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Ukraine’s $23bn debt restructuring 
negotiations got ugly when its finance 
ministry issued a sharply worded state-
ment questioning the transparency, 
responsiveness and good faith of a credi-
tors’ committee. A deal must be struck 
before June. 
 
 
European leaders boycotted Russia's 
May 9 victory parade, but Chancellor 
Angela Merkel partly undid the insult 
by laying a wreath at the tomb of the 
Unknown Soldier the next day with 
Russian President Vladimir Putin. 26 
other world leaders did turn up, includ-
ing Chinese President Xi Jinping and 
Indian President Pranab Mukherjee. 
Czech President Milos Zeman caused 
controversy at home by also attending.  

 
Moscow will build a Disneyland-like 
park on the banks of the river Moskva 
in the Nagatinskaya Poima park area of 
the city’s southeast. Its 290,000 square 
metres will include an indoor theme 
park operated by Hollywood's Dream-
Works and a separate facility by the 
Russian equivalent Soyuzmultfilm.  

 
Relations between Moscow and Wash-
ington warmed somewhat after US 
Secretary of State John Kerry and his 
deputy Victoria Nuland were in Sochi 
and Moscow respectively for talks 
with Putin and Foreign Minister Sergei 
Lavrov – the pair’s first visit to Russia 
since war broke out in Ukraine.  

 
An investigation by RFE/RL found that 
Ukrainian President Petro Poroshenko 
might have used his presidential 
influence to shut down investigations 
into a land deal aimed at building a 
private mansion on a historic site in the 
Ukrainian capital.  

 
Deputy Finance Minister Sergey Stor-
chak said Russia was disappointed the 
EBRD is "used for political pressure" 

at the bank's AGM in Tbilisi, and refused 
to approve its development strategy for 
2016-2020. 
 
 
China promised Belarus more than 
$7bn in loans and signed over 20 
bilateral investment agreements during 
the visit of Xi’s visit to Minsk, the first 
by a Chinese president in a decade. The 
money will rescue Belarus' struggling 
economy and the investment gives China 
a manufacturing bridgehead in Europe.  

 
The ex-wife of Russia's richest man, 
tycoon Vladimir Potanin, is claiming 
half of Norilsk Nickel as part of their 
divorce settlement. Norilsk is the 
world's second largest nickel producer 
and currently valued at $7.9bn.  

 
The cost of Russian cabbage has tripled 
in less than six months, the fastest rise of 
any foodstuff. Food prices are soaring due 
to the ruble devaluation and a Kremlin 
ban on food imports from the West.  

 

 
The Swedish Peace and Arbitration 
Society, an NGO, has lowered a device 
into the waters off Sweden's coast that 
taps out in Morse code: “This way if you 
are gay”, to discourage Russian subs 
approaching. It also has a flashing neon 
sign that shows a sailor gyrating back 
and forth in nothing but skimpy pants.  

 
Russian officials cancelled the reg-
istration of opposition leader Alexei 
Navalny’s Progress party for not fulfill-
ing a requirement to register operations 

in at least half of Russia's regions. It was 
unclear if the ministry’s decision would 
affect Progress' intention to field candi-
dates in regional elections this year. 
 
 
A Tajik boy extracted $50,000 of 
bribes by posing as President Emoma-
li Rahmon's son. He was later arrested 
when another official didn’t believe him 
and called the police.  

 

 
Georgia’s government survived a 
vote of confidence in parliament on 
May 8, called after Prime Minister Irakli 
Garibashvili was forced to reshuffle his 
cabinet following the departure of seven 
ministers over the past year.  

 
Newly re-elected Kazakh President 
Nursultan Nazarbayev re-appointed 
Karim Massimov for the post of prime 
minister, who has been premier since 
April 2014.  

 
The recovery in the Eurozone, quantita-
tive easing and low oil prices should 
help push Central Europe and the Bal-
tic states towards growth of 3% this 
year, the EBRD said in a new report, 
raising its growth outlook on the region.  

 
Polish GDP grew 3.3% on year in 
the first quarter on the back of robust 
domestic demand, while Hungarian 
GDP rose 3.4% in the quarter. The Czech 
economy expanded at its fastest ever 
quarterly rate as it added 2.8% in the first 
three months of the year.  

Politics & Economics
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Russia's leading producer of high-tech 
railway wagons successfully closed 
Russia’s first IPO in a year. United 
Wagon Company (UWC) sold 12.22% 
of the company’s shares and raised RUB 
9.028bn ($180mn). 
 
 
Tourism from Russia to Europe fell 
by 30% in the first quarter compared 
with the same period in 2014, as the 
economic slowdown and devaluation hit 
the holiday business. Only Montenegro 
and Romania saw the number of Russian 
tourists rise in the period. 

 
Ukrzaliznytsya, Ukraine's state railway 
company, defaulted on its domestic 
debt. However, the debt is not part of 
the restructuring plan that Ukraine 
hopes to impose on 29 bonds and loans 
owed to international investors. The 
company has another $500mm of debt 
that is part of this plan.  

 
Up to half of the dairy products on the 
Russian market are fake, according to a 
report from Russia's agricultural watch-
dog Rosselkhoznadzor. The number of 
counterfeit dairy products has soared 
following Russia's ban on the import of 
EU agricultural goods last year.  

 

 
New car sales in Russia fell 41.5% on 
year in April, the steepest drop for the 
month in a decade, according to the 
Association of European Businesses. 
Over the first four months of this year, 
516,135 vehicles were sold, 37.7% less 
than in the same period last year. 

 
Russia’s oil and gas production 
maintained its record post-Soviet 
high of 10.7mn barrels a day, according 
to the Economy Ministry. The country 
extracted 43.83mn tonnes in April, and 
the price of a barrel has jumped 21% 
since the start of the year to $66. Russia 
is also exporting record amounts.  

 
Finnish media group Sanoma 
sold its stake in Russian-language 
daily Vedomosti and the English 
language The Moscow Times, along 
with a clutch of magazines to Demyan 
Kudryavtsev, a 43-year-old internet 
entrepreneur and former CEO of Rus-
sian publishing house Kommersant. 
Neither Financial Times Group nor Dow 
Jones has said they will sell their stakes 
in Vedomosti.  

 
Nearly all Russian firms listed in a 
Forbes ranking of the world's top 
2,000 companies dropped places this 
year. Gas giant Gazprom, which led 
Russian firms, dropped from 21st place 
to 27th. Russia's top oil firm, Rosneft, 
which ranked second among the Rus-
sian companies, fell from 34th to 59th. 
However, the overall number of Russian 
firms in the Forbes ranking was practi-
cally the same as last year, standing at 
27, up from last year's 26. 

 
The number of transactions registered 
on Kazakhstan's property market 
surged by 33.4% from the month before 
and by 16.7% on the year to 15,397 in 
April. In January-April, the number of 
transactions increased by 8.7% on year. 
The surge in transactions is partly a 
result of the change of season. 

 
Mongolia’s government and global 
miner Rio Tinto struck a long-awaited 
deal on a multi-billion-dollar under-
ground expansion of the giant copper 
and gold mine Oyu Tolgoi – a project 
that is crucial to Mongolia’s economy. 
“Mongolia is back to business,” Prime 

Minister Chimed Saikhanbileg said in a 
statement. 

 

 
Uzbekistan plans to increase gold 
production to up to 130 tonnes per 
year between 2015 and 2019, up by 
20-30% from the current production 
level, according to the Uzbek Geology 
and Mineral Resources State Committee. 
The programme will require investments 
worth a total of $1.1bn.  

 
Kyrgyzstan’s flagship gold mine 
Kumtor increased its production by 
half to 164,272 ounces of gold in the 
first quarter, up from 102,933 ounces in 
the same quarter of 2014. The increase 
was due to “to higher grade feed being 
processed through the mill”, the opera-
tor Centerra Gold said. Thanks to the 
higher production level achieved rev-
enues grew by 56% on year to $205mn 
in the period. 

 
New lending by the Asian Develop-
ment Bank to Central Asian and Cau-
casus countries fell to $2.75bn in 2014, 
down from $4.13bn in 2013.  

 
Confusion reigns over when the 
much-delayed offshore Kashagan 
oilfield will come on stream. Kazakh 
president said it would happen “as early 
as by the end of 2015”. Days later the 
Energy Ministry said production would 
start at the end of 2016. Shell, a stake-
holder in the project, said in March the 
field was expected to restart production 
in 2017. 

Business & Finance
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a “wait and see” approach and are reluctant to start their 
restructurings.

Secondly, the passing of the law itself probably made some 
officials forget that the legislative task is far from being 
completed and that the law still requires multiple forms and 
subordinate procedures to be developed to make the new 
mechanisms truly effective. In particular, only on April 24 the 
authorities approved the form for mandatory disclosure of 
foreign companies and trusts that is due to be filed by June 15.

Other mandatory forms and procedures are still yet to be 
finalised (eg. a form for foreign special purpose vehicles 
(SPVs) to claim themselves as Russian tax resident 
companies, a form on “fiscal transparency” for withholding 

tax and “beneficial ownership” purposes, etc.), which slows 
down the restructurings of groups who want to bring their 
corporate structures “onshore” to Russia for tax purposes.

Also, because the latest amendments have introduced an 
exemption from reporting obligation for participations 
terminated and structures liquidated before June 15, 
businesses will be busy getting rid of excessive offshore 
elements in their structures.

Voluntary disclosure programme needs work
While the deoffshorisation regulations are clearly the “stick”, 
a much-expected president-announced “carrot” has also 
been prepared – the authorities have published a draft of the 
“capital amnesty” or voluntary disclosure law. 

The “amnesty” concept is advertised as follows: it is a 

More than a year has passed since the Russian 
“deoffshorisation” reform was switched into “active” 
mode by the Russian president. 2014 was dominated 

with work on the new legislation – but the result, to many, was 
quite unsatisfying.

To meet the deadline and make legislation effective as of 
2015, the authorities had to take a near final version of the 
legislation (according to some public statements and press 
reports) and rapidly push it through the parliament.

There are a few notable things about this process.  First of 
all, the Russian regulator had only one year to put together 
a piece of legislation on controlled foreign company (CFC) 
rules and other international tax matters – a process that 
took years and decades in some other jurisdictions. Secondly, 
although there was an attempt to arrange a “public discussion” 
of the new proposed rules, the drafting process was still not 
quite transparent. Furthermore, the “public discussion” was 
mainly used by the authorities to get some feedback from the 
market, identify key loopholes in the initial drafts and close 
them in subsequent drafts in order to combat the simplest 
circumvention techniques. Finally, the law, despite being 
passed in November, is still “under construction”, having been 
revised and amended at least once with new amendments on 
“active holdings” and irrevocable trusts on the way. 

Against the backdrop of a continuing negative macroeconomic 
situation, sanctions and exchange rate volatility, 2015 is 
the year when businesses are still learning how to carefully 
navigate the new anti-avoidance rules and prepare for the new 
challenging times.

Not keeping up with the schedule
A number of important deadlines have not been met during 
the reform, and it has caused obvious tension in the market.

First of all, the law itself should have been passed in mid-2014, 
but it took a second half of the year to finalise it. The version 
that was passed still requires “polishing” and additional 
amendments, which is why many businesses are taking 

Russia’s road to  
deoffshorisation still 
‘under construction’

“The version that was passed still 
requires polishing and additional 
amendments”

Artem Toropov of Goltsblat BLP
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Changing environment
Russia’s tax environment for business has 
changed significantly during the last few 
years. 

Russian regulators, tax authorities and courts have developed 
a better understanding of international tax concepts and are 
trying to use the global BEPS trend to implement their own 
domestic anti-avoidance regulations and practice.

The problem is that the change is happening at times of 
macroeconomic difficulties, as well as falling public and 
corporate revenues, while anti-avoidance international tax 
rules are being used to raise large arbitrary claims against 
leading compliant western multinationals working in Russia.   

Deoffshorisation has already resulted in a significant number 
of businessmen and companies, particularly in the innovative 
and IT sectors, to relocate outside of Russia, which may 
eventually result in the reduction of taxpayer population and 
tax revenues instead of their planned increase.

The proposed “capital amnesty” needs substantial additional 
work, not only in the legislative sphere but by way of making 
additional reforms and strengthening the rule of law, to 
restore the trust of the business community and its faith in 
positive changes in the future. 

Without such changes it is highly unlikely that the current 
negative trend and increase of capital outflow would be 
reversed and that the “amnesty” would be successful.

Last call or a just a warning sign?
With all these changes, Russian and foreign businesses 
are facing a tough choice with the new reform, with most 
questions basically going down to whether information 
exchange in the future is successful.  

Russia has taken significant steps forward with ratification of 
the OECD Mutual Assistance Convention and announcement 
of its intent to participate in automatic information exchange 
by 2018 based on common reporting standard (CRS). Russia 
has also introduced domestic FATCA-style regulations that 
indicate the country’s desire for foreign financial institutions 
to exchange information on accounts opened abroad by 
Russian citizens and their controlled SPVs.

At the moment most people doubt that Russia’s participation 
in automatic exchange system will be effective. However, the 
situation with information exchange is changing so rapidly 
that any current predictions look more like a guessing game 
rather than a solid business strategy.  

voluntary, rather than mandatory, disclosure programme that 
offers individuals the opportunity to disclose until the end of 
2015 their foreign CFCs, bank accounts, real estate and other 
holdings with no extra charge in return for “guarantees” that 
a participant will not be subject to criminal, administrative 
or tax liability in connection with assets that he or she has 
disclosed. The guarantees, however, apply only to pre-
2014 (ie, pre-deoffshorisation) actions and do not cover 
restructurings made in 2014 and 2015.

The law also offers the ability to transfer overseas assets from 
nominees to personal ownership without extra tax charges. It 
is intended to give a “clean bill of health” and peace of mind to 
taxpayers who are afraid of general anti-avoidance charges in 
relation to past years.

However, at the moment, the draft law as such looks more 
like a vague manifesto rather than a solid legal document that 
reaches the goals set by the president. To make the “amnesty” 
truly effective, additional detailed amendments are required, 
which haven’t been developed yet. Russia needs to relax its 
excessively harsh exchange control rules in order for Russian 
residents to use personal foreign accounts instead of accounts 
opened in the names of companies and structures.

There are several key criticisms of the “amnesty” concept that 
have been voiced.

First of all, many hold a view that participation in the 
programme and additional voluntary disclosures might 
trigger new charges and make participating persons more 
exposed to potential claims – despite the secrecy regime that 
is offered for voluntarily disclosed information. Proper use of 
this information is also in doubt. For example, an “amnesty” 
for tax crimes would not per se make a taxpayer immune from 
accusations of vague crimes such as “money laundering” or 
“fraud” in relation to disclosed assets, while including such 
crimes in the amnesty may make Russia run into trouble with 
FATF (Financial Action Task Force).     

Secondly, compliant and transparent taxpayers are now left 
wondering whether they should participate if they haven’t 
done anything wrong in the past – some may be inclined to 
jump on the bandwagon just to obtain an additional immunity 
against aggressive claims of tax authorities and, by doing so, 
admit a certain degree of guilt. This leads to a question of 
potential inequality – those who have committed violations 
and who use the programme may be exempt from liability, 
whereas compliant taxpayers who do not participate in 
the voluntary disclosure but do a mandatory one can face 
frivolous and aggressive charges from tax and internal  
affairs authorities.  

Whatever the outcome, individuals should seek legal advice on 
whether or not they should participate, whereas participating 
individuals should approach their disclosure carefully in order 
to benefit from guarantees and not to expose themselves to 
new potential charges.

“Business as usual simply doesn't 
work anymore”
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China the Grandmaster  
of Great Game II
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China the Grandmaster  
of Great Game II Chris Weafer in Moscow

After several failed efforts by the 
US and Europe in the nineties 
and early noughties, a new Great 

Game has finally started in Central 
Asia. This time the principal protago-
nist is China with Russia again in the 
supporting role. It appears that Beijing 
is prepared to spend up to half a trillion 
dollars to win this game because the 
prize it is competing for is a big boost 
for its ambition to become a global 
super-power. 

Moscow cannot compete with that 
financial firepower, but is very adept 
at the sort of political subplots that can 
keep it very relevant, and very integral, 

to the game. The countries in Central 
Asia, which provide the physical surface 
for the game, will gain financially, some 
very handsomely, from their respective 
roles. In this particular game, there 
is almost zero incentive or pressure 
for any countries to make political or 
investment climate changes. These are 
not required to play in this particular 
game – and nor were they in the original 
game. Hence it is a very attractive win-
win for the host country elites.

The first Great Game in Central Asia 
started to wind down sometime during 
World War I and formally ended as 
the countries in the region fell to the 
Bolshevik invaders. One hundred years 
later a new Great Game has started, 

although some of the players are late 
onto the field and appear to be still 
reading the playbook. The first Great 
Game, a description properly credited 
to one of the more important individual 
participants, Arthur Conolly, and later 
made famous by Rudyard Kipling in his 
novel “Kim”, involved a great deal of 
adventurism and espionage (Conolly, 
a British spy, was beheaded in Bukhara 
in 1842) and this latter day variant 
promises to be just as intriguing and 
durable.

In the 19th century, the principal 
players were Great Britain, the 
superpower of the age, Russia and, to  

a lesser extent, Persia. Today the world’s 
superpower, the US, is not involved and 
neither is Europe, despite the occasional 
flag waving tour. Instead, the principal 
protagonists are China, Russia and, in 
a lesser role for now, Iran. The Central 
Asian states, no more than pawns in 
the original contest, have a greater 
role to play this time. Pawns with self-
awareness and at least an ambition 
for self-determination will always 
complicate any game of chess. They add 
another layer of unpredictability to this 
game version. Finally, Turkey, the great 
power in Central Asia hundreds of years 
before the British and Russians arrived, 
is showing signs that it too wants to play 
in the game, albeit mostly nearer to its 
border.

