
complete breakdown in relations between the US and Russia 
in such areas as the battle against terrorism and nuclear 
proliferation. The recent agreement with Iran shows the 
importance of Russia’s role in such negotiations. They argue 
that the West really should not lose sight of the importance 
of stable relations with Russia and look at some scenarios of 
how the current crisis could play out and the implications. It 
is a real well-structured and rationally argued book. It is also 
one of the few that leaves the emotion out of it, sticks to facts 
and offers pragmatic solutions. 

“Browder’s is partly a book which 
shows how you can make a great 
deal of money; and partly it is about 
how one can get into a lot of trouble 
very quickly”
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[Brezhnev] told the minister of health the country should 
build me a whole clinic'”.

She is also credited with having foreseen the 1986 Chernobyl 
nuclear disaster when a reactor blew up at the power plant, 
envisioning shortly before the incident, “Fire, fire, something 
is exploding, people are running.”

While Western societies became more sceptical about the 
phenomenon of healers and psychics, parapsychology was 
still accorded serious discussion in the Soviet Academy of 

Sciences up to the 1991 collapse of the USSR. Stars like Juna 
would have millions of spellbound Soviet citizens glued to 
their television sets during broadcasts. Fellow healer Allan 
Chumak even once told viewers to put a glass in front of  
their TVs, promising that it would be “charged with  
healing energy”.

Dressed to heal
Davitashvili’s physical presence was also vivid: “Dressed 
in her healing clothes - a short black skirt, black stockings, 
black blouse, yellow silk vest and a cascade of jewelry – she 
brings to mind Cher in ‘’The Witches of Eastwick',” the New 
York Times wrote in 1988. Some referred to her simply as 
"the new Rasputin", whose hands got hot as she healed 
patients, even remotely, according to newspaper reports from 
her heyday. 

But Davitashvili was not always the serene, curative figure 

Nick Allen in Berlin

Evgenia "Juna" Davitashvili, faith healer to the stars, 
died on June 8, aged 65. Russian faith healer Evgenia 
"Juna" Davitashvili, whose reputed powers were 

sought out by such diverse figures as ex-Soviet leader Leonid 
Brezhnev and American movie star Robert de Niro, died on 
June 8, leaving behind a swell of tributes, grief and outrage 
at the fate of her estate even before she was laid to rest.  
She was 65.

Born Evgenia Sardis of Assyrian descent, but known most of 
her life as Juna, the healer claimed to be able to cure cancer, 
knit broken bodies and prolong life beyond 100 years. Taking 
the Georgian-language surname of her ex-husband, she 
rose to prominence in the 1970s, was actively consulted by 
member of the Soviet Georgian leadership, but was also 
known for her common touch and attentive treatment of 
ordinary citizens.

Much of the “aura around the aura” of the healer, who went 
on to sing and act in Soviet films and concerts, stemmed  
from the weight of the names said to have benefited from her 
legendary powers. These included Russia’s late first  
president Boris Yeltsin, De Niro and Italian film director 
Federico Fellini.

Regarding herself as a mediator or conduit between Heaven 
and Earth, Davitashvili began her stellar rise to national 
fame in 1980, when she said she was summoned to the ailing 
Brezhnev’s bedside after conventional medicine could help 
him no more.

First, presumed KGB operatives visited her home in Georgia 
to ask if she could cure the Soviet Communist leader. “I 
don’t know, probably,” she replied, and within a couple of 
hours Davitashvili was on a plane to Moscow with her son 
Vakhtang. What happened after that she could not reveal 
because of her ‘Hippocratic oath', Davitashvili told US 
media, but adding that as a result of the visit, ''Leonid Ilyich 

OBITUARY: 

Juna Davitashvili, 
the USSR’s healing 
hands of faith no 
more

www.shutterstock.com

“If tomorrow Vladimir Vladimirovich 
Putin tells me ‘die for your 
Motherland’, I will die.”
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she was widely taken for. According to Komsomolskaya 
Pravda newspaper, she once hit Russian pop diva Alla 
Pugachyova around the head with an ashtray while settling an 
alcohol-fuelled dispute.