'China is undoubtedly the dominant player  
in Great Game II'

At stake for China is nothing short of its ability to 
push beyond being the dominant regional power in 
Asia to become a global superpower. For Russia the 
goal is to stay relevant in its traditional backyard and 
to break up the geopolitical dominance of the US.
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Status anxiety 
What do we mean by the Great Game? 
In simple terms it is the contest between 
great nations to establish political 
influence, if not actual power, in the 
countries stretching from the Black 
Sea to the border of China’s Xinjiang 
province. The reason to get this political 
influence is so that trade and supply 
routes can be set up securely to allow 
the external nations to become more 
economically powerful and self-
contained and to enhance their status as 
a global power. 

At stake for China is nothing short of 
its ability to push beyond being the 
dominant regional power in Asia, which 

it undoubtedly is, to become a global 
superpower. For Russia the goal is to stay 
relevant in its traditional backyard and 
to break up the geopolitical dominance 
of the US and Europe. Iran is starting 
to emerge from 35 years of isolation 
and is keen not only to have a political 
role in the countries atop its northern 
border, but also to attract investment 
to help it rebuild its battered economy. 
For the incumbent leaders in the Central 
Asian states it is all about maximizing 
income and being left alone to run their 
respective countries without external 
criticism. 

China is undoubtedly the dominant 
player in Great Game II. It wants to 
at least equal the global power of 
the US. To achieve that, apart from 
military muscle it must become a 
more important economic power. It 
is starting to address one part of this 
equation with the new Asia Investment 
Bank, which it will dominate. But 
another of its big problems is that it 
does not have a dominant presence on 
the world’s oceans. It is building that 
far too slowly. Ruling the waves was a 
large factor supporting Great Britain’s 

global dominance in the 19th century 
and it is a big factor supporting the US’ 
dominance today. It means that, without 
this, Beijing is very vulnerable to any 
disruption to both the export of its goods 
and imports of raw materials. A block 
on either would neuter China’s global 
ambitions quite quickly.

The alternative, at least until a grander 
navy can be built, is to replicate the 
sea routes across land and, especially 
across friendly lands. This is the basis 
of Beijing’s 21st Century "Maritime Silk 
Road" programme. Basically it means 
building multiple rail and road links 
across Central Asia to link into transport 
networks that China is starting to fund 

in Turkey, Eastern Europe and in East 
Africa. But instead of building only one 
import/export route China is engaged in 
several proposed projects, which include;

•During his recent visit to Pakistan, 
China’s president promised $45bn of 
investment into infrastructure projects 
principally aimed at creating a rail link 
from the common border to a planned 
$10bn rebuild of Gwadar port on the 
Arabian Sea. That would allow for 
the faster export of goods to markets 
in Africa, India, Europe, and the east 
coast of North and South America. 

•China is the main source of finance 
for the proposed rail link between 
Urumqai, the capital of Xinjiang 
province, to an Iranian port on the Gulf 
of Oman, which will transit Kyrgyzstan, 
Kazakhstan and Turkmenistan. 

•Beijing is paying several hundred 
million dollars for a new rail line 
linking Armenia with Iran. This will 
eventually be a spur from the main 
China-Gulf line to a port on Georgia’s 
Black sea coast.

•Beijing is also discussing a new rail line 
that will run through Tajikistan and 
Afghanistan to link up with the rail 
lines running to either the Black Sea, 
the Gulf of Oman or to Istanbul.

•China has said it plans to directly 
invest $1bn and make another $5bn 
by way of loans and guarantees, in 
the $21.2bn Moscow to Kazan high-
speed rail link, which it sees as part of 
a larger project to build a high-speed 
passenger and freight line from China’s 
pacific coast via Kazakhstan to St 
Petersburg, and then onwards into 
Europe. The estimated cost of that total 
project is put at almost $250bn. 

•During the Eastern Europe-China 
summit held last December, Beijing 
promised $1.5bn to build a high-
speed rail link between Belgrade and 
Budapest, and indicated it is interested 
in funding a larger expansion of rail 
links from Istanbul into Central and 
Western Europe. It is also providing 
most of the funding for the upgraded 
rail link between Nairobi and Mombasa 
is east Africa.

China is not just funding rail and 
road lines to expand and secure its 
global trade routes. Under a separate 
programme called the Silk Road 
Economic Belt, Beijing is moving fast to 
establish more secure and direct supply 
lines bringing materials and energy 
into its growing economy. It has already 
made a great deal of progress;

•Approximately $20bn has been 
spent building three gas lines from 
Turkmenistan, via Uzbekistan and 
Kazakhstan. Since the first lines 
opened in 2009 a total of 93bn cubic 
metres (cm) has been exported and 
Turkmen gas supplied 52% of China’s 
gas needs last year. A fourth line is 
currently under construction that will 
take gas via Uzbekistan and Tajikistan.

•Kazakhstan already exports 200,000 
barrels of oil per day (b/d) to China 
via direct pipeline. But the big prize for 
Beijing is the estimated 1.5mn b/d that 
Kazakhstan’s offshore Kashagan field is 
expected to eventually produce when 
technical problems are sorted out. No 

"Moscow cannot compete with the huge sums 
being spent by Beijing"
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final route has yet been determined 
for that oil, ie. the US and EU are 
lobbying for the oil to flow west to a 
terminal on Turkey’s Mediterranean 
coast, but China has the resources and 
determination to make sure either 
most, if not all, comes its way. 

•Those projects are in addition to the 
oil that China now imports directly 
from Russia via the East-Siberia 
Pacific Ocean (ESPO) pipeline and 
the recently agreed major gas pipeline 
to be built to carry 40bn cm a year of 
Russian gas direct to China’s industrial 
heartland. 

For China, therefore, the objective of 
participating in the Central Asia Great 
Game is clear enough; if it wants to 
have a secure global trade footprint 
and safe supply lines for the energy and 
materials it requires, it needs multiple 
road and rail links and pipelines across 
the region. The fact this vast transport 
infrastructure will also create lots of 
jobs at each stop on the line and offer 
improved trade links for countries 
also able to access the road and rail 
links certainly helps ensure that the 

political ties are also strengthened. Not 
to mention the billions of dollars each 
pipeline and rail transit country will 
earn from annual fees. Tajikistan, for 
example, is expected to earn $3.7bn 
from gas transit fees from the new gas 
pipeline over the next thirty years. A 

huge sum for a country whose total GDP 
is only $8.5bn. 

Polar opposite
As mentioned, Moscow cannot compete 
with the huge sums being spent by 
Beijing and nor does it even have the 
opportunity. It has no need for trans-
regional rail links and it will, in any 
event, be the biggest beneficiary of 
Chinese infrastructure spending if the 
proposed China-Kazakhstan-Russia-
EU rail line is built. For the Kremlin 
the issue is different; it is partly about 
helping China’s political emergence as 
a means of breaking what it sees as the 
dominance of the US (aligned with the 
EU) in global power. 

But simply helping China become the 
next global super-power is dangerous 
for Russia, as it could end being 
marginalized again. Hence the focus 
on such other groups as the BRICS and 
the Shanghai Cooperation Organization 
(SCO), in which most of the Central 
Asian states are members. Pakistan 
and India are expected to join the SCO 
this summer in an expansion that is 
important for Moscow. While Pakistan’s 

cooperation is being bought off with 
Chinese investment, India creates a better 
balance in the organization and can help 
prevent total Chinese dominance.

Russia’s persistence in pushing the 
Eurasian Economic Union (EEU) is 

also part of a Moscow gambit in the 
Great Game. The Kremlin has made 
many unexpected concessions to 
ensure the EEU came into being, eg. 
substantial energy subsidies to Belarus 
and Armenia, loans and investment 
to Kyrgyzstan, and agreeing that the 
office of the financial regulator, which 
will eventually oversee all financial 
institutions and activities within the 
EEU, will be based in Almaty. The 
reason for that is because, without 
having a strong position within the EEU, 
Moscow risked being marginalized in 
its own backyard by China’s economic 
encroachment.

The leadership in Tehran has also been 
very busy in recent months with bilateral 
minister meetings covering trade, 
investment and political cooperation. 
Like Russia, Iran is also currently 
benefitting from Chinese investment and 
is set to gain further as transport links are 
extended to the Arabian Sea. China has 
already invested over $25bn into Iran’s 
energy sector and is openly eager to play 
a major role in opening up the country’s 
vast oil and gas resources. 

Central Asia is a key part of China’s 
ambition to become a truly global super-
power. What it can’t do, or do far too 
slowly, with aircraft carriers and naval 
battle fleets, it can do much more quick-
ly with railroads and asphalt stretch-
ing across Kazakhstan’s Steppe, the 
Ferghana Valley and Turkmenistan’s des-
erts. Along with expensive investments 
in Pakistan, Russia, east Africa, Turkey 
and the Balkans, this can eventually help 
China compete globally with the US. Of 
course, for the government in Beijing 
this process can hardly be described as 
merely part of a game; for them it is a 
deadly serious great (global) game.    

"Central Asia is a key part of China’s ambition  
to become a global super-power”
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number of new migrants, are putting pressure on the domestic 
labour markets and social programmes.

Policy responses to these challenges, to this point, have been 
piecemeal and focused on the short term. Many countries in 
the region are, understandably, trying to shore up near-term 
growth by increasing government spending. Yet, given the 
new realities of the external environment, they also need to 
develop plans for consolidating their fiscal positions in the 
years to come.

The exchange rate adjustments, so far, have not been sufficient 
to prevent the loss of competitiveness or a weakening of 
current account balances and international reserves. But 
they are creating inflationary pressures, and monetary policy 
may need to be tightened in response. The challenge is that a 
combination of weakening currencies, tight domestic liquidity, 
high interest rates and slowing growth are putting strain on 
the financial sectors in some countries, where most loans are 
in foreign currency and held by unhedged borrowers.

Further efforts by central banks to monitor and mitigate risks, 
and strengthen crisis management frameworks, are therefore 
needed. It is also important to improve monetary, fiscal, 
and financial sector policy frameworks. This means greater 
transparency, better communication, clearer accountability 
and, importantly, a stronger medium-term focus.

Deeper structural reforms would help bolster medium-term 
growth, make it more inclusive and create jobs. Reforms 
need to focus on improving governance and the business 
environment, better integrating the region into the global 
economy, and raising workers’ skills through improved health 
and education programmes.

The region’s economies are facing some of the most 
challenging times since the global financial crisis. Yet these 
times, with the right policy actions, can also bring new 
opportunities, leading to a better future for the people in the 
region.   

Juha Kähkönen is Deputy Director, Middle East and Central Asia 
Department for the International Monetary Fund.

Perfect storm in 
Eurasia requires 
strong policy action

The Caucasus and Central Asia (CCA) region has been 
hit by a perfect storm of large global and regional 
shocks – a slump in prices for oil and other commodities, 

sharp movements in the value of the dollar and the ruble, 
and spillovers from Russia’s slowdown. These shocks, which 
are likely to be long lasting, having already weakened growth 
prospects in the region, urgently require a greater policy 
response from governments and central banks.

The outlook for the CCA region is the worst since the 2008-
09 global crisis. Economic growth in the region is expected 
to decline in 2015 by 2 percentage points (pp) to 3.25%, 
significantly below the average of the past few years and, more 
importantly, much lower than what is needed to generate 
enough employment opportunities. The decline is largest 
among the CCA oil and gas importers, where links with 
Russia, via remittances, are particularly strong.

The CCA currencies have also been hurt, a consequence 
of declining exports and remittances, a strengthening US 
dollar, and a sharp depreciation of the ruble. To protect their 
international reserves and retain competiveness, CCA oil 
and gas importers have, to varying degrees, allowed their 
currencies to depreciate against the dollar. The CCA oil and 
gas exporters have also devalued their currencies.

The recovery in growth for 2016 and beyond is expected to 
be much more subdued compared with previous slowdowns 
– namely the 1998-99 crisis in Russia and the 2008-09 global 
crisis – when growth in the CCA sharply rebounded in the 
year following both slowdowns. The more drawn-out nature 
of the recovery reflects the likely more long-lasting nature 
of the current shocks and, in some countries, weak domestic 
productivity growth owing to low investment and lack of 
reforms. In addition, returning migrants, and a declining 

Juha Kähkönen of the International Monetary Fund

“The region’s economies are facing 
some of the most challenging times 
since the global crisis”
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CHART: 

Georgians to Russians: 
trade but verify

A recent poll by foreign affairs 
think-tank the National 
Democratic Institute has shown 

that Georgian approval of Eurasian 
Economic Union (EEU) membership has 
doubled in the last year.

In the poll, 31% of respondents said 
that they approve of Georgia joining 
the Russian-led trade bloc, which could 
eventually grow into a common market 
covering most of the former Soviet space 
– nearly twice the 16% who approved a 
year earlier.

Georgian approval of EU, EEU and Nato membership
Support for Eurasian Economic Union membership growing despite opinions  
toward Russia deteriorating

Source: National Democratic Institute

Despite the enthusiasm over the EEU, 
negative opinions of Russia are still 
prevalent in Georgia, with nearly half  
of all respondents stating that they 
believe Russia to be a threat.

Nato and EU membership aspirations 
remain strong among Georgians, with 
roughly two-thirds of all respondents 
approving of membership in both 
groups, at 65% and 68%, respectively.  

Sep 13 Dec 13 Mar 14 Jun 14 Sep 14 Dec 14 Mar 15

10%

20%

30%

40%

50%

60%

70%

80%

P
er

ce
nt

ag
e 

of
 r

es
po

nd
en

ts

65%

68%

31%

47%

GEORGIAN APPROVAL OF EU, EEU AND NATO MEMBERSHIP
Support for Eurasian Economic Union membership growing despite opinions toward Russia
deteriorating

Belief that Russia is a threat

EEU approval

EU approval

NATO approval

Source: National Democratic Institute



bne  June 201516  I Companies & Markets

I pointed out in an earlier comment on this site. While in 
previous instances – in line with expectations – stock markets 
suffered immediately after the rate lift-off, in 1999 and 2004 
they recovered quickly, posting relative and/or absolute gains 
within six to twelve months after the event.

Fifth, and probably most importantly, while the Fed’s interest 
rate decision is, in policy terms, a discrete choice, it is a not a 
fully exogenous move. In fact, the Fed is responding to what 
the policymaker members see happening in the broader 
economy in terms of the outlook for growth, the labour market 
and inflation – as eloquently summarized by Ms Yellen in 
a recent speech on “Normalizing Monetary Policy”. While 
a delay of a rate hike beyond, say, September may appear 
helpful for the emerging market universe – at least for its 
weaker, ‘unbalanced’ members – it would also be the reflection 
of a much softer US economy than currently assumed. It is 
doubtful, whether against the backdrop of slower US and, 
consequently, global growth persistently low interest rates 
would provide support for emerging market economies and 
assets. It is no surprise, therefore, that the performance 
of emerging market stock markets both in absolute terms 
and versus their developed markets’ peers turned negative 
following the release of the feeble US growth data for the first 
quarter.

Of course, it would be helpful if the Fed remembered Thomas 
Jefferson’s dictum that “delay is preferable to error” and did 
not repeat the European Central Bank’s 2011 policy mistake 
of hiking rates prematurely. Better though, even for emerging 
economies and stock markets, would be a situation in which 
the Fed could raise rates on the back of an increasingly robust 
US labour market, a rebound in economic growth and a 
(moderate) pick-up of inflation. 

COMMENT: The Fed and emerging markets

The disappointing first-quarter growth of the US 
economy – with GDP up a meagre 0.2% (annualized) 
– has fuelled expectations that the Federal Reserve 

will delay its long-awaited rate hike. Particularly emerging 
market (EM) economies and assets are said to be among the 
main beneficiaries of a delay because, according to a recent 
comment in the Financial Times, the Fed’s hesitation is 
“removing some of the gloom from the outlook for emerging 
markets”. This claim is not without substance – in fact, 
the ‘taper tantrum’ of 2013 following the first signs of the 
Fed’s adopting a more restrictive policy bias provided some 
empirical evidence. However, the reality is a bit more complex 
for a number of reasons:  

First, while the case for a rate hike has weakened, markets still 
assume that the Fed’s patience will not last much longer. The 
probability of a rate increase – implied by Fed funds futures – 
in the course of the year is now lower than at the start of the 
year, but the fall has been moderate. Still the probability of 
a rate lift-off in the first quarter is almost 60%, and of a hike 
before year-end around 86%.

Second, the comment’s implicit assumption that the outlook 
for emerging markets is significantly affected by the timing of 
the Fed’s raising rates by 25 basis points seems simplistic. Yes, 
the emerging world is not without problems and the growth 
outlook falls short of what emerging market investors were 
used to see in the past, but US monetary policy is only one of 
many factors – and not even the most important one – driving 
longer-term emerging market growth prospects. Domestic 
reform and Chinese growth, for example, are certainly more 
important.

Third, as a group, emerging markets are more resilient in 
macro-economic terms than in earlier cases when the Fed 
started a new rate cycle. Policy options have improved due to 
a more flexible exchange rate policy, leverage (particularly in 
the public sector) is lower and currency reserves are higher 
than in 1994, 1999 and 2004 – the last three dates, when the 
Fed started a fresh rate cycle.