As well as being a mystic, painter and poetess, Davitashvili 
also tried her hand at Russian politics. In 1995, she ran in the 
parliamentary elections as the head of the Juna Davitashvili 
Bloc. However, her 0.47% of votes were not enough to give her 
a seat in the State Duma.

But while revered and adored by patients and fans alike, she 
died a virtual recluse, still heartbroken by the death of her 
only child Vakhtang in 2001. When relatives came to her 

Moscow home after learning of her death, they said they 
found the safe empty apart from some mystical keepsakes, 
four Bibles and a pack of vinyl records. People who enjoyed 
Davitashvili’s confidence in her last days had taken all her 
valuables, including the title deeds for five apartments in the 
capital and some jewel-encrusted crowns, family members 
claimed.

Davitashvili was buried in Moscow’s Vagankovskoye 
Cemetery at a ceremony attended by 300 people on June 
13. She was reportedly laid to rest in a military uniform 
she had ordered for herself for the celebrations of the 
70thanniversary of the defeat of Nazi Germany, but had no 
chance to wear because of illness in her finals days.

A fierce Russian patriot to the end, Davitashvili said in one of 
her last interviews that “If tomorrow Vladimir Vladimirovich 
[Putin] tells me ‘die for your Motherland, I will die’.”

Regarding the conflict in East Ukraine, the mystic said the 
Ukrainians had brought this upon themselves. “Nothing will 
happen to Russia, believe me and remember my words,” 
she said, scoffing at Western sanctions. “No one will try to 
reclaim Crimea by force, no one will dare to touch Russia. 
Everything will calm down, what was ours will stay ours.”

Upon the news of her death, Russian actor Stanislav Sadalsky 
blogged: “Chekhov said that a man dies as many times as 
he loses his loved ones. Dzhuna did not survive the death 
of her son… [She] had long been dead, she died that night 
with Vakhtang, her soul and body did not live but just carried 
on, her healing powers disappearing while her sight quickly 
faded,” Sadalsky wrote. “Farewell, my dear. Thank you for 
everything, for our youth, for life, for love, for the warmth of 
your great hands and a great heart."  

"Fire, fire, something is 
exploding, people are running"
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Ukraine and Russia’s 'Despair Index' scores 
– a bne IntelliNews economic measure that 
combines inflation, unemployment and pov-
erty – have continued to worsen throughout 
2015. Rocketing inflation in both countries has 
been the driving force, with Russia’s year-on-
year consumer prices (CPI) rising by 15.8% in 
May, and Ukraine’s CPI up 58.4% month.

As the bne:Chart shows, in the last two 
years the EU and US Despair Index scores 
have crept lower, while in the last 12 months 
Russia’s score has moved higher than both 
of its Western counterparts. Lower oil prices 
and Western sanctions are to blame.

By the beginning of 2015, Ukraine’s Despair 
Index score had nearly tripled in two years 
to 46.5. Since then, the conflict in the 
country’s east has raised consumer prices 
further, making it the worst performing 
country in the CEE/CIS region.

Turkey’s sustained decline in export growth 
has coincided with sharp decreases in trade 
with Germany and France – the world’s third 
and sixth biggest importers, at $1,300bn and 
$686bn of imports, respectively. 

Germany alone contributed over 2 
percentage points of the -13.3% year-to-
date decline in Turkey’s exports. France 
contributed just under 1pp to the decrease.

A study into levels of happiness across 
the world has shown that, despite having 
lower nominal scores, Central and 
Eastern Europe and the Commonwealth of 
Independent States (CEE/CIS) has seen a 
marked improvement in happiness levels 
while the moods of their Western European 
counterparts has fallen sharply.

The World Happiness Report by the United 
Nations Sustainable Development Solutions 
Network measured subjective, rather than 
empirical, feelings of happiness across a 
number of aspects of life, and showed CEE/
CIS to have improved nearly 0.3 points on the 
8-point scale, while Western Europe fell by 
roughly the same level.