Unsurprisingly, the macroeconomic situation differs across the 
emerging market universe, with some economies like South 
Africa, Turkey and Brazil being more fragile than others, 
which is also reflected in a more diverse equity performance in 
recent months (see chart). However, there are no real signs of 
a looming general emerging market financial crisis.

Fourth, as far as the stock market performance in emerging 
markets is concerned, the empirical evidence about what 
may happen in the course of a fresh rate cycle is mixed, as 

Peter Szopo of Erste Asset Management
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Overall, the economy contracted by just under 2% year on year 
through January and February, but dropped by almost 3.5% in 
March. That trend confirms my view that the positive start to 
the year will not be sustainable in the current or next quarters. 
But while expecting to see a deterioration, all fears of a major 
collapse or problems with external servicing etc. – all of which 
were widely discussed and predicted late last year – have been 
dispelled. Russia’s economy is already in recession, but the 
contraction for this year will be in the range 3-4% of GDP and 
the economy should see a small but positive growth next year, 
ie. all else being equal with regard to sanctions.

That said, the headline number for GDP is somewhat 
misleading or does not show the broader picture. The 
manufacturing and agriculture sectors continued to benefit 
from the competitive boost they received as a result of the 
fourth quarter ruble collapse as consumers switched heavily 
to cheaper domestic produced alternatives. The much vaunted 
import-substitution shift allowed the agriculture sector to 
report growth of 3.5% on year for the quarter and the decline 
in industrial production to stay low at 0.4%.

But beyond that, some sectors are being beaten up badly. The 
construction sector reported a 5% drop in output, investment 
spending fell 6% and retail sales, the biggest segment of the 
economy, dropped 6.7% year on year. At the expensive end 
of durable goods sales, vehicle sales declined by 36% year on 
year in the quarter and that despite the government’s subsidy 
programme remaining in place. Small business is publicly 
calling for an easing of access to new bank credits and warning 
of a faster pace of closures and job losses if they continue to be 
squeezed by the banks.

Frontloading
Another reason why the economy fared relatively well – ie. at 
the headline rather than broader level – in the first quarter is 
because of accelerated budget spending. The deficit at the end 
of February was at 10.5% of GDP, albeit that fell back to 4.9% 
of GDP by the end of March. Still, that is well in excess of the 
full-year target and implies that spending will be much slower 

MACRO ADVISOR: What next for 
Russia’s economy 
and the ruble?

If you left Russia for the last New Year holiday and did not 
return until the recent May holidays, and did not follow 
the news from or about Russia in the meantime, you would 

certainly be scratching your head and wondering what on 
earth happened. Late last year there were predictions that 
the war in Ukraine would escalate and sanctions toughened 
against Russia. People scrambled to get out of rubles because 
they believed that it would soon be at the RUB100 level 
against the dollar. The general assumption was also of a big 
unemployment spike and a recession at least as bad at that of 
2009. In short, widespread doom and gloom about Russia’s 
near-term and medium-term future.

Instead, the first-quarter performance of the economy and 
the very strong ruble rally has given rise to a great deal of 
optimism, especially within the government, that the peak of 
the crisis has passed. There is now no longer talk of tougher 
sanctions but, against a backdrop of what is looking more like 
an extended frozen conflict in eastern Ukraine, the discussion 
now is about which sanctions may not be renewed at the July 
31 expiry. The Central Bank of Russia is optimistic enough 
about the trends that it has already cut its benchmark rate 
from 17% to 12.5%, a negative real rate of 4%, which of 
itself also adds to the reasons for optimism given the impact 
on household disposable incomes. Investors also buy into at 
least part of that optimism, and have pushed the dollar-based 
equity indices, such as the RDXUSD, up by more that 40% 
since the start of the year.

Premature optimism
However, while there are some very clear trends to cheer, 
to make such the assumption that the worst is over for the 
economy and that financial pressures will continue to ease is 
decidedly premature. The country’s economy has had a good 
start to the year, but now is more likely to slide lower for  
the next two quarters as the legacy of last year’s events 
start to bite the more important parts of the economy and 
especially those focused on the consumer and small and 
medium sized enterprises. But the operative word is  
“slide” and not “collapse”.

Chris Weafer in Moscow
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The price of Brent crude has rallied by over 25% since the 
start of the year and is again trading over $65 per barrel. 
When one looks at the reasons for that rally you come up 
with the same conclusion as for the Russian economy – the 
positive drivers are not sustainable, but previous expectations 
of a price collapse to 2009 levels are now almost unrealistic. 
The oil price rally has been chiefly driven by three factors: 
1) expectations that either US shale supply will soon start to 
decline or Opec ministers will be forced to agree a production 
cut; 2) traders built up the largest ever long position (500mn 
barrels); and 3) the US dollar declined as expectations of a 
Federal Reserve rate rise are again delayed.

The fact is that there is no evidence that US oil output is about 
to fall, albeit forecasts for supply growth have been scaled 
back. Within Opec, the Saudis appear ever more determined to 
defend market share and are now pumping at a record of over 
10.5mn barrels per day. Comments from the Saudi oil minister, 
always influential in terms of price sentiment, should also dent 
any optimism that the current price can hold. An unwinding 
of the speculative long oil position would also create more 
downside pressure and volatility.

So, when you factor in all the price drivers for oil, including 
the increasing likelihood of sanctions against Iran being lifted 
(the EU is looking at Tehran as a meaningful alternative to 
Russian oil and gas for reasons known only to bureaucrats) the 
conclusion is that the oil price rally is about done. But using 
the principle of “once bitten, twice shy”, it is unlikely that too 
many traders will be keen to sell too far down. A slide back to 
the mid to low $50s per barrel is more realistic than either a 
push to $80 or a collapse to $40, albeit history tells us that it is 
foolish to dismiss either as impossible. 

The picture that is emerging, therefore, is one where 
sentiment and politics pushed expectations to extremes by last 
New Year but where the actual reality, caused by a great deal 
of pragmatism and common sense, has been a whole lot better. 
Those efforts and the sentiment shift has resulted in a better 
than sustainable ruble and oil price rally. But neither is facing 
much more than a modest slide through the summer. I still 
expect the ruble to weaken coming into the year-end as those 
forex repo loans have to be repaid and because December is 
also the peak month for foreign debt repayments. But that’s 
only a provisional number for now and it, along with the 
broader macro forecasts for 2016 and 2017, will be adjusted in 
the autumn. By then we should have a better understanding of 
where oil is headed and a decision, one way or another, about 
sanctions will have been made. 

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

in the second half of the year. A lot of the extra spending took 
place in the defence procurement area – which totalled 40% 
of the full-year allocation in the quarter – and while that does 
impact the headline growth numbers it does little for the 
broader economy.

A big factor supporting the mood of optimism amongst 
officials and investors has been the strong performance of the 
ruble since early February. Here again the reasons are clear 
enough and either cannot be sustained or would be difficult/
expensive to. But as with the outlook for the economy, few 
are now looking at a major ruble collapse as had been widely 
assumed late last year. A gradual weakness from the current 
ruble-dollar rate of 50 to around the 55 level is expected 
rather than anything more dramatic over the summer months. 
Where oil trades will determine which side of that exchange 
rate the ruble trades.

Through February to end April both the central bank and 
Finance Ministry carried out co-ordinated actions to boost 
the ruble. Chief amongst them was the provision of almost 
$40bn in forex loans to the corporate sector to cover external 
debt repayment obligations. It means that those companies 
did not have to go into the open market to try to buy forex, 
thus removing that demand pressure. At the same time the 
Finance Ministry converted up to $15bn of its Reserve Fund 
from foreign currencies into rubles to cover the budget deficit. 
That created forex supply and ruble demand. Also pushing 
the ruble higher was the reversal of at least some of the ruble 

withdrawals by individuals and companies made in November 
and December. As the ruble rallied it created a positive reverse 
momentum.

But the ruble rally has been too much and now endangers 
the demand for cheaper domestic goods as imports, in ruble 
prices, start to again become less expensive. We have already 
heard from various government ministers and central bank 
officials that they prefer to see some weakening of the ruble so 
as to sustain that positive driver in the economy. Whether that 
happens, and to what extent, now depends more on the oil 
price than domestic factors over the medium term.

“The picture emerging is one  
where sentiment and politics  
pushed expectations to extremes  
but where the reality has been  
a whole lot better”
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The main driver of O2's share price, however, which has 
dropped around 30% since PPF agreed the acquisition in late 
2013, is the spin-off. While that has now officially been given 
the green light, the overall strategy remains opaque. O2 CR 
remains somewhat tight-lipped; supervisory board chairman 
Martin Stefunko said blandly in early March that the split 
would help cut costs and ease regulatory hurdles.

Flipped on its head
Analysts appear befuddled. Although unsure of what will 
come next, few suggest the split will help O2 CR tap growth 
opportunities on the Czech market, which as elsewhere 
are seen in data and IT. The voluntary split of services and 

infrastructure is the first ever in Europe. "Typically, the 
providers want to keep the services and infrastructure tied 
together to leverage market power, while the regulator wants 
them split to promote more market competition," notes John 
Gole, who heads telecom analysis in Europe, the Middle East 
and Africa for IDC. "O2 CR is flipping that on its head."

Vera Sutedja at Erste Bank agrees there are definitely 
synergies when services and infrastructure are joined, "but the 
split should unlock some of the value of the infrastructure." 
Regarding O2 CR, she wrote in March that without details on 
what it will be charged by Cetin to use the infrastructure, it is 
not possible to estimate its post-spin-off value.

The split appears heavily tilted towards growing the 
infrastructure business then. Cetin is likely to look to 
expand, analysts guess, adding to its offer of the use of its 

O2 Czech Republic's annual general meeting on April 
28 approved a spin-off of the telecommunications 
company's infrastructure assets, as expected. The 

vote pushes through the first ever voluntary split of a major 
telco in Europe.

Shareholder fury, analyst downgrades and a steep fall in the 
stock price have accompanied the restructuring of O2 CR, the 
country's biggest mobile and fixed-line operator. With the 
company about to be split down the middle, the strategy is 
anything but clear. 

The market has been wary ever since PPF Group bought a 
65.9% stake in O2 CR from Spain's Telefonica in early 2014. 
The secretive Czech financial group – owned by the country's 
richest man, Petr Kellner – has since raised its holding to 
around 83%, meaning approval of its plan to spin off of 
O2 CR's mobile and fixed-line infrastructure into a new 
company, to be called Ceska Telekomunikacni Infrastruktura 
(Cetin), was a formality. 

Following the separation, the rump O2 CR will provide 
voice and data services as well as television. Shares in the 
new infrastructure company Cetin will not be listed. BBH 
provided legal and regulatory consultancy on the spinoff, 
while Arthur D Little advised on strategy. Tax and accounting 
advice came from KPMG, while Deloitte worked on the 
valuation.

However, PPF's controversial stewardship – a CZK25bn loan 
that it took from O2 CR to help it pay for the acquisition 
also had minorities up in arms – has looked a little brighter 
in recent weeks. It offered a positive surprise in mid-April 
when it said it was confident first-quarter results would 
beat analysts' expectations. And the AGM also saw a 
dividend of CZK13 per share approved on 2014 results.  
Most had expected the controversial loan meant no  
payout would come, but the company will now share  
out CZK4.1bn.

O2 Czech  
Republic dials  
a new number

Tim Gosling in Prague

bne:Deal

“Private equity investors are maybe 
not saddled with the usual mindset 
of telecom management”
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drive into new areas," suggests Gole. "They may just be happy 
to cut costs and raise profitability."

Indeed, O2 CR's chief executive, Tomas Budnik, said in a 
statement accompanying the 2014 results that saw net profit 
drop 30%, despite a 10% cut in operating costs, that: "We 
changed our corporate values, established our new priorities 
and streamlined operations." 

Added Tomas Kouril, the chief financial officer: "We will 
continue transforming the company in 2015."

Extreme move
"Innovative" or "unique", the split of the company is certainly 
seen as extreme. The only similar move in Europe was 
forced on BT by the regulator in 2006. Still, the former UK 
incumbent fell short of a full divorce, merely packing its 
infrastructure into a new unit called Openreach.

At the same time, BT has spent the last few months 
vigorously fighting pressure from its rivals to divest the wires 
and optics entirely. They claim the parent company has seen 
returns from the infrastructure division spike unfairly over 
the past eight years.

Unsurprisingly, British telecom regulator Ofsted has 
suggested it backs the call, but the Czech watchdog should 
be wary of celebrating Cetin too soon. Analysts at BT say a 
full separation of services and infrastructure has been done 
just once, in New Zealand. That has led to under investment 
in infrastructure and higher prices, they claim. 

infrastructure to other operators perhaps via acquisitions 
or by pushing into cloud and data. To do that it will likely 
embrace regulatory control, and may receive "regulatory 
benefits or even gain some state support," Gole suggests. 

A ray of light for O2 CR would be to largely escape the 
regulator, but the direct advantages for the service provider 
appear somewhat limited. There may be some financing 
advantage, suggests Josef Nemy at Kommercni banka, 
who notes that the "long-term investment horizon of 
infrastructure can be at odds with that of service providers". 
However, the split will also incur costs, and it's unclear if the 
benefits will make up for these, he adds.

The service provider has made few clear decisions about its 
plans for the telecom growth segments such as cloud and data, 

suggesting the prime strategy will be to continue cutting costs. 
O2 CR's recent results come on the back of a fall in revenue, as 
heavier competition on the Czech mobile market forces prices 
lower. "Private equity investors are maybe not saddled with 
the usual mindset of telecom management, which is to always 

"Innovative or unique, the split of 
the company is certainly seen as 
extreme"
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Kazakh President Nursultan Nazarbayev’s re-election for 
another five-year term in an early poll on April 26 – and 
the consequent hastily-held inauguration just three 

days later – have not so far been followed by any signs of an 
impending devaluation of the national currency. Why?

Devaluation of the tenge had been widely expected for months 
after the price of oil and the currencies of the country’s 
main trading partners – Russia and EU countries – hit 
historical lows against the dollar. Following the inauguration, 
Nazarbayev reiterated the government’s pledge not to allow 
“sharp” fluctuations in the exchange rate of the tenge despite 
predictions of an up to 30% drop in the tenge’s value by the 
end of June made by Kazakhstan watchers, including Morgan 
Stanley and Bank of America Merrill Lynch.

At a news conference on April 27 Nazarbayev ruled out a sharp 
devaluation of the tenge. “There won’t be anything sharp after 
the election,” he said, because “there are no prerequisites” for 
devaluation. “We are working [on the adoption] of a floating 
exchange rate of the tenge.”

Kazakh analysts explain the president’s optimism by the fact 
that the delay in devaluation due to the presidential election 
has forced the Kazakh economy to adapt to the new conditions. 
Authorities, aware of the negative connotations ordinary 
Kazakhs attach to the word “devaluation”, have meanwhile 
started talking about a “switch to a floating exchange rate” 
in an attempt to soothe fears of devaluation, as if absolving 
themselves from any consequences resulting from this “switch”.

Olzhas Khudaybergenov, a former adviser to Kairat Kelimbetov, 
the head of the National Bank of Kazakhstan, agrees with the 
president that “there are no requisites” for a devaluation of 
the tenge now because both the oil price and the ruble have 
stopped exerting pressure on the Kazakh national currency. “At 
the current levels of the ruble and oil, there is no pressure on 
the tenge now,” Khudaybergenov tells bne IntelliNews. However, 
the need for devaluation will arise again “if the price of oil falls 
below $50 per barrel and stays there for two or three months”.

Preparations
Anticipating a relatively prolonged period of low oil prices and 
negative effects of Western sanctions on the Russian economy, 
in November Astana redrafted its budget for 2014-2016 based 
on an average oil price of $50 per barrel. The government 
also said at the time that it was prepared to revise its spending 
further should the price of oil dip to $30/b.

This is one of the reasons there is no urgent need to devalue 
the tenge sharply at the moment, believes Anuar Ushbayev, 
managing partner at the Almaty-based Tengri Partners 
investment firm. The Kazakh budget does not directly depend 
on revenue from the oil and gas sector, as all proceeds from the 
extractive sectors are accumulated in the National Oil Fund 
and are released to the budget in form of annual guaranteed 
transfers. According to law, the government can tap into the 
National Fund to the tune of KZT1.7tn (€8.5bn) a year in 
2015-2017. In November President Nazarbayev pledged up 
to $3bn annually on top of the guaranteed transfer to fund 
development projects in the country.

“I don’t think there is any threat to government finances 
because of the low oil price,” Ushbayev says. “Given the size 
of the National Fund, the budget is capable of surviving 
years of the low price of oil without jeopardising government 
spending.” According to the Finance Ministry, the assets of 
the National Fund stood at KZT16tn (€80bn) as of May 1. 
Generally, the government can dip into the National Fund for 
additional money as long as the fund's assets do not fall below 
30% of GDP. The country's GDP stood at KZT38tn (€190bn).

But many remain sceptical about the authorities’ reassurances 
about the tenge and the National Bank will sooner or later 
have to act. “The authorities are afraid of a panic among the 
population and protests, given how easy it is now to mobilise 
protest mood on the social media,” as Almaty-based banker 
says. “Perhaps the National Bank will not dare to conduct 
a one-off devaluation, but will instead ease the exchange 
gradually despite the costs of doing so.”

Expectations of devaluation among the local population have 
caused huge selling of tenge for dollars, with the National 
Bank defending the national currency at a cost of giving up 
half of its $28bn of net foreign reserves, including $5bn of 
gold, Standard Bank said in trip notes on May 6 following a 
visit to Almaty and Astana. 

With confidence in the tenge still low, the central bank will 
struggle to inject any liquidity – if the National Bank were to 
bring tenge rates lower, locals would continue selling them 
for dollars, Standard Bank believes. “With 70% of retail 
deposits said to be in US dollars by now, confidence in the 
tenge is at near rock bottom, and only a devaluation would 
restore calm and liquidity in the market,” concludes Standard 
Bank, which expects a 10-15% devaluation in August, after 
Astana Day. 

Naubet Bisenov in Almaty

bne:FX

Kazakhstan drags its feet on devaluation
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Economic and banking sector problems continue to 
cast a shadow over Bulgaria’s growth prospects and 
have delayed its entry into the mainstream European 

world of purely commercially driven trade finance. Yet now 
some players are betting on the country’s potential as growth 
prospects improve and EU-funded infrastructure projects are 
given the go-ahead.

Bulgaria’s economy has been on a roller-coaster ride ever since 
the global crisis hit the country hard in 2009. Its GDP growth 
rate peaked at 6.9% in 2007, stumbled by 5% in 2009, after 
which growth rates have been oscillating between 0.6% and 
2.0%, according to the International Monetary Fund (IMF). 

Bulgaria is a small market of 7.3mn people. Its later entry 
into the EU in 2007 alongside Romania and its notoriously 
difficult business environment mean that foreign investment 
in manufacturing has been much less dynamic there than in 
other Central European countries. This in turn means supply 
chain trade and imports of equipment such as machinery 
are not seen to the same degree as in other new EU member 
states. Regionally, Bulgaria does not stand out in this regard. 
This pattern of less dynamic growth, trade and investment is 
typical of Southeast Europe, comparable to that seen in Serbia, 
Croatia or Romania.

Today, Bulgarian trade is on a more solid growth path, despite 
important annual swings since 2009. In 2011 and 2013, exports 
grew 12.4% and 12.3% respectively, though fell by 0.8% in 
2012. They stood at a relatively modest 4.6% last year. Import 
volumes grew above 7% in 2011 and 2012, though they were 
at a low 2.7% last year. Germany’s Trade & Invest sees some 
growth potential in 2015 in Bulgaria’s automotive, chemicals, 
energy, environmental equipment and medical devices sectors. 
It sets high store in Bulgaria’s thriving IT sector. 

New arrivals
Economic forecasts for Bulgarian growth in 2015 differ widely, 
ranging from 0.8% by the French export credit guarantee 
agency Coface, which has an office in Sofia, to an upbeat 
2% by Euler Hermes, the Allianz Group-owned trade credit 
insurer, which just opened an office in the Bulgarian capital 
in February. “We expect private Bulgarian consumption and 
investment to remain robust in 2015 and exports to recover, 
supported by both lower oil prices and a weaker lev pegged to 
the euro,” says Ludovic Subran, group chief economist at Euler 

Hermes. “As a result, the gradual economic uptrend should 
continue and economic sentiment improve.”

Euler Hermes’ expansion is a sign of confidence in Bulgaria’s 
trade finance market. Yet the insurer’s move is rather belated. 
“I would have thought they would have come here earlier,” 
Daniel Berg, head of the European Bank for Reconstruction and 
Development (EBRD) office in Bulgaria, tells bne IntelliNews.

The London-headquartered development bank has been 
reducing its activity in CEE states that are now members of 
the EU. The bank’s trade finance support activities, aimed at 
helping banks and businesses in less mature markets engage 
in short-term trade finance transactions, have nearly dried 
up. Trade finance instead was taken up by local banks, and 
in particular by the foreign-owned banks that dominate the 
markets in the region. Italy’s UniCredit Group, with its 15% 
banking market share, is the market leader in trade finance 
in Bulgaria. “The period of six to ten years ago was the period 
in which I would have thought Bulgaria was entering the 
real world of trade finance and becoming more like the rest 
of the region. At some point the banks did not need us [the 
EBRD] anymore. But about two years ago some banks have 
requested to restart trade finance activities with us,” says Berg, 
adding that the volume of transactions with which the EBRD is 
involved remain small, about €15bn in total last year.

The banks’ recent risk aversion in Bulgaria has less to do 
with last year’s banking crisis in the country than the general 
deleveraging trend seen among European banks over the 
last years, which has negatively affected credit markets in 
Central and Southeast Europe. Neighbouring Greece’s current 
financial woes are also affecting the Bulgarian trade finance 
market as Alpha Bank and Piraeus Bank, which are among the 
top ten banks in the country, have been reducing their risk 
exposure.

Despite the uncertain financial market outlook, other positive 
developments are in sight. The EU has started unfreezing 
a number of developments funds earmarked for the period 
2014-2020 in Bulgaria as the country moves towards better 
compliance with EU rules regarding public procurement. 
Projects like the finalisation of a Sofia metro line to the 
capital’s airport, road construction, housing refurbishment 
programmes, all co-financed by the EU, will provide some 
stimulus to Bulgarian equipment imports. 

Iana Dreyer in Brussels

Bulgaria trade finance follows winding 
road to maturity

bne:Trade
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It’s reporting season and some Russian companies are 
paying handsome dividends to their shareholders. Almost 
twice as much as emerging-market peers, in fact, relative 

to their stock prices, after the sudden ruble rout of last year 
bolstered exporters’ cash piles.

Russian stocks have been performing well off the extremely 
low base caused by rapid devaluation of the ruble in 
December: the dollar-denominated RTS index was up 30% 
year-to-date as of May 6. But dividend stocks have become 
even more appealing than the broader market and were the 
stand-out winner amongst Russian equities over the last few 
years, earning far better returns than "normal" stocks.

The average 12-month dividend yield of stocks (the ratio of 
the value of the dividend per share over the price of the stock) 
on the MSCI Russia Index was 4.6% as of the end of April, 
compared with 2.5% for equities in the developing-nation 
benchmark. The spread between the two is almost as high as 
the previous peak in 1995, data compiled by Bloomberg shows.

"The first-quarter numbers point to a very moderate recession, 
which is probably now largely built into earnings forecasts. 
In that case, equities are still very cheap relative to emerging 
market peers," says Chris Weafer, CEO of Macro Advisor. 
"Companies paying a dividend yield of 6% or higher should 
see good support from income-focused investors. There is a 
question mark over how much dividends will be cut this year. 
A small cut will provide another boost for the market."

Metals and minerals mine the rewards
Several factors combine to push up the dividend payments, 
the most important of which is the huge cash windfall for 
some companies thanks to the beneficial effects of the 
massive ruble devaluation in December: any company with 
costs in rubles but revenues in dollars or euros is minting it 
right now. In 1999, following the last big devaluation, it was 
the oil companies that made the most. This time round, any 
profits from oil over $27 per barrel accrue to the government 
rather than the extracting companies. However, producers 
of other raw materials like metals and minerals are reporting 
record earnings in the first quarter and some of them are 
returning it to shareholders as dividends or share buy backs.

At the end of 2014, steel mill Novolipetsk Steel (NLMK) 
had $1.2bn of cash, while Severstal had $1.9bn. NLMK just 

announced a new dividend policy under which it will pay half 
of net profit or 50% of free cash flow as dividends if net debt/
EBITDA ratio at the end of each quarter does not exceed 1, the 
company said on April 24. The company will pay RUB1.64, 
making a dividend yield of 4.7%, but if nothing changes with 
the new dividend policy they could rise to 7.3% this year, say 
analysts.

"Together with interim dividends the total payout for 2014 
will amount to RUB14.6bn ($292mn), or to 30.7% of the 
company’s net profit, which is the biggest ruble-denominated 
dividends in NLMK’s history," analysts at Uralsib said in a note.

Severstal is being less generous to its shareholders and will 
pay out a dividend of RUB12.81 per share, equivalent to a 2% 
dividend yield. Still, the company will part with RUB10.4bn 
($208mn) as a result, which is a bit less than half its EBITDA 
of $585mn for the first quarter, but equivalent to almost 
all the company's free cash flow. "It means the company 
is committed to distributing as much cash as possible to 
shareholders, while future dividend flow is subject to 
external economic factors," says Irina Lapshina, an analyst  
at Sberbank CIB.

Most generous of all is Norilsk Nickel, which earned $2.8bn 
in cash as of the end of 2014, and said in April it will pay out 
RUB670 per share, or a dividend yield of 7%, and a total of just 
over $2bn for the first quarter.

"Since the shareholder agreement was adopted, the company 
has distributed more than $6bn in dividends," says Lapshina. 
"Although one might expect to see no special dividends for 
2015 (stipulated as the difference between $6bn and total 
dividends paid for 2013-14), we believe the track record 
shows that Norilsk Nickel’s approach is flexible, the payout 
being skewed toward the upside and depending on cash flow 
generation."

Business attitudes maturing
Secondly, the attitude to dividend payments in Russia has 
changed dramatically in the last few years. In the 1990s oli-
garchs ran their companies personally and made sure the profits 
went directly into their own pockets, but after two decades at 
the top, the biggest businessmen have stepped back and handed 
over the reins to professional managers. At the same time, the 
oligarchs have increasingly diversified their wealth by investing 

bne IntelliNews

Devaluation pays 
dividends in Russia 

bne:Funds
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into non-core businesses and buying more companies overseas 
in the last few years. As the distance between the wealth and 
the boardroom increases, these businessmen are increasingly 
interested in extracting cash via dividends rather than using the 
transfer pricing schemes of yore, which piled up money as nomi-
nal profits in some trading company in an offshore haven.

Russia's leading electronics retailer M Video is a good example 
of a modern company interested in keeping shareholders 
happy. At a board meeting at the end of April, the board 
agreed to pay out dividends of RUB27 per share, or a total 
of RUB4.85bn ($97mn), which is equivalent to 60% of its 
net IFRS profits. The payout will be a third (35%) more than 
the company returned to shareholders in 2013 despite the 
worsening economic outlook.

The increasingly cash-strapped state has also become more 
interested in dividends and a few years ago mandated that all 
state-owned enterprises must pay out 25% of their profits to 
shareholders. The government needs the extra cash, but the 
rule has benefited minority shareholders too.

Sleight of accounting hand
State-owned gas monopolist Gazprom was coining it in the last 
quarter of 2014 as gas prices began to recover, but mainly because 
the company dramatically slashed its capex programme. "In 2014, 
Gazprom generated its highest free cash flow ever, at almost 
$17bn ($5.9bn of that in the fourth quarter of 2014). A large 
reason for that was an $11bn drop in capital expenditures to just 
$33bn (although attributable capex was almost unchanged y-o-y 
in ruble terms)," Sberbank CIB analysts commented in a note.

The company has recommended a payout of RUB7.2 per share, 
equivalent to a dividend yield of healthy 5%, which is equivalent 
to 90% of its 2014 profit under Russian accounting standards, 
more than the RUB5 analysts were expecting the company 
to pay. While on the face of it this seems like a lot, because 
Gazprom is calculating the profit using the Russian accounting 
system, the profit is several times lower than if it were calculated 
under the International Financial Reporting System (IFRS).

"The declared dividend comes to just a 15% payout of 2014 
consolidated IFRS earnings (adjusted for forex loss, net of tax 
accrual) – about the same payout as last year," CIB’s Alex Fak 
said in a note on the news.

Last hurrah of dividend bonanza
Most companies that regularly pay out dividends have struck 
a more cautious course. Revenues at leading mobile phone 
company Megafon fell by 1.2% and it decided to split its 2015 
dividend payments, with the bulk being paid close to the end 
of the year. In June, the company will only pay out RUB16.13 
per share, or a 1.8% yield, and total payment of RUB10bn. 
However, the full year could see the company pay out a total of 
RUB40bn by year-end, with a generous yield of 7.4%. Megafon 
said it adopted this approach because it wants to husband 
its hard currency reserves in case the economic situation 
deteriorates.

The story is similar at fertiliser producer PhosAgro, which 
has been generous in the past but cut dividends to RUB15 per 
share (0.8% yield) after taking extremely heavy losses because 
of its exposure to hard currency debt during the devaluation 
(although if you count the RUB 45/share in interim dividend 
payments for 2014 the total rises to 3.2%, says the company)."

Unfortunately for investors, analysts say the dividend 
bonanza will not last for long. Companies are paying out 
cash to shareholders so they can move it offshore or to attract 
investors, but the slowing economy and rising ruble will soon 
undo the conditions that are filling company coffers with cash. 
As earnings fall over the rest of the year, so will the dividends.

That has already happened amongst companies that do not 
have the magic confluence of costs in rubles but sales in dollars. 
Russia's leading commercial TV station CTC Media, which 
has costs in dollars but revenues in rubles, has already said it 
will not pay dividends this quarter because of falling ad sales. 
Pump maker HMS and metal producer MMK (Magnitogorskiy 
Metallurgicheskiy Kombinat) have also said among others they 
will forego dividends this quarter for similar reasons. 

Source: MidLincoln Research

Russian dividend yields 2014-15

Company

Sistema JSFC

MMC Norilsk Nickel OJSC

MegaFon OAO

Severstal OAO

LSR Group

Tinkoff CS

Surgutneftegas OAO

Lukoil OAO

Moscow Exchange

Gazprom OAO

Mobile Telesystems OJSC

Gazpromneft

Rostelecom OJSC

Tatneft OAO

Magnit

Rosneft OAO

AFK Sistema

Magnit OJSC

RusHydro JSC

Megafon

VTB Bank OJSC

NovaTek OAO

Surgutneftegas OAO

QIWI

TMK OAO

Sberbank of Russia

TMK

Sberbank of Russia

AK Transneft OAO

FGC UES JSC

Inter RAO JSC

Div Yield %

15.06%

14.82%

10.80%

10.17%

9.51%

8.91%

6.04%

5.80%

5.01%

4.68%

4.61%

4.47%

3.92%

3.59%

3.22%

3.21%

2.95%

2.57%

2.27%

1.84%

1.77%

1.72%

1.57%

1.40%

1.12%

0.90%

0.77%

0.59%

0.59%

0.49%

0.09%

Ex Date

07/15/2014

05/22/2015

07/09/2014

06/04/2015

04/16/2015

12/11/2014

07/15/2014

07/13/2015

05/08/2015

10/09/2014

06/19/2015

07/11/2014

07/14/2015

06/18/2015

06/26/2015

07/15/2015

12/29/2014

07/07/2014

07/10/2015

06/30/2014

05/01/2015

07/15/2014

11/20/2014

01/12/2015

06/11/2015

07/03/2015

06/11/2015

07/17/2014

07/15/2014

06/08/2015

Change y/y %

-67.17%

69.57%

-30.18%

167.73%

12.60%

-37.82%

70.42%

48.84%

51.44%

25.23%

-21.49%

12.39%

7.01%

49.06%

64.85%

21.17%

-54.93%

20.38%

9.56%

0.74%

74.25%

-5.61%

57.77%

-4.92%

-48.49%

-13.06%

-24.71%

10.07%

55.29%

29.53%

65.23%
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Iwinski started the company with his high school friend Michal 
Kicinski. They were both passionate gamers, not easy to be in 
1980s Poland when most shops didn’t even stock basic foodstuffs 
let alone personal computers. Iwinski’s father brought him a ZX 
Spectrum from Germany for Christmas along with games like 
"Atic Atac" and "Pssst". “I unpacked it and I was just so thrilled. I 
started playing the games like a madman,” Iwinski says.

In the early 1990s, he and Michal Kicinski began importing 
games from the US for their own use. One day they decided to 
try selling them at the local flea market.

The first challenge was to convince Polish gamers to buy legal 
games instead of the widely available and cheaper pirated 
versions, which were widespread. To differentiate themselves 
from the fakes they translated games into Polish, using famous 
actors for the voiceovers. They added collectible items such as 
books and maps. But sales really took off when they introduced 
a budget line of classic games in supermarket chains.

Hard times
Both men had always dreamed about creating their own game 
and in 2001 they set up their software development unit CD 
Projekt Red to develop “The Witcher”. It was a worldwide 
success, but difficult times lay ahead. They outsourced a 
project to develop a console version of the game to a French 
company and were unhappy with the results. They lost a lot of 
money and had to lay off staff.

Many who left went on to start up their own studios. Part 
of the reason for Poland’s gaming success is that computer 
programming does not require huge resources. Imagination, 
knowledge and time are more important. “It’s definitely helpful 
there are good universities and the programmers are among the 
crème de la crème of world programmers,” Iwinski says.

But Polish universities are just catching on to the trend and only 
recently started offering gaming courses, so the country lacks 
tech graduates. CD Projekt now employs more than 250 staff, 
but it has had to recruit overseas especially for designers, Iwinski 
says. English has replaced Polish as the company’s language.

Joining the EU and gaining access to a larger market was 
essential, and it allowed Poles to tap their entrepreneurial 
spirit, Iwinski says. “We were in the right place at the right 
time and we took advantage of the rapid changes in the 
country. We were lucky. We are hard working and very 
stubborn, we don’t give up in the face of difficulties. Right 
now the difficulties are how to break through in worldwide 
markets, how we address each of them, how we please gamers 
all around the world,” he says. 

Poland's richer for The Witcher

With “The Witcher 3: Wild Hunt” released by its 
Warsaw-based creators on May 19 with a $35mn 
global marketing campaign, it’s clear that Poland 

has become one of the hottest places in Europe today for 
producing video games.

Poland’s video game industry was worth an estimated $280mn 
in 2014. There are now between 200-300 gaming studios, 
large and small, employing around 2,000 people in Poland, 
with Wroclaw’s Techland and CD Projekt among the most 
established names.