Despair index latest: Ukraine now Europe's basket case

Decline in Turkish exports coincides with fall in trade with Germany

Reasons to be cheerful in CEE/CIS
Change in 2005-2007 and 2012-2014 World Happiness Report scores

Sources: World Bank; Rosstat; USDA Food and Nutrition Service; US Bureau of Labor Statistics; 
Euro-Stat; European Central Bank; State Statistical Service of Ukraine

Sources: CEIC Data; Turkish Exporters' 
Assembly

Source: United Nations Sustainable 
Development Solutions Network
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Western-led sanctions do not appear to have 
affected Russia’s external position to the 
extent that they were intended to. EU-Russia 
trade fell from €325bn in 2013 to €285bn  
in 2014 – down only 12% and still 15% up  
on 2011.

Reciprocal Russian bans on imports of EU 
food have seen EU agricultural exports fall 
24% between 2013 and 2014. A third of all EU 
fresh fruit & veg exports were sold in Russia 
in 2013 and a quarter of all exported all EU.

While this has happened, Russian President 
Vladimir Putin’s popularity has remained high.

Sweeping reforms are unlikely to materialise in Russia anytime soon, and it will 
instead focus on developing competitiveness among small and medium-sized 
enterprises (SMEs), according to Charles Robertson, global chief economist at 
Renaissance Capital.

Speaking after the St Petersburg International Economic Forum, which took 
place on June 18-20, Robertson said there was “no big structural reform story 
unveiled or significant privatisations on the agenda”. Instead, he said, President 
Vladimir Putin focused on the development of SMEs in order to promote “a more 
competitive economy from the bottom up, rather than from the top down".

This move away from Russia’s multinationals and toward less glamorous aspects 
of the economy is likely an effort to immunise the country against further external 
shocks in light of last year’s Western-led sanctions, by broadening growth. 
“Russia’s already making significant progress in reducing bureaucracy, to make 
it more amenable for SMEs,” Robertson said. “Russia was 120th in the [World 
Bank’s] Ease of Doing Business report in 2012, when Putin targeted 20th position 
by 2018. Today, they are 62nd – more than half way there. To start a new business, 
Russia is 34th in the world.”

Being forced to focus on import substitutions in the light of sanctions has also 
spurred Russia to focus on long-term stability, rather than aiming for sharp, 
energy-driven growth. “Import substitutions take years,” Robertson explained. “You 
have to invest in the equipment that enables you to produce the products and that’s 
unlikely to happen overnight. The fact that the CBR [Central Bank of Russia] seems 
to want to keep the currency in the 50s against the dollar tells you that they are 
trying to provide a longer-term base for import substitutions.”

Russia is also far from the soon-to-be basket case that many commentators were 
predicting late last year, with the worst of its economic woes behind it, according 
to Robertson. “Six months ago, the ruble was collapsing [hitting a low of 80 to the 
dollar in December last year], the oil price was plummeting, there were questions 
about capital controls and a lot of uncertainty about whether Russia might 
experience a rerun of the 2008-2009 crisis,” he said. “Since then, the ruble has 
rallied hugely, oil has risen to $60 a barrel, capital controls never happened, the 
CBR cut interest rates by 550 basis points and equities have rebounded.”

In fact, Robertson predicts Russia’s 2016 growth to be in the region of 1-2%, but 
advises caution over 2015, for which his baseline growth assumption is -3.5%. “In 
December, we moved Russia from underweight to neutral, but it would require 
some new, positive news to justify an overweight position,” he said.

EU agri. exports

Putin approval

EU-Russia trade

Sources: Eurostat, Levada Centre

No big reforms as Russia looks  
to boost small business
Charles Robertson, global chief economist at 
Renaissance Capital interviewed by Henry Kirby

“Russia is already making significant   
 progress in reducing bureaucracy”
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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 +1.8 May 1.6 18.0 +10.2