CD Projekt produces the game series that has truly gone global 
– “The Witcher”. The game took five years to develop at a cost 
of PLN22mn (€5.4mn), a huge sum for a Polish project. But 
it has paid off: its first two editions have sold more than 8mn 
copies worldwide. 

During a visit, US President Barack Obama was presented with 
“The Witcher 1” as a symbol of Polish innovation, CD Projekt 
co-founder Marcin Iwinski tells bne IntelliNews in his smart 
brick and glass headquarters with its vegetarian-only canteen 
in the Polish capital. “When he came back for his second visit 
he mentioned that he’d been gifted the game. We were like 
wow, that’s a great piece of PR. He admitted though that he 
never played it, so that’s a pity,” he says.

Stuff of fantasy
The Witcher games are based on the series of fantasy novels by 
Polish author Andrzej Sapkowski and tell the story of monster 
slayer Geralt. Securing the rights to the series was a dream 
come true for Iwinski, who read the stories in high school 
when they were published in sci-fi magazines. “If you’re Polish 
and you hear the name Sapkowski, it’s like Tolkein in the 
West. It’s grim and contemporary, but dressed up in medieval 
clothing. There’s no clear distinction between good and evil, 
so it’s a bit like Game of Thrones,” Iwinski explains.

“It’s not the usual candy-like fantasy thing. Previously, almost 
all the PG games were candy-like, like Barbie World, ‘you’re 
the good guy, go kill the bad guy’. Here we treated a mature 
audience with respect. It was something new and exciting for 
them,” he says.

The launch of “Witcher 3: Wild Hunt” on May 19 is called 
by Adam Kicinski, CD Projekt’s chief executive, the most 
important event in CD Projekt’s 21-year history. “This marks 
the first time we have released a game for all leading hardware 
platforms simultaneously, in collaboration with the most 
prominent global distributors – we intend to make a really big 
splash,” he says.

Adam Easton in Warsaw
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to rescue the value of their hryvnia 
cash, only to make an interesting 
discovery – as many as an estimated 
80% of Kyiv's ubiquitous exchange 
booths appeared to be run by one firm, 
Absolute Finance.

“All kiosks with the yellow boards 
[displaying the day's exchange rates] 
seem to belong to this one same 
Absolute Finance,” noticed Artem 
Chapai at The Insider.

Political commentator Oleksandr 
Aronets on Facebook asked the next 
logical question: “And what exactly  
is Absolute Finance, and why does it 
own practically all exchange booths  
in Kyiv?”

bne Intellinews tracked down the forces 
behind Absolute Finance, which also 
operates thousands of exchange booths 
across Ukraine. But instead of finding 
'Absolute Finance', we found a lot of 
politics: direct ties both to the prime 
minister's party as well as to a major 
state company.

People's Front of Absolute Finance
In January, as the depreciation of 
the hryvnia spiralled out of control, 
the National Bank of Ukraine (NBU) 
threatened to shut down exchange 
operators such as Absolute Finance. 
Crucially, such “non-bank financial 
companies” are not tightly bound by 
exchange rates established by the central 
bank, allowing them to out-compete 

Ukraine moneychangers show  
how little is changing
Graham Stack in Kyiv

Foreign currency-exchange booths 
are a feature of any Kyiv street 
scene, and when the currency 

collapsed at the start of 2015 they 
became a focal point of the nation's 
distress as Ukrainians rushed to buy 
dollars and rescue their savings. But 
who actually controls Kyiv's ubiquitous 
exchange booths? A bne IntelliNews 
investigation reveals an all-too-typical 
nexus between political elites, state 
companies and private business – 
something the new government has 
vowed to stamp out.

As Ukraine's hryvnia plummeted past 
UAH30 to the dollar in early 2015, 
down from UAH8 just a year before, 
citizens of Kyiv ran to moneychangers 

Photo: IgorGolovniov / Shutterstock.com
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banks on the cash forex market. Neither 
are they integrated with the NBU's 
financial monitoring systems.

In response to the NBU's threat, Absolute 
Finance and other operators held a press 
conference in January, marking the first 
public appearance of the mysterious 
company. And a day before the press 
conference, an Absolute Finance website 
went live, but contained next to no real 
information on the company, and was 
quickly taken down again.

A certain Pavlo Kushnirenko represented 
Absolute Finance at the press 
conference, with the website registered 
by an Oleksandr Kushnirenko, according 
to its registration data. Kushnirenko 
argued at the conference that closing 
down the non-bank exchange operators 
would trigger an explosion of the forex 
black market.

According to Ukraine's publicly 
accessible company register, Absolute 
Finance is controlled by the Brodovsky 
family, from the Volyn region in West 
Ukraine, in the persons of Oksana 
Brodovska and her daughter, Ilona. 
Oksana Brodovska was also deputy 
CEO of the company in 2013, according 
to company paperwork seen by bne 
IntelliNews. Oksana's husband, Valentin 
Brodovsky, a precious stones dealer 
and former politician belonging to 
ex-prime minister Yulia Tymoshenko's 
Batkyvschina party, was the main 
shareholder until 2013.

Notably, after new parliamentary 
transparency rules disclosed MPs' 
assistants, it was revealed in March that 
both Kushnirenko, the Absolute Finance 
representative, and Oksana Brodovska, 
the co-owner and deputy manager, 
were parliamentary assistants to Ruslan 
Lukyanchuk, an MP in the prime 
minister's People's Front party. 

People's Front was co-founded by Prime 
Minister Arseny Yatsenyuk, National 
Security and Defense Council head 
Oleksandr Turchinov and Interior 
Minister Arsen Avakov in the run-up 
to the parliamentary elections held in 
October, at which it took the largest 
share of the total vote.

Assistant to an MP may not seem a 
particularly significant position, but the 
MP in question, Ruslan Lukyanchuk, 
is regarded as the longstanding 
right-hand man of security council 
head Turchinov – and treasurer for 
Turchinov's political projects. Turchinov 
in turn is regarded as the 'grey cardinal' 
and organisational force behind 
Tymoshenko's Batkyvschina party, 
from its founding in 2000 until he quit 
Tymoshenko's party in September to set 
up People's Front.

Lukyanchuk was himself a parliamentary 
aide to Turchinov in 2001-2005, when 
Turchinov was in opposition to then 
president Leonid Kuchma. His role in the 
opposition made Lukyanchuk the target 
of political repression. In 2001, he spent 
eight months in jail after the tax police 
charged him with money laundering, as 
part of Kuchma's programme of political 
repression against Batkyvschina. The 
charges were later voided.

As late as December 2013, police, 
apparently acting on the orders of 
then president Viktor Yanukovych, 
raided Batkyvschina headquarters as 
well as neighbouring offices, where 
businesses registered under the names 
of Lukyanchuk's parliamentary aides 

provided IT, media and consulting 
infrastructure for Batkyvschina.

In Ukraine, political parties are 
“parties of notables”, established 
around prominent individuals. When 
in September last year Turchinov left 
Tymoshenko to set up People's Front, 
Lukyanchuk and his team of aides and 
their infrastructure followed him – and 
were joined by Absolute Finance's 
Brodovska and Kushnirenko.

Does this suggest Absolute Finance plays 
a role in People's Front funding? “The 
main duty of parliamentary assistants 

in Ukraine is the legal and economic 
analysis of existing legislation... and 
assistance in the preparation of requests 
and appeals,” Luyanchuk told bne 
IntelliNews. “I am not aware of any 
funding of the party People's Front from 
any legal person, including Absolute 
Finance.”

Kushnirenko told bne IntelliNews: “I am 
no longer a representative of Absolute 
Finance and have no information about 
what its relations were or are, and what 
their character is.” Absolute Finance 
co-owner and manager Brodovska did 
not respond to attempts to contact her.

Who is behind Absolute Finance?
The connection of a major money-
changing business to the prime 
minister's party during times of 
devaluation in itself raises questions, 
since no political party wants to be seen 
as profiting from the currency collapse. 
But the story of Absolute Finance raises 
further questions.

According to a tax case brought against 
Absolute Finance in 2014, the company 
sold $74mn worth of currency to the 
population in 2013, a year of exchange 
rate stability. But Absolute Finance’s 
offices at its registered address are 

a disappointment, says an insider 
source, consisting only of four rooms 
in a building that houses some other 
organisations linked to the Brodovsky 
family. According to paperwork seen by 
bne IntelliNews for Absolute Finance, the 
central office on paper employed only 
13 full-time staff in 2013. This suggests 
the real centre of Absolute Finance’s 
operations lies elsewhere.

But where? Apart from the four rooms at 
the official address of registration, there 
are no details of any Absolute Finance 
central office in Kyiv. Vendors are none 
the wiser. “There is simply no central 

“All kiosks with the yellow boards [displaying the 
day's exchange rates] seem to belong to this one 
same Absolute Finance”
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office as such,” a number of the vendors 
assured bne IntelliNews.

The only contact information provided 
to the public is a telephone number 
in the event of complaint about the 
booths. For Kyiv this number is 044-
277-5239. Yet the number reveals more 
than was intended. According to a 
source in Ukraine's tax office, the same 
telephone number is listed with the 
agency for four different Kyiv branches 

of the same bank: Ukraine Innovation 
Bank, or Ukrinbank. Ukraine's company 
register does not provide telephone 
numbers in its listings for company 
branches, meaning it was not possible 
to receive official confirmation of the 
information.

“Ukraine Innovation Bank?” a bne 
Intellinews reporter asks, calling the 
Absolute Finance number. “Yes,” 
answers a woman's voice. “I have a 
complaint about the work of one of your 
exchange booths. Which one? Absolute 
Finance booth on Krasnoarmeisk.” 
“Okay, and what is the problem…” came 
the answer.

Another internal telephone number 
for Absolute Finance, 044-288-2830, 
seen by bne IntelliNews in the pages of 
a training manual for Absolute Finance 
employees, is listed for more branches 
of Ukrinbank, according to the source in 
the tax service. A woman answering the 
phone told bne IntelliNews that this was 
the central office of Absolute Finance, 
but refused to answer questions.

Is Ukrinbank the secret backer of 
Absolute Finance? Ukraine's company 
register shows that in 2011-2013 
Ukrinbank opened up 60 new branches 
in Kyiv – 20 alone on one day – despite 
the bank having a minimal retail 
business. Over half of these branches 

are congregated in Kyiv's bustling 
downtown area.

The Ukrinbank website itself only 
details 10 existing branches in Kyiv, 
three of them in car dealerships, 
together with the central office. A little 
legwork indicates that the 60 registered 
Ukrinbank branches exist only on paper, 
except for the handful of branches listed 
on the website. But the addresses of 
registered Ukrinbank branches checked 

by bne IntelliNews exactly match the 
location of Absolute Finance exchange 
booths, suggesting that Ukrinbank 
is indeed the power behind Absolute 
Finance.

In a telephone call, an Ukrinbank 
spokesperson acknowledged the 
connection. “What you called 'non-
existing branches' are in fact our 
exchange booths,” she said. But she 
denied any knowledge of Absolute 
Finance. “I have never heard of such a 
connection,” she said, before hanging 
up. The bank failed to respond in writing 
to bne IntelliNews’ questions before 
deadline.

bne IntelliNews has established that scores 
of further Absolute Finance outlets in 
Kyiv correspond to branches listed for a 
tiny Odesa bank, Finrostbank, that was 
put under temporary administration in 
July 2014 and is currently being liquidat-
ed. The bank's insolvency has apparently 
not disrupted Absolute Finance opera-
tions, suggesting the 'branches' have been 
transferred to another as-yet unidentified 
auxiliary bank.

The National Bank of Ukraine confirmed 
to bne IntelliNews that operators of 
exchange booths must supply the central 
bank with a list of addresses of all 
booths. According to Absolute Finance 
documentation seen by bne IntelliNews, 

the NBU is the only entity entitled to 
inspect the modus operandi of the 
exchange booths.

The Absolute Finance staff themselves 
seem completely in the dark about 
the Ukrinbank connection. “No, I've 
even never heard of such a bank,” 
says Vadim, declining to give a last 
name. “Call this number if you have 
any questions about the company,” he 
says, pointing to the tell-tale telephone 
number.

Matryoshka unmasked
Like a Matryoshka doll, if Absolute 
Finance appears mysteriously wrapped 
up with Ukrinbank, then both Absolute 
Finance and Ukrinbank seem in turn to 
be mysteriously involved with a much 
larger state entity.

As stated, according to a source in 
the tax service, the Absolute Finance 
telephone number is listed for four 
Ukrinbank branches – but of these only 
one branch actually exists: Branch No. 
10. According to the bank's website, 
Branch No. 10 currently exists at 
Gorkogo Street 51, although with a 
different telephone number provided. 
Here there is a real bricks-and-mortar 
bank branch, and much more besides.

Ukrinbank Branch No. 10 at Gorkogo 
51 is literally embedded in the hulking 
headquarters of Automobile Roads of 
Ukraine, the state company which is 
Ukraine's national road maintenance 
and construction firm. The company is 
solely responsible for all of Ukraine's 
170,000 kilometres of tarmac – seven 
times the circumference of the earth – 
which devours billions of budget and 
international lender funds each year in a 
battle against the elements, and against 
corruption.

Ukrinbank Branch No. 12, as listed 
on the website, likewise shares an 
address with the Automobile Roads of 
Ukraine’s sister company, the state-
owned Ukrdiprodor, which handles road 
construction planning.

Ukrinbank thus appears to have scores 
of secret branches that are in reality 
exchange booths, run by what is on 

“The reason we have no money in the budget  
is precisely because of the way our parties  
are funded”
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paper an entirely unrelated company, 
while two of its few real branches are 
embedded in state companies.

According to its disclosures as a public 
company, Automobile Roads of Ukraine 
has held its accounts at Ukrinbank since 
2011. Given the middling size of the 
bank and its lack of retail operations, the 
Automobile Roads of Ukraine accounts 
are likely to comprise a major part of its 
business.

Ukraine's State Agency for Roads 
owns 100% of the joint stock company 
Automobile Roads of Ukraine and 
inhabits the same office complex, while 
also owning the Ukrdiprodor planning 
company.

The state agency sidestepped bne 
IntelliNews questions about its 
relations to Ukrinbank by exploiting 
a topographical quirk: The office 
complex is on the intersection of 
Gorkogo and Fizkultury streets with 
separate entries for the state agency 

and the state company. "[Our] address 
is at Fizkultury 3, whereas the nearest 
Ukrinbank branch is at Gorkogo 51," first 
deputy head Evhen Barakh wrote to bne 
Intellinews.

Thus behind the ubiquitous Absolute 
Finance exchange booths ultimately 
stands a wall of public money. The 
sums involved are staggering. The 
State Agency for Roads is set to receive 
UAH3.4bn ($122mn) in budgetary 
funding in 2015, while claiming this is 
only a fraction of the funds that it needs.

Moreover, the State Agency for Roads 
owes over $2bn to foreign lenders 
guaranteed by the government, 
mostly to international development 
lenders such as the European Bank 
for Reconstruction and Development, 

European Investment Bank, and 
International Bank of Reconstruction 
and Development. The debt is part of 
Ukraine's sovereign debt that is currently 
the subject of fraught negotiations 
between Ukraine and its creditors.

While the connections are compelling 
in the Absolute Finance matryoshka, it 
remains unclear who is in overall charge 
today. Considering the scheme was set up 
under the administration of now ousted 
president Yanukovych, it has apparently 
found patrons under the new authorities.

Yatsenyuk appointed new managers 
at the State Agency for Roads after 
assuming office in February 2014. In 
early September, Yatsenyuk announced 
he, Turchinov and Avakov would launch 
their own political party to contest the 
parliamentary elections on October 26 
– and only weeks after its creation, the 
party took first place in the national vote.

According to investigative journalist-
turned-MP Serhiy Leschenko, the overall 

cost of the parliamentary elections for 
the parties may have been as much as 
$1bn. Lacking any provision for state 
funding of election campaigns, political 
parties' need to raise their own financing 
has traditionally allowed oligarchs and 
organised crime to subvert parliament to 
their cause.

Leschenko has proposed legislation on 
state funding for political parties – a 
successful model applied throughout the 
EU – but he tells bne IntelliNews that the 
initiative was blocked by Prime Minister 
Yatsenyuk due to a lack of funds in the 
budget. “But the reason we have no 
money in the budget is precisely because 
of the way our parties are funded,” 
Leschenko argues.  

"Behind the ubiquitous Absolute Finance 
exchange booths ultimately stands a wall  
of public money"

Putin puckers up

Russian President Vladimir Putin buffed up his 
he-man image by adding a new dimension to his 
outdoorsy repertoire: ice hockey.

Putin headed an all-star Russian celebrity team 
that included Russia's richest man and CEO of 
metals giant Norilsk Nickel, Vladimir Potanin, 
Russian defence minister and head of the army, 
Sergei Shoigu, and Belarusian President Alexander 
Lukashenko, in a friendly played in the Russian 
Black Sea resort town of Sochi against retired NHL 
professional players (mostly ethnic Russians). 
The exhibition match was part of the events to 
celebrate the 70th anniversary of the end of World 
War II.

True to form in these types of staged event that 
involve Putin, the 62-year-old president excelled, 
scoring eight goals on his own and leading his 
team to an 18-6 victory. Putin is famous for his 
judo skills, but has only taken up hockey recently 
to promote the sport. Most of his goals came on 
assists; there was no question of NHL stars Pavel 
Bure and Valeri Kamensky not passing to their 
president.

The game came shortly before Russia played a 
competitive match against Canada in the final 
of the International Ice Hockey Federation's World 
Championships, where the national side was 
crushed 6-1. The Russian team was so upset they 
left the ice before the Canadian national anthem 
finished and didn’t participate in the traditional 
post-game celebrations, earning themselves a 
public rebuke from the Federation's authorities for 
breaching etiquette.
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Wiggle room
This rush to cut rates (and the banks 
would like to go even faster) poses a 
number of questions, the first being: 
won't slashing rates send inflation 
shooting back up?

In a statement accompanying the 
last rate cut the CBR said inflation 
was running at 16.5% as of April 27 
and was expected to fall to below 
8% in 12 months' time and to 4% in 
2017. Economists such as Alfa Bank's 
Natalia Orlova and Sberbank's Evgeny 

Gavrilenkov have said that upward 
pressure on inflation caused by the 50% 
devaluation of the ruble in December 
has worked its way through the system 
faster than expected; the spike in 

inflation caused by a sharp devaluation 
usually takes about six months to work 
its way through an economy, but in 
Russia's case inflation is thought to 
have peaked in March instead of April 
or May. That gives the CBR some wiggle 
room for faster-than-usual rate cuts. 
The rate cut was further supported by 
a rally in the ruble vs the dollar and a 
partial recovery of oil prices.

Secondly, the governor of the CBR, 
Elvira Nabiullina, believes inflationary 
pressure is mainly coming from factors 
such as soaring food prices (the price 
of cabbage has tripled) – which are the 
result of agricultural sanctions imposed 
by the Kremlin last year on EU and US 
goods – rather than monetary policy 
decisions, ie. the cause of the current 
inflation is something that the CBR has 
no control over.

The upshot of all this upheaval is 
that the CBR's inflation targeting 
policy has gone out the window as it 
administers a string of cardio-vascular 
rate cut shocks in an attempt to revive 
Russia's moribund economy. "The main 
reason given by the central bank for 
the [April interest rate] cut was 'lower 
inflation risks and persistent risks of 
considerable economy cooling', which 
reinforces the direction of the monetary 
policy taken after the CBR's U-turn in 
January 2015," said Danske Bank in a 
note. "Since then, the central bank is 

Russia's inflation target 
becomes a mirage
Ben Aris in Moscow

In 2007, the Central Bank of Russia 
(CBR) made a definitive change in 
the way it works: it formally dropped 

attempts to manage the exchange 
rate and focused entirely on inflation 
targeting. Today, in the aftermath of 
last year's ruble crisis, the bank has in 
effect been forced to abandon inflation 
targeting.

Russia suffered hyperinflation in the 
1990s (technically defined as inflation 
above 50% a year), and inflation 
remains a highly emotive issue in the 

country. For most of last year inflation 
was put at the top of the lists of regular 
Russians' worries, ahead of the conflict 
in Ukraine, although since the start of 
this year the economy has overtaken 
it as real wages began to fall for the 
first time in more than a decade and 
unemployment started to tick upwards.

However, the CBR lost control of the 
situation in December last year when the 
ruble crashed on the back of tumbling 
oil prices and the regulator was forced 
to hike rates by 6.5 percentage points 
to 17% in one day. The commercial cost 
of capital rocketed to a growth killing 
20-25%. Since then, the CBR has had 
one task: get interest rates down as fast 
as possible, because the economy has 
simply ground to a halt and will stay that 
way until interest rates are back in single 
digits. The CBR surprised analysts with 
a 2pp cut in January, a 1pp cut in March 
and most recently a 1.5pp cut on April 
30, bringing the minimum repo rate to a 
better, but still high, 12.5%.

“The central bank is seriously taking into  
account economic developments rather  
than purely targeting inflation”
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seriously taking into account economic 
developments rather than purely 
targeting inflation."

However, some economists are 
worried and think that inflation is 
going to be harder to defeat than the 
CBR is predicting. "That the current 
inflation spike to 16.9% year-on-year 
is transitory is a view shared by the 
majority of analysts: the effects of 
exchange rate depreciation and the 
import ban will evaporate soon," 
said Alfa bank's Orlova in a note. 
"However, CBR expectations of single-
digit inflation by January 2016 are 
optimistic, in our view, as year-to-date 
inflation had already hit 7.5% by the 
end of the first quarter of 2015 and 
would have to stay at 0.3% month-on-
month for the rest of the year to meet 
that target. We, on the contrary, expect 
inflation at 11% for the full year."

Orlova also pours cold water on the 
CBR's target of 4% inflation in 2017. The 
market consensus is for inflation of 7% 
in 2016 and 6% in 2017.

Part of the problem is Russia's election 
cycle will end up boosting inflation. 
Usually inflation is brought down partly 
by slowing nominal wage growth, but 
Russia goes to the polls to elect a new 
Duma in 2016 and to (presumably) 
reaffirm President Vladimir Putin in 
his job in 2018, and in the past the 
government has dramatically hiked 
both public wages and pensions in the 
run-up to elections. This time round the 
Kremlin will have to spend heavily to 
keep the ruling party of United Russia 
in office; it barely cleared the 50% 
threshold in parliamentray polls in  
2011 and has been losing support 
steadily since then. 

Splashing money about in the public 
sector might stem that slide, since 
about half Russia's population is 
directly or indirectly dependent on 
state wage spending, while state 
social spending accounts for 20% of 
household incomes, according to Alfa 
Bank. This will give all give another 
boost to inflation, burying the central 
bank's target and its pretence of 
targeting it at all.  

Russia’s demography takes sharp turn 
for the worse

Mark Adomanis in Philadelphia

Despite frequently being labelled as a “dying nation”, Russian demography 
has been on the rebound for much of the last decade. After bottoming out in 
1999, the total fertility rate has increased by around 45% while average life 
expectancy has shot up by around five years.

The total result of this growth in fertility and decline in mortality is best 
shown by the following chart, which shows the rate of natural population 
growth per 1,000. “Natural” population growth is a technical demographic 
term for the change in population not attributable to migration: it is the 
number of births minus the number of deaths adjusted for population size. 
Russia’s natural growth rate went from -6.5 per 1,000 (which amounts to a 
loss roughly 800,000 a year) in the early 2000’s to a small positive level of 
0.2 per 1,000 (growth of roughly 20,000) by 2014.

However, over the past several months things have rapidly turned sour. 
After growing for almost all of 2014, the number of births in November and 
December were down sharply. In the first quarter of 2015 births were off 
modestly (0.8%) from their 2014 level. However the death rate was up by 
more than 5%.

The 5% increase in deaths registered from January-March is the worst 
performance in at least a decade. If recent trends hold over the course of 
the entire year, Russia will experience the worst year-over-year change in 
its population trajectory since the 1998-99 debt crisis.

It’s unclear to what extent the crisis in Ukraine is to blame, but based 
on previous Russian experience during the 1990s it seems likely that the 
general atmosphere of instability, uncertainty and stress caused a spike in 
cardiovascular mortality. Rosstat’s most recent data is consistent with this 
hypothesis, showing a 20%(!) increase in deaths from respiratory disease, 
and a 4.6% increase in deaths from diseases of the circulatory system.

Russia Natural Population Change (Per 1,000, 1991-2015*)
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cited on the National Security Bureau’s 
website.

In February, AFP also reported that 
Poland had kicked off a $42bn defence 
upgrade, but sources differ on the 
amount and the source of the cash. 
“The $42bn is a figure cited by AFP – 
according to official statements, the 
outlay on defence modernization by 
2022 is to amount to approximately 
$35bn, although domestic defence 
experts expect the spending at a level 
of approximately $23bn,” one Warsaw-
based defence industry source tells 
bne IntelliNews. “The government has 
revealed little in terms of details on how 
it intends to finance this ambitious plan. 
Already 2% of Polish GDP is spent on 
defence.”

Analysts tell bne IntelliNews that the 
spending programme to 2022 included 
PLN91.5bn set aside for key armament 

the modernisation programme, seeing 
off competition from a consortium of 
France's Thales and European group 
MBDA, as well as Lockheed Martin. 
The contract to supply missile defence 
batteries is worth an estimated $5.6bn. 
At the same time, the Polish government 
announced that it had provisionally 
selected Airbus for a $3bn contract to 
supply helicopters, disappointing other 
bidders Sikorsky and AgustaWestland.

The investment drive has been in 
the works for some time: in June 
2013, then-prime minister Donald 
Tusk announced that Poland would 
spend over €31bn on the technical 
modernisation of its defence forces over 
the following decade. This followed 
Poland’s first National Security 
Strategic Review, which concluded 
the previous year. By October 2013, 
defence magazine Concordia was 
reporting the $42bn figure in an article 

Tender of the century
Andrew MacDowall in Warsaw

Some call it the “tender of the 
century”: Poland’s massive multi-
billion defence modernisation 

programme is taking shape in the face of 
what Poles see as the very real threat of 
Russian expansionism.

Originally reported as a $42bn scheme 
to 2022, the retooling takes in land, sea 
and air equipment. Major international 
players are vying for landmark deals for 
their products, tried and tested or brand-
new. But the Polish government also 
wants to ensure that its spending spree 
benefits and strengthens local players, 
enhancing local defence industry self-
sufficiency and building a national 
champion with the capacity to export 
around the world.

On April 21, Poland announced that 
it would be acquiring Patriot missiles 
manufactured by US defence player 
Raytheon in one of the first tenders of 
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programmes, with PLN16bn to be 
allocated by 2016. Any money not 
spent as planned in a year will be 
returned to a reserve fund for future 
use, ensuring that programmes are not 
scrapped under possible future austerity 
measures.

Push comes to shove
The missile defence and helicopter 
deals are significant not only for the 
substantial sums involved, but also 
due to the technical and political 
issues that lie behind them. Lockheed 
Martin had hoped that the Poland 
contract would allow it to break its 
new medium-extended air defence 
system (Meads) onto the global market, 
in which Raytheon’s Patriot is one of 
the established names. Meads has a 
considerably broader field of coverage 
than Patriot, which famously had mixed 
success during the First Gulf War when 
deployed in Israel and Saudi Arabia. 
However, the US was able to offer the 
loan of a Patriot battery to Poland, as 
well as the increased presence of US 
troops (albeit temporarily, in modest 
numbers) in Poland.

Defence analysts note that reports 
have suggested the choice of Patriot 
may have been political rather than 
military, following suggestions that 
neither it nor the Thales-MBDA system 
met the Polish Armament Inspectorate 
(AI) requirements. Poland has tended 
to prefer US to European suppliers in 
the post-Cold War era, partly because 
Washington is seen as the country’s 
most reliable and powerful ally. “Poland 
has been a traditional supporter of US 
policies. Likely its politicians are feeling 
the heat from the US and seeing media 
reports of a positive public reaction to 
the presence of US troops in Poland – 
the Dragoon Ride exercise,” the defence 
sector source says. “So US efforts are 
effective and built up Raytheon’s bid. 
[There is] massive diplomatic pressure 
being applied openly by the US – the 
ambassador supports the Raytheon bid 
– and European producers who have 
unofficially hinted that the [European 
Commission] may look into Polish 
defence procurement on grounds of 
non-competitive tenders if it went 
to the US.” Another defence source 

The retooling includes investment in 
armoured equipment “perceived by 
some European states as a hulking, 
overpriced holdover from a bygone 
era,” says one analyst, including 
tanks and armoured vehicles that will 
render Poland’s “the heaviest in either 
Central or Western Europe”. Poland’s 
geography makes this central to the 
country’s defence strategy.

Second, Poland is accelerating its 
PLN10bn naval modernisation 
programme, which runs to 2030. The 
navy is in urgent need of upgrading; 
17 of its 41 vessels are due to be 
decommissioned by 2022. Third, 
strengthening the most modern section 
of the armed forces, the air force. This 
includes the concluded helicopter 
tender, as well as sourcing new attack 
helicopters to replace the Russian-made 
Mi-24s currently in service. Fourth, 
the government aims to overhaul the 
local defence industry, which “could 
play the role of a vital linchpin in the 
modernisation effort”, says Matraszek. 
This involves the consolidation and 
modernisation of the fragmented state-
owned arms manufacturing sector.

It’s a substantial shopping list: as 
the first source says, “very large 
procurement programme: big prizes”.

The next purchasing round should 
include 77 Poprad unmanned aerial 
vehicles (UAVs) and the Orka submarine 
programme. The latter will see up 

to three submarines equipped with 
tactical missiles; the first and second 
will be delivered by 2022, the third 
by 2030. Also on the list for the army 
are 128 new Leopard tanks (as well 
as the modernisation of 128 Leopards 
already operational), as well as mortars, 
armoured vehicles, and light and heavy 
artillery. The navy is seeking three mine 
destroyers, three coastal defence vessels 
and three patrol vessels with mine-
destroying capability, while the forces 

confirms that US lobbying had been 
intense.

The first source adds that the US had 
hoped to “come from behind” and 
win the helicopter tender as well. 
Again, there are politics at play. The 
US bidder was Sikorsky, part of United 
Technologies Corporation, while 
AgustaWestland, owned by Italy's 
Finmeccanica, was also a bidder. Both 
have factories in Poland. But Airbus and 
its Caracal EC725 may have been chosen 
partly on the strength of its promise to 
“polonise” production, assembling the 
helicopters and their engines in Poland, 
providing substantial technology 
transfer and a boost to employment. 
Airbus has said that Poland could have 
“fifth country” status, joining France, 
Germany, Spain and the UK. There 
have also been suggestions that France-
based Airbus may have been favoured 
following Paris’s decision to freeze the 
construction of two warships for Russia.

But technical considerations were 
undoubtedly a major factor, with Airbus 
offering a single platform, armed model, 
while AgustaWestland’s offer was 
unarmed, and Sikorsky had two separate 
platforms. Furthermore, Poland has its 
eye on longer-term European military 
cooperation, in which interoperability 
will be advantageous.

Senior defence consultant Marek 
Matraszek, of CEC Government 
Relations, tells bne IntelliNews that 

Poland’s modernisation programme 
amounts to a multi-faceted overhaul of 
the armed forces and the defence sector 
comprising four pillars.

First and most obviously, strengthening 
the forces themselves, with a focus 
on heavy weaponry suitable both 
for territorial defence – a pressing 
concern for Poland to an extent that 
Western Europeans often find hard 
to fathom – and expeditionary tasks. 

“Very large procurement programme:  
big prizes”
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will also bolster their airlift capacity – 
important for overseas deployments.

Polonisation
Coverage has focused on the big foreign 
players descending on Poland to 
compete for large contracts. But again, 
this is far from the whole picture. “The 
chief theme of the modernisation plan 
is ‘polonisation’ or, through foreign 
help, having [the Polish defence 
sector] participate in armed forces 
modernisation contracts to bring it up 
to 21st century standards,” says the first 
source.

One of the big winners is Huta Stalowa 
Wola (HSW), a majority state-
owned company. HSW is supplying 
the army with equipment including 

its Homar rocket-launcher system, 
KRAB howitzers, as well as its Rak 
mobile automatic mortars. These 
operate on the chassis of the Rosomak 
armoured vehicle, which another state 
arms company, Wojskowe Zaklady 

Mechaniczne, makes under licence 
from Finland’s Patria. The relationship 
with Patria is one of the most successful 
examples of 'polonisation'. “The 
Rosomak is without question one of the 
best vehicles in its class,” Christopher 
Kline, executive vice-president of 
Hawkwood, an international strategic 
advisory group, tells bne IntelliNews. 
“The Poles shopped very carefully, and 
chose what they felt was really the best-
proven advanced system on the market, 
and struck a deal with Patria for it to be 
produced, improved and modified in 
Poland itself. It absolutely fits in with the 
Polish perspective of self-sufficiency.”

Kline says that the Polish armaments 
sector is delivering both quality and 
value, whether manufacturing under 

licence, adapting existing designs, or 
producing original weaponry. Examples 
include the MSBS rifle made by the 
Łucznik arms works in Radom, a robust 
assault rifle. “The Polish army and 
particularly special ops have seen a 

lot of action [in Iraq and Afghanistan] 
and have been able to bring back a lot 
of experience in a way that shapes the 
Polish arms industry,” says Kline. “The 
Ministry of Defence deserves respect 
for listening to soldiers and putting 
that feedback from the field into the 
industry.”

The Leopard tank project involves 
Zakłady Mechaniczne Bumar-Lobed. 
And the first source highlights Mesko, 
a rocket technology producer, and 
Pit-Radwar, a radar company, as two 
examples of Polish state-owned arms 
companies that have carved out niches. 
However, overall the source strikes a 
more sceptical note. “Through very 
substantial spending Poland stands to 
receive not only the technical knowhow 
to produce modern armaments, but also 
the IT needed to ensure full control of 
modern systems,” he says. “However, it 
is an open question if Polish firms will 
be able to fully absorb and benefit from 
the source codes – we’re talking about 
a generational leap and high risk, and it 
may appear simpler and less risky to buy 
off the shelf rather than tinker with the 
equipment.”

He describes the Polish defence industry 
as possibly “the last example of the 
Communist business model in Poland 

“The Ministry of Defence deserves respect  
for listening to soldiers”
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Henry Kirby in London

Panellists on a bne IntelliNews debate were hesitant to label Poland’s post-
Soviet transition a complete success, but agreed that impressive progress 
has been made, albeit with scope for improvement.

“After the fall of the Berlin Wall, developments that should have taken 
decades were crunched into just a few tumultuous years, and nowhere more 
so than in Poland,” said bne IntelliNews’ editor-at-large, Liam Halligan, who 
chaired the event. “Since Francis Fukuyama’s assertion that the fall of the 
Soviet Union marked the ‘End of History’, the Polish economy has doubled in 
size from 32% to 60% of the Western European average per capita income.”