Armenia 9,529 5.9 5.9 +3.3 3,551 22 31 47 0.4 -5.5 +5.6 May 3.6 17.8 +5.2

Azerbaijan 75,188 1.4 1.4 +3.4 8,060 6 62 32 -0.5 17.6 +3.4 May 1.2 5.0 +1.4

Belarus 75,925 4.1 -22.94 +3.4 7,685 9 42 49 1.0 -0.9 +13.7 May 19.0 0.5 -8.7

Bos/Herzegovina 19,191 1.1 +1.3 +3.4 4,735 8.1 26.4 65.5 1.6 -5.6 0.0 May -1.3 43.6 +1.5

Bulgaria 55,733 2.3 -6.9 +0.8 7,418 6.7 30.3 63 -3.4 -4.6 +0.9 May -2.0 10.6 +1.5

Croatia 57,639 -0.4 -8.0 +0.5 13,415 5 26 69 -3.0 23.7 0.0 May -0.2 17.1 +1.2

Czech Republic 186,877 4.4 -8.7 +2.5 19,295 2 38 60 -1.8 0.5 +0.7 May 0.4 6.4 +4.3

Estonia 25,916 4.1 -3.7 +2.3 18,988 4 29 67 1.0 2.5 +0.1 May 0.1 6.2 +0.1

Georgia 16,898 4.7 -0.8 +3.2 3,785 9 24 67 -5.9 -5.4 +3.5 May 2.4 12.4 (2014) +2.9

Hungary 137,104 2.8 -5.6 +2.4 13,182 34 28 68.7 -2.6 4.2 +0.5 May -0.1 7.6 +6.3

Kazakhstan 234,065 4.3 +8.6 +5.0 13,438 5 38 57 -3.4 -2.6 +4.3 May 6.9 5.0 +1.1

Kosovo 7,308 5 -0.6 +3.8 4,022 12.9 22.6 64.5 Null -11.5 -0.4 May 0.5 30.0 (2013) n/a

Kyrgyzstan 7,515 4 +3.6 +4.5 1,279 20.8 34.4 44.8 Null -14.2 +6.0 May 8.1 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 +1.2 May 0.6 10.2 +10.2

Lithuania 43,911 3.8 -5.4 +3.0 16,206 3.7 28.3 68 -0.5 0.1 -0.5 May -0.1 8.9 +1.1

Macedonia, FYR 11,327 5.2 -5.5 +3.4 5,066 10 26 63 -3.4 -0.4 +0.3 May -0.6 27.3 -0.9

Moldova 8,337 4.6 +0.9 +3.4 2,284 15 17 69 Null -6.2 +8.1 May 4.7 8.5 +2.1

Mongolia 12,419 7.8 +7.0 +7.5 4,069 16 33 50 Null -12.5 +8.0 May 13.7 7.4 +14.8 2013

Montenegro 4,547 2.7 +3.5 +3.0 7,334 10 20 70 -3.0 -14.2 +2.3 May -1.3 13.9 0.0

Poland 543,255 3.3 -6.0 +3.2 13,888 4 33.3 62.7 -1.7 -1.2 -0.9 May 0.2 10.8 +2.8

Romania 199,903 4.3 -5.1 +2.7 9,794 6 43 50 -3.0 0.3 +1.2 May 0.9 6.9 +4.1

Russia 1,261,604 7.2 -25.3 -3.8 14,421 4 36 60 -7.5 2.7 +15.8 May 7.6 5.6 -5.5

Serbia 43,866 -3.6 +0.4 0.0 5,890 7.9 31.8 60.3 -4.6 -6.0 +1.5 May 2.1 19.2 -0.1

Slovak Republic 99,795 2.2 -5.7 +2.5 18,090 3.1 30.8 47 -3.9 0.1 -0.1 May 0.0 11.5 +4.7

Slovenia 48,051 2.6 -6.7 +1.8 23,262 2.8 28.9 68.3 -3.4 6.7 -0.5 May 0.7 12.5 +4.2

Tajikistan 9,019 6.7 +6.7 +5.8 1,105 27 22 51 Null -2.1 +5.1 May 6.6 2.4 +13.8

Turkey 843,173 2.8 +0.7 +3.3 10,852 9 27 64 -1.3 -6.1 +8.1 May 9.7 10.6 +3.8

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 +58.4 May 10.9 10.0 -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 4.9 (2013) +7.9

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.
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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) -0.6 +0.4 -1.9 677.3 731.8 - - - - 98.2 37.7

Bulgaria (SOFIX) +0.4 -12.5 -7.0 476.4 564.7 12.9 3,920.3 -37.4 -22.4 98.4 91.4

Croatia (CROBEX) +1.4 -2.3 +0.9 1,707.3 1,930.3 14.1 18,460.8 +15.5 +4.5 99.1 64.1

Czech Republic (PX) -3.8 -2.8 +2.8 901.3 1,058.4 13.2 26,631.9 -16.9 +2.8 99 76.6

Estonia (OMXT) -1.8 +6.3 +12.3 729.0 897.8 20.2 2,019.5 -17.7 +2.0 99.9 27.9

Georgia (-) - - - - - - - - - 99.7 61.6

Hungary (BUX) -1.4 +14.7 +32.9 15,686.7 22,850.5 14.8 16,523.8 -14.0 +10.6 99.4 59.6

Kazakhstan (KASE) +7.7 -18.1 -3.8 761.0 1,312.8 7.8 12,562.5 -30.5 -29.8 99.7 44.5

Kosovo (-) - - - - - - - - - 0 41.3

Kyrgyzstan (-) - - - - - - - - - 99.2 -

Latvia (OMXR) +0.2 +8.5 -0.1 405.8 461.7 10.8 1,027.1 -18.1 +1.5 99.9 73.9

Lithuania (OMXV) -0.3 +5.6 +9.1 444.4 503.8 11.3 3,934.3 -10.0 +7.9 99.8 65.1

Macedonia, FYR (MBI10) -0.4 +0.2 -11.1 1,586.1 1,877.0 - 235.0 -79.0 -77.4 97.5 40.1

Moldova (-) - - - - - - - - - 99.1 38.4

Mongolia (MSETOP) +23.1 +3.1 +5.8 12,477.3 17,196.3 - - - - 98.3 -

Montenegro (MONEX20) - - - - - - - - - 98.4 61.1

Poland (WIG) -3.7 +1.9 +4.9 49,593.7 57,379.5 40.4 170,090.0 -15.2 +4.0 99.7 73.1

Romania (BET) -2.9 +6.3 +3.8 6,503.1 7,604.0 10.5 22,041.6 -11.0 +11.4 98.6 51.5

Russia (MICEX / RTS)
-0.5 /
-8.2

+8.5 /
-32.7

+14.8 /
+22.6

1333.5 /
629.2

1838.2 /
1,421.1

7.4 517,602.0 -30.2 +6.6 99.7 76.1

Serbia (BELEXLINE) -5.8 +19.1 +1.9 568.2 746.6 7.6 3,633.6 -1.7 +27.5 98.2 52.3

Slovak Republic (SAX) +5.9 +25.9 +17.1 204.5 268.3 - 48,670.6 +7.7 +33.2 99.6 55.1

Slovenia (SBITOP) -6.7 -3.7 -3.5 735.6 839.4 12.6 6,747.1 -17.2 +2.5 99.7 86

Tajikistan (-) - - - - - - - - - 99.7 22.4

Turkey (XU100) -0.4 +6.6 -1.5 72,943.5 81,988.2 13.9 236,451.0 -13.9 +9.7 94.9 -

Turkmenistan (-) - - - - - - - - - 99.6 69.3

Ukraine (PFTS) -0.1 -8.3 -20.2 346.8 488.1 6.2 2,603.9 -92.5 -72.2 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

Saint - Petersburg International 
Banking Conference  (8 - 11 July)
St.Petersburg, Russia
www.spbconf.ru

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

128_x_93_mm_Risk.indd   1 2015.06.05.   10:03:25

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. 





Cash Management

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

Raiffeisen Bank International – YOUR BUSINESS PARTNER.

THE CONNECTIONS WE MAKE LEAD TO 
LONG-LASTING RELATIONS

Inserat_CM_Statement_202x272.indd   1 5/7/2013   2:53:55 PM