The event, entitled “Poland: A Successful Transition?” – held at London’s 
Covent Garden Hotel on May 5 – brought together panellists from the 
professional and diplomatic sectors with the aim of dissecting the political 
and economic future of the EU’s eighth largest economy.

Solicitor and board member of the Polish City Club, Katarzyna Boguslawska, 
explained the difficulty that Poles had adapting to a free market economy 
after nearly half a century of Soviet rule. “We lived in the relative safety net 
of a state-run government and state-run businesses. Lots of people did find 
the transition difficult,” she admitted.

Despite the impressive macroeconomic figures that Poland boasts, 
demographic problems such as a shrinking population and low birth rate, 
together with an unsustainable model of cheap credit mean that the journey 
for Poland is far from complete, as former UK Ambassador to Warsaw 
Charles Crawford noted. “Many would say it [Poland’s post-Soviet transition] 
is not a success. Soviet war memorials in every town, a massive rise in debt, 
12% unemployment despite 3mn emigrants, and a continuing brain drain,” 
said Crawford, though added that demographics aside, Poland’s growth 
numbers are impressive by any standards. “Poland’s economy in the grand 
scheme is not huge. It is roughly a third of the size of Spain’s, but that’s 
got nothing to do with Poland – it’s the cost of communism. If you have 2% 
growth over 50-60 years, you’re going to be much richer than if you have 
2-3% growth over 20 years – but Poland is catching up.”

Current Polish Ambassador to the UK, Witold Sobkow, conceded that the 
brain drain is a problem, yet he pointed out that much of Poland’s talent is 
staying at home, or now returning. “We still have a lot of young and well-
qualified people willing to work in Poland and many of those who leave come 
back and invest in Poland – not just in monetary terms, but also with skills 
and managerial ability. Many have come back, but not as many as we would 
like,” Sobkow said.

Panellists agreed that procedural reforms are key if Poland is to develop 
further, with both Crawford and Boguslawska citing complex bureaucratic 
red tape, which can hinder business. “Even simple, fee-based agreements 
in Poland will require a three-page contract,” said Crawford, attributing the 
heavy red tape to “communist legacy instincts,” whereby “many Poles just 
don’t trust people”.

Poland’s transition is not over yet
– protected because of its strategic 
importance and non-competitive in 
international markets”.

The Polish ministries of defence and 
treasury (the latter overseeing state 
enterprises) are trying to remedy this 
by sector consolidation. In 2014, the 
government founded Polska Grupa 
Zbrojeniowa (PGZ), a holding company 
bringing together 30 state-owned 
companies with total turnover of 
PLN5bn and 19,000 employees.

The self-sufficiency drive entails not 
only local production, but Polish 
ownership of source codes for 
equipment operation. The US has 
traditionally not provided source codes 
to end-users, which is another reason 
that procurement may have started to 
tilt towards Europe. While the Polish 
Air Force is happy with the 48 Lockheed 
Martin F-16s delivered from 2006, 
defence sources and Kline highlight 
Poland’s disappointment with offset 
programmes around the procurement, 
especially the lack of technology 
transfer and the US control over black 
box systems. One source called it a 
“fiasco”.

Poland’s wariness was sharpened by 
events in the 2008 war between Russia 
and Georgia, when Israel reportedly 
traded source codes for Israeli-made 
Georgian UAVs for Russian source codes 
on equipment sold to Iran. “These sorts 
of issues over sovereignty are very real, 
and almost harder on a political level 
than they are on a technical level,” says 
Kline. “The Polish Armed Forces may 
be happy to go for a piece of kit, but the 
Ministry of Defence wants to be sure 
they own it and can explain they own it.”

Poland has earned the nickname 
“European India” in some quarters 
because of its slow decision-making 
process in defence procurement. Heavy 
diplomatic pressure from certain 
quarters also complicates the picture. 
But its massive military overhaul is 
grinding forwards nonetheless. The 
visceral sense of threat from Russia has 
cemented political consensus behind 
the spending programme, at least from 
Poland’s two main parties.  
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Slovakia’s Meciar 
complex
Robert Anderson in Bratislava

Ever since Robert Fico superseded 
Vladimir Meciar to become the 
main Slovak opposition leader 

a decade ago, the country’s fissiparous 
centre-right parties have ganged up to 
try to keep Fico's Smer party from power, 
in the same way as they had successfully 
blocked Meciar’s HZDS after 1998.

Following the 2006 election, the centre-
right rejected a coalition with Smer, 
pushing Fico to link-up with the HZDS 
and the Slovak National Party (SNS). 
Despite a very generous offer, the 
Christian Democrats (KDH) spurned him 
again in 2010. Instead, the centre-right 
cobbled together an unstable four-party 
coalition that collapsed less than a year 
and a half later, enabling Fico to win a 
landslide at the 2012 election and form a 
single-party government. 

Now the centre-right parties, and 
Bratislava’s largely rightwing media, 
are in danger of repeating the same 
mistake after the March 2016 election 

and forming a Lilliputian alliance to 
bring Prime Minister Fico down. A 
recent scandal around the construction 
company Vahostav-SK has given them 
renewed hope. 

Yet such a government would not only 
be fractious but it would also lack 

legitimacy, because this time round Smer 
is polling more than three times as much 
as the KDH, the largest opposition party. 
So why is it even being considered?

Absolutist battle
The shunning of Fico is partly a tactical 
response to a desperate plight. Fico is so 
dominant, and the opposition so divided, 
that the centre-right parties have to both 
compete with each other to show how 
much they detest the PM, while at the 

same time talking up the possibility of a 
broad alliance against him.

But it goes deeper than that. The 
opposition appears to believe they are 
carrying on the same absolutist battle 
as when they faced the Communist 
regime or Meciar’s semi-authoritarian 
government, whose thuggish misrule 
delayed Slovakia’s Nato membership 
and EU accession negotiations. This 
misconception betrays a nervousness 
over whether Slovakia’s place in the 
Western club is yet secure.

The fact that Fico was a young 
Communist and that he formed a 
government with Meciar in 2006 are key 
exhibits in this prosecution case. Fico’s 
appeasement of Russia, his populist-
nationalist rhetoric, and his tight control 
of Smer and the government machinery 
flesh out this argument. “They need an 
enemy,” says a Slovak diplomat. “They try 
to create from Robert Fico a new Meciar.”

But Fico is not a “young Meciar” and 
treating him as such stunts Slovak 
political development. None of the 
charges against him amount to a reason 
to shun him.

The fact that his first government of 
2006-10 included unsavoury coalition 
partners was partly the fault of the oppo-
sition. Fico reportedly only rushed into 
a deal with Meciar when he heard that 
then prime minister Mikulas Dzurinda 
was trying to stay in power with HZDS 
support. The coalition they formed was 

corrupt, but less so than its predecessors, 
judging by the Gorilla scandal that later 
destroyed Dzurinda’s SDKU.  

In terms of foreign policy, despite 
populist noises on issues such as Russian 
sanctions, Fico has always followed a 
similar pro-EU and Atlantacist line as his 
centre-right predecessors.

At home, the avowedly leftwing premier 
has tried to reverse some of the centre-

“They need an enemy, so they try to create from 
Robert Fico a new Meciar”

Vladimir Meciar
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right’s liberalisation and privatisation 
steps, particularly in the energy sector, 
and he has strengthened the welfare 
state. But Finance Minister Peter Kazimir 
has also cut the fiscal deficit and backed 
Germany over Greece’s attempt to cut 
its debt burden. “Smer has killed the 
rightwing charge that it couldn’t manage 
the public finances,” says the diplomat.

Overall, Smer wears its ideology very 
lightly and has usually pursued a 
pragmatic and populist course. The 
centre-right deplores the fact that 
Slovakia is no longer seen as a reform 
‘tiger’. “Smer has nothing that would 

make them a credible partner for the 
transformation of the state,” says 
Miroslav Beblavy of the new Siet party. 
But that begs the question whether the 
country needs urgent radical reform and 
the direction of that reform. 

The antipathy towards Fico is more 
about his style than his substance. 
His arrogance towards the (largely 
hostile) press, and his brutality towards 
political opponents make him eminently 
dislikeable. His recent attempt to blame 
KDH leader Jan Figel for the Vahostav-
SK scandal and sack him as deputy 
speaker is just the kind of power play 
that could have been designed to unite 
the opposition against him.

Political opponents fear joining up with 
Smer because it is a formidable political 
machine that has a record of chewing 
up and spitting out coalition partners. 
After the first Fico government, the 
HZDS was wiped out and the SNS lost 
half its seats, and Smer took over many 
of their voters (to the benefit of Slovak 
democracy).

Yet at the moment a stable government 
without Smer looks unlikely. Despite 
losing the presidential election last 
spring and a rash of small corruption 
scandals this year, Fico and his Smer 

party garnered a massive 35% in a Focus 
poll in late April. This was down 9 points 
from the general election, but almost 
as much as the four biggest opposition 
parties put together.

With an improving economy allowing 
space for more welfare hikes – the 
central bank expects growth to 
accelerate to 3.8% next year – the March 
election will still be Fico’s to lose.

Big dilemma
At the moment Smer looks likely to be 
in the strong position of needing only 
the SNS or KDH (or another centre-

right party) to hold a majority. For the 
KDH in particular this will pose a “big 
dilemma”, says Grigorij Meseznikov, 
chairman of the Institute for Public 
Affairs think-tank.

If KDH shuns Smer for a third time 
and chooses the purity of opposition, 
Fico would probably form a coalition 
with the rabidly anti-Hungarian Slovak 
Nationalists again – an outcome that no 
one wants. If the KDH instead tries to 
form a coalition of four or more parties, 
two of which are new and untested, it 
risks repeating the fiasco of 2010-12.

The brave choice – but one that looks 
unlikely to be taken – would be to form 
a coalition with Smer and try to temper 
the government from within. With Fico 
looking increasingly jaded after 15 years 
leading his party, this might also pave 
the way for him to step down and for 
his party to undertake a much-needed 
process of renewal.

Since independence in 1993, Slovak 
politics has revolved around the 
confrontation with Meciar for its first 
decade, and the stand-off against Fico 
for the second. Only if Smer is brought 
in from the cold will Slovakia finally 
break this dismal pattern and move on to 
a new politics.  

“Smer has nothing that would make them  
a credible partner for the transformation  
of the state”

Not Russia 2018

Ahead of the July 25 qualifying draw for the 2018 
World Cup in Russia, the inevitable calls for 
moving the tournament have already started, with 
Poland being the first in line. 

Zbigniew Boniek, the former Polish footballer 
who is now chairman of his country’s football 
association, in May called for Russia to be 
stripped of the 2018 World Cup because of its 
involvement in Ukraine’s civil war. “'When Russia 
was awarded the 2018 World Cup it was an 
acceptable decision, but from today's perspective 
hosting the World Cup in a country like Russia, 
which is waging a war openly and has raided 
another state, is a catastrophic mistake,” he told 
the daily Gazeta Wyborcza.

Boniek, who played at Juventus alongside Michel 
Platini, the president of European football’s 
governing body Uefa, is the first national 
association chief to call for such action, though 
other politicians, including Britain's new sports 
minister Tracey Crouch, said removing the World 
Cup should be used as a sanction against Russia.

None of this will cut much ice with football’s 
hopelessly corrupt and pusillanimous international 
body Fifa. Its controversial chief, Sepp Blatter, 
in April said on a visit to host venue Sochi that 
politicians unhappy with Russia hosting the 2018 
World Cup should “stay at home”.



38  I Central Europe bne  June 2015

should see the country struggle to 
keep pace as the European recovery 
continues. 

Indeed, the state has been keeping the 
economy afloat over the past couple 
of years, replacing dwindling bank 
lending via the central bank and leading 
investment. That economic Potemkin 
village was seen crumbling this year as 
the state's efforts, and the EU financing 
underpinning them, ebbs away. A sharp 
slowdown was widely predicted for 
Hungary. The European Commission 
forecast in February that Hungary’s 
2015 GDP growth would slow to just 
2.4%, with a further fall to 1.9% next 
year. The views of other international 
institutions were in similar territory.

Is Hungary's Potemkin 
village showing solid 
foundations?
Tim Gosling in Prague

Hungary's combative prime 
minister, Viktor Orban, has 
infuriated the EU and investors 

with his “unorthodox” economic policy 
since returning to office in 2010. For his 
critics, this is the year that it's all meant 
to catch up with the Fidesz government 
as the state-driven momentum in the 
economy runs out of steam. The signs so 
far suggest otherwise.

With the Eurozone finally perking up, 
the region looks like it's on the way 
towards a sustained recovery from the 
crisis. Growth in 2014 was generally 
healthy, if subdued, around the Visegrad 
countries, but Hungary was a standout 
performer, leading the pack with 
economic expansion of 3.6%.

Yet the chickens will still come home to 
roost, most analysts were still insisting 
late last year. Orban's rough treatment 
of the mostly foreign-owned banks 
and high special taxes on other sectors 

Yet Hungary ignored the script in the 
first quarter of 2015. Following hugely 
impressive industrial production and 
retail sales, growth in the first three 
months of the year came in at 3.4%. By 
the time that data was released on May 
13, the finance ministry had already 
raised its estimate for the full year by 
0.6 percentage points to 3.1%. Brussels 
pushed its outlook to 2.8% in early May.

Bank analysts are busy following suit. 
Noting “positive surprises”, Eszter 
Gargyan at Citibank says she's just raised 
her 2015 economic growth forecast 
to 2.9%. And Anders Svendson of 
Nordea says, “I've been surprised by the 
momentum of the economy and don't 
really see it decreasing significantly in 
the short term.”

Investors appear equally surprised. 
The Budapest Stock Exchange's main 
BUX index hit a four-year high in April, 
having risen close to 40% since the start 
of the year.

Luck of the Hungarian
Can the momentum last? That probably 
depends on how much it's part of a well-
calculated plan; or alternatively, how 
long Orban's luck can hold out. Yet as 
one cliché from the PM's favourite sport 
goes: it's better to be a lucky football 
manager than a good one. Gyozo 
Eppich at OTP Bank dryly notes that, 
“policymaking is 'good' when economic 
performance is good.”

The Hungarian PM's good fortune has 
been remarkable at times. In January, 
the Swiss National Bank removed its 
cap on the Swiss franc against the euro, 
causing the franc to soar and sending 
banks and borrowers holding Swiss franc 
mortgages across the region into a panic. 
Hungary would have been hit hardest of 
all, except for the fact that just a month 
earlier the government had finally forced 
the banks to convert all forex loans to 
forint, at huge cost to the lenders.

“I've been surprised by the momentum of the 
economy and don't really see it decreasing 
significantly in the short term”
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Eliminating that risk for Hungarian 
households was of course a driver for 
Budapest's long and vicious fight with 
the banks over the issue. However, Orban 
was so busy driving the populist angle, 
and ridding the central bank of the 
constraint that Swiss franc mortgages 
put on monetary policy, that it took years 
to complete the job – and he only just 
ducked under the unexpected deadline.

Fate seems to be smiling on Hungary 
again, just as fading EU funding limits 
the government's ability to support the 
economy. The recovery in the Eurozone 
– Hungary's vital export market – low 
oil prices and quantitative easing are 
all helping the economy. The European 
Central Bank's huge bond buying 
programme has not only pumped up 
confidence, but also the forint, allowing 
the Magyar Nemzeti Bank to return 
to monetary easing. “He's been lucky 
with the external environment,” says 
Gargyan. “But Hungary has paid a huge 
price through the crisis due to financial 
deleveraging.”

That adds another perspective on the 
current pace of growth. Vladimir Vano at 
Sberbank Europe notes the low base on 
which it stands. “The economic malaise 
in Hungary started in 2006, ahead of 
global turbulences,” he points out, and 
the climb to recovery is still ongoing. 
That means it will be harder to maintain 
the pace as the effect fades.

Indeed, the domestic consumption 
driving growth currently includes pent-
up demand, say analysts. An improved 
labour market and low inflation helped 
retail sales hit their highest levels in over 
a decade in the first quarter of the year.

Eppich notes that the state's action on 
the forex loans issue – which on top of 
lowered monthly loan payments saw 
lenders forced to compensate borrowers 
for charges ruled as unfair – has seen 
the equivalent of 1.5% of GDP returned 
to households. Consumption is set to 
grow at 3% this year, suggests the OTP 
analyst.

The need for deleveraging was set before 
Orban started his second term in office 
in 2010, and the Fidesz government has 

undeniably improved the country's fiscal 
indicators, although state debt remains 
relatively high. Yet unlike the Baltic 
states, whose harsh austerity measures 
to pull their economies out of the crisis 
are praised by some and decried by 
others for the pain inflicted on the 
population, Hungary made the banks 
and foreign investors pay.

Suspicious minds
That is the potential Achilles’ heel 
of the recovery. Hungary will need 
the return of private investment, and 
especially bank lending, to sustain the 
economic momentum, and that's far 
from certain.

Battered by government policy, the 
banks cut their lending from 75% of 
GDP in 2009 to just 53% last year, says 
Gargyan. Having taken on the role of 
the economy's main lender in 2013, the 
central bank will have pumped over 
HUF2 trillion into cheap credit for small 
businesses by the end of this year. But 
the central bank can't keep up that pace.

As soon as it forced the forex loan 
conversion, the government turned 
to trying to solve the issue of falling 
lending. It has promised to reduce the 
tax burden on the banking sector and to 

free up business conditions. However, 
many remain wary.

Moody's Investors Service and the other 
big rating agencies – whom Hungary 
is desperate to convince it deserves a 
return to investment grade after they 
cast it into junk status in 2012 – have 
expressed scepticism it will follow 
through on its promises. That suspicion 
wasn’t helped by the government 
announcing in early April that the 
banks would have to cover around €1bn 
in losses stemming from a brokerage 
scandal. Orban has also suggested 
the reduction in the levy could be 
conditional on an increase in lending.

However, there is an insurance policy 
of sorts. Hungary has bought three 
major banks in the past few months, 
meaning it now has skin in the game. 
“The role of the government in the 
bank sector makes a huge difference,” 
suggests Eppich. “I think that ensures 
the government is serious.”

However, it will be hard to win trust 
back. “I seriously doubt that any foreign 
bank will look towards Hungary for as 
long as the current government remains 
in place,” says Svendson.

The risk, then, is that despite the 
strength of the economy right now, 
the fundamental damage from Orban's 
policies has only been kicked down 
the road. “My major concerns are not 
with the economy in the near term, 
but in the medium to longer term,” the 
Nordea analyst says. “Markets are way 
too complacent at the moment. I see a 
major risk that the current government 
will cross that invisible line and really 
rattle them.”

With the headline data pushing 
onwards and upwards at the moment, 
then, investors may do well to watch 
the background closely. A trend of 
weak foreign direct investment (FDI) 

over a longer period would be an issue. 
“Foreign investors are very cautious,” 
notes Gargyan, “and it will take time to 
rebuild confidence. That will be seen 
in differences in FDI between Hungary 
and others in the region.”

“If some of the big Austrian banks take 
out capital, that would be bad news,” 
Svendson notes.

One potential warning on that 
front was delivered in late April, 
when Raiffeisen International Bank 
announced it would significantly 
reduce its retail banking operations in 
the country.  

“My major concerns are not with the economy in 
the near term, but in the medium to longer term”
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The Scottish connection
Graham Stack in Berlin

Scotland's bid to become an 
investment hub for Emerging 
European markets has backfired 

after it attracted a number of shell 
companies that have funnelled the cash 
equivalent of at least a tenth of Moldova's 
entire economy out of the tiny country.

Moldova is in the midst of a financial 
crisis and recently arrested the 28-year-
old businessman Ilan Shor over a scandal 
that saw over $1bn transferred out of 
the country through a series of fake 
loans. The government hired high-
powered corporate investigators Kroll to 
investigate the fraud at three Moldovan 
banks involved, which for the first 
time highlights the use of Scottish shell 
companies in the sophisticated money-
laundering schemes employed by the 
fraudsters to wash their ill gotten gains.

The Kroll report points the finger at 
Russian-Israeli businessman Shor and 
highlights the extensive role of Scottish 
shell companies in the scheme. Shell 
companies named in the report also 
have links to a series of previous massive 
Moldovan bank frauds, suggesting that 
well-placed Moldovan insiders, who have 
been robbing the country for a decade, 
may in fact have directed the latest and 
largest scam.

According to Kroll, Scottish-registered 
shell companies – owned in turn by 
offshore companies and mostly with straw 
men as directors – were used alongside 
Latvian banks and Russian structures 
to siphon off around $1bn from three 
Moldovan banks for the benefit of Shor in 
late 2014. As of the end of 2014, the three 
banks – Banca Sociala, Banca de Economii 
and Unibank – had a combined loan 
exposure of almost MDL18mn (€897mn), 

more than 10% of Moldova’s GDP, but had 
offered no collateral on the loans, and the 
money is now feared lost.

Shor himself is the son man of a formerly 
prominent Moldovan businessman 
and enjoys the high life in Moscow. 
He famously hired out the parliament 
buildings for his wedding to his well 
known Russian pop star wife Jasmine 
Shor. He was arrested in Moldova on 
May 6 and placed under house arrest for 
30 days on fraud charges.

Moldova has built up a reputation for 
being a banking black hole and was 
implicated in money laundering schemes 
during investigations following the 
Cyprus banking crisis in 2012-2013, 
which found the Moldovan banking 
sector has close ties with Russia and is 
routinely used to funnel money from 
Moscow to offshore accounts in the 
EU member Cyprus. Latvia is another 
EU member that is frequently used in 

Russian money laundering schemes. 
Moldova has suffered from a series of 
massive banking frauds in the last two 
decades, eliciting a warning from the 
European Bank for Reconstruction and 
Development (EBRD) on one occasion 
for "suspicious transactions," that no-one 
is alleging had anything to do with Shor.

Rare Scottish shells
The latest $1bn scam attributed to Shor 
shares many features with these previous 
frauds, raising questions as to whether 

“I don’t recall ever seeing a UK shell company 
registered in Scotland”

Ilan Shor
Photo: youtube.com
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Shor was really the main beneficiary. 
What is unusual is Kroll's revelation of 
the extensive use of shell firms registered 
in Scotland for the first time.

While shell firms registered in England 
and Wales are a frequent occurrence in 
international money-laundering cases, 
especially with an Eastern European 
connection, Scottish shell companies 
are rare, because Scotland is a separate 
jurisdiction with its own Roman law 
based legal system. “I don’t recall ever 
seeing a UK shell company registered in 
Scotland,” says UK investigator Andrew 
Bousfeld, co-author of a study of UK shell 
companies and money laundering.

Experts from anti-corruption NGO Global 
Witness, one of the main campaigners 
against UK shell companies, concurred 
that Scottish shells are very rare. 
According to Luca Cerioni, lecturer in 
tax law at Edinburgh University, this is 
because of the different legal traditions 
regarding partnership law and liability.

But there has been a proliferation in 
the use of Scottish shell companies 
at a few select addresses, bizarrely 
almost entirely involving another 
small country at the opposite corner of 
Europe: Moldova. A total of eight shell 
companies named in the Kroll report 
as vehicles for money laundering are 
registered in Scotland’s stately capital of 
Edinburgh, and four in the picturesque 
Highland town of Inverness.

The Plahotniuc connection
The first instance of a Moldovan 
shell company presence in Scotland 
appears to have been the directorship 
of the very well-connected Moldovan 
businessman Calin Corjan in a company 
at the Edinburgh address 39-43 Duke 
Street, which was incorporated in 2011. 
The 39-43 Duke Street addresses are 
the offices of a local company service 
provider Axiono, which also has offices 
at 71 Brunswick Street.

A series of hostile takeovers of banks 
in Moldova in 2011-2012 then seems 
to have pioneered the mass use of a 
number of Scottish companies, alongside 
the ‘traditional’ shell companies from 
England.

Iulian Ernst in Bucharest

Romanian Deputy Prime Minister and Minister of Regional Development 
Liviu Dragnea resigned on May 15 after the country’s highest court found 
him guilty of voter manipulation during the July 2012 referendum. Dragnea 
is the second Romanian minister to be forced out in the last two months, 
after former finance minister Darius Valcov resigned in March following the 
launch of a corruption probe – a further sign that Romania has stepped up its 
anti-corruption efforts.

The High Court of Cassation and Justice (ICCJ) issued a one-year suspended 
sentence for Dragnea, who is also the executive president of the ruling 
Social Democratic Party (PSD). Dragnea has the right to appeal against 
the sentence, as does Romania’s anti-corruption prosecutor, the National 
Anticorruption Directorate (DNA), which may ask for a tougher sentence.

Following the ruling, Dragnea said he had submitted his resignation from 
the cabinet and would also stand down from his influential position within 
the PSD. However, at a joint press conference with Prime Minister Victor 
Ponta, Dragnea added that he considered himself to be innocent. Ponta told 
journalists that the court ruling was “a symbolic decision”, and added that 
the party’s response to the situation would be announced on May 18.

The court ruled that Dragnea had used illegal measures in an attempt to 
push up the turnout in a July 29, 2012 referendum initiated by the PSD in 
an attempt to impeach Romania’s then president Traian Basescu. Although 
87.5% of those who voted in the referendum backed Basescu’s impeachment, 
the turnout was below the 50% threshold required for the vote to be valid.

At the time of the referendum, Dragnea was secretary general of the PSD 
and head of the local administration in Teleorman county. He was accused by 
the DNA of coordinating a countrywide team of agents to directly influence 
voters, as well as operating a sophisticated telecommunications system to 
collect data on turnout in real time. While the use of the electronic system 
was not illegal in itself, its purpose breached the law. Dragnea and 74 others 
were indicted in October 2013.

Romanian anti-corruption prosecutors have stepped up their efforts in recent 
years, bringing cases against a growing number of senior politicians and 
government officials. The DNA reported a record year in 2014 in terms of 
indictments, convictions in investigated cases, and investigations into high-
level public officials.

In addition to Valcov, other influential politicians to come under investigation 
recently include former presidential candidate Elena Udrea, a close ally of 
Basescu, and the former minister for large projects, Dan Sova.

The European Commission commended Bucharest’s progress in its latest 
Co-operation and Verification Mechanism (CVM) report issued in January, 
although it criticised the parliament, which has several times voted to block 
investigations into ministers and parliament members.

Romania steps up anti-corruption campaign
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Edinburgh firms Victoria Invest Limited, 
Financial Investments Corporation 
Limited, and Maxpower Invest Limited 
were all named in connection with the 
alleged expropriation and subsequent 
transfer of stakes in Moldova’s 
banks, with some of the expropriated 
shareholders bringing a court case in 
London.

A bne IntelliNews investigation of the 
2011-2012 ‘bank raids’ cited a lawyer for 
the expropriated shareholders as saying 
that Suntiger ordered the incorporation 
of the UK shell firms, both in England 
and in Scotland.

According to documents produced by 
a London high court disclosure order, 
seen by bne IntelliNews, Maxpower 
Invest Limited was registered at the 41 
Duke Street, Edinburgh address, while 
Financial Investments Corporation 
Limited was registered at the 71 
Brunswick Street address. The nominee 
shareholder in Maxpower Invest 
was listed in the documents with an 
Edinburgh address at 18/2 Royston 
Mains Street.

A court disclosure order in 2012 
revealed that the beneficiary owner 
of both Financial Investments and 
Maxpower Invest was Vlad Plahotniuc, 
Moldova’s richest man and at the 
time deputy first speaker of Moldova’s 
unicameral parliament. Bank shares 
expropriated in Moldova by dubious 
court decisions had been allegedly 
parked with these companies, according 
to the plaintiffs. Plahotniuc told 
bne IntelliNews at the time that the 
documents had been forged.

Notably, these very same Scottish 
addresses feature in the latest massive 
Moldovan bank money-laundering 
case, as analysed by Kroll. Thus one of 
the Scottish shell companies involved, 
Manitoba Management Limited, 
was registered at the 41 Duke Street 
address; another two companies, Dixon 
Corporation and Ayden Management 
Limited, were registered at 69 
Brunswick Street and 71 Brunswick 
Street, respectively. Two other firms 
named in the Kroll report, Fortuna 
Limited and Novland Limited, were 

registered at the 18/2 Royston Mains 
Street address.

The Platon connection
The very same Edinburgh addresses 
featured in an even bigger money-
laundering scheme operating from 
2010-2014, whereby $20bn in dirty 
Russian money was moved via Moldova 
to Latvia, as described in 2014 by the 
Organised Crime and Corruption 
Reporting Project (OCCRP).

One of the companies featured in 
the OCCRP investigation, Westburn 
Enterprises, was likewise registered 
at 71 Brunswick Street in Edinburgh. 
Half a billion dollars was moved from 
Russia companies to Westburn accounts 
at Latvia’s Trasta Kommercbanka, 
according to the OCCRP investigation, 
after Moldovan courts ordered the 
Russian companies to come good on  
a loan guarantee. The funds were  
then moved through a Moldovan  
bank, Moldincombank, owned by  
the controversial businessman, 
Veaceslav Platon.

A second company featuring in 
documents accompanying the OCCRP 
investigation, Roslin Enteprises, 
was registered at the 41 Duke Street 
address, while a third, Caldon Holdings 
Limited, was registered at 69 Brunswick 
Street.

The same three Scottish shells – 
Westburn Ventures, Roslin Enterprises 
and Caldon Holdings – featuring in the 
OCCRP investigation have likewise been 
involved in similar schemes in which 
funds were siphoned from Ukraine and 
Moldova’s energy sector using Moldovan 
court decisions.

These schemes are documented 
in Ukraine’s database of litigation, 
linking the Scottish shell companies 
to machinations on the part of well-
connected Moldovan insiders.

Thus Westburn Ventures was part 
of a scheme in which $30mn was 
siphoned from Ukrainian company 
TOV Energoalliance - a supplier of 
equipment to Ukraine’s state power 
generation company in 2009-2012 - by 

a combination of loans and guarantees 
enforced by Moldovan courts. Ukraine’s 
state-owned Cherkass chemicals 
plant also placed millions of dollars 
in orders for materials with Scottish 
shells Caldon Holdings and Roslin 
Enterprises, according to Ukrainian 
court records.

In 2012, Caldon Holdings pursued claims 
in Moldova against Chisinau’s power and 
heat provider Termokom, after obtaining 
a Kyiv court decision ordering Termokom 
to clear $3m in debts.

Doran Chirtoaca, Mayor of Chisinau, 
called this at the time “a bandit attack 
that protects the interests of a number 
of Moldovan citizens led by Veaceslav 
Platon,” as reported by the press. Platon 
could not be reached for comment on 
his connection to the Scottish shell 
companies.

Platon is reported in the media as being 
allied with Plahotniuc, and as an expert 
in combining UK shell companies 
with Moldovan and Ukrainian court 
decisions for business advantage – in 
particular in Ukraine’s state-owned 
energy sector.

What does this tell us about the Kroll 
report on Moldova? The mechanisms 
used for shifting the funds from BEM 
and Banca de Sociala – in particular 
the tell-tale use of Scottish shell 
companies established at the same 
addresses – repeat the mechanisms 
used in previous corporate raids and 
major money-laundering schemes in 
Moldova. This suggests that at least 
the engineers of the scheme were high-
placed Moldovan insiders. But why 
would high-placed insiders implement 
such a scheme for the benefit of an 
outsider such as Shor? Or is Shor 
rather a proxy or fall guy for them?

Smoke and mirrors is one of Moldova's 
national industries alongside wine, this 
affair being a prime example. The Kroll 
report was leaked to media by none 
other than Adrian Candu, speaker of 
Moldova's unicameral parliament and 
tipped as a future prime minister. 
Candu is also reportedly Plahotniuc's 
godson.  
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Even before the conflict between 
Russia and Ukraine raised 
fears about energy security in 

Southeast Europe, the 2012 Domino 
gas discovery in the Romanian sector 
of the Black Sea caused a scramble to 
explore the region’s gas resources. Now 
Romania is poised to become a gas 
exporter, while Bulgaria and Turkey are 
looking to develop their own offshore 
areas, which if successful could lead to 
a sharp increase in competition.

Bulgaria, which is almost totally 
dependent on imports of Russian gas, 
launched a new licencing round for two 
blocks – Teres 1-22 and Silistar 1-14 
– on April 20. A statement from the 
energy ministry said the launch of the 
tenders was “an important expression 
of the government’s commitment to 
reduce dependence on imports and 

develop their own sources of energy.” 
Bulgarian officials attended an energy 
conference in Houston in early May to 
promote the fields, reporting interest 
from firms including Anadarko, 
Noble Energy and Texas, Hunt Oil Co, 
according to statements published 
on the ruling Citizens for European 
Development of Bulgaria (GERB) 
website.

Three days later, Bulgarian Deputy 
Energy Minister Jecho Stankov 
speculated that in addition to a reliable 
supply of gas for the Bulgarian market, 
using domestic gas should be around 
35% cheaper than the gas currently 
consumed in the country.

Sofia’s new drive to tap into its offshore 
resources started shortly after the 
February 2012 Domino discovery by 

ExxonMobil and OMV Petrom in the 
offshore Neptune block. In August the 
same year, the Bulgarian government 
signed an agreement with a Total-led 
consortium on a deepwater exploration 
license for the Khan Asparuh offshore 
area, where the first well is expected to 
be drilled in 2016.

Also in the western Black Sea, Turkey’s 
TPAO and Shell started drilling in 
Turkish waters in January. “At the 
moment, the Black Sea is a very 
exciting part of the world, where some 
of the biggest names in the industry 
are actively investing,” Chris Meredith, 
senior analyst for continental and 
Mediterranean Europe upstream 
research at energy consultancy Wood 
Mackenzie, tells bne IntelliNews.

To date, however, the 2.5 trillion cubic 
feet (cf) Domino field is the only recent 
major discovery, and will bring the 
transformation of Romania from a net 
importer to a net exporter of gas when 
production starts towards the end of this 
decade. The country currently produces 
around 10bn cubic metres (cm) of gas 
a year – just short of the 12bn cm it 
consumes – importing the remainder 
from Russia. However, when the field 
reaches peak production of 6bn cm a 
year, even with production declining at 
some of Romania’s more mature fields, 
Wood Mackenzie forecasts that 4bn-5bn 
cm a year will available for export.

Helping the neighbours
Romania’s neighbours, most of whom 
are highly dependent on Russian gas, 
are already keen to secure supplies. 
Bucharest has pledged to supply 
Moldova with gas following the 
opening of the Iasi-Ungheni pipeline 
in 2014, but the Moldovan market 
is small. Bulgaria could potentially 
absorb around 1bn cm of Romanian gas 
a year, though this would depend on 
the flexibility of its existing contracts 
with Russia. Serbia too is already lining 
up for Romanian gas, with the prime 
ministers of the two countries holding 
talks on the issue in January.

However, according to Meredith, 
the “big prize” for Romania will 
be to export gas to the Hungarian 

A gas in Southeast 
Europe 
Clare Nuttall in Bucharest
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market, where according to an April 
2015 report from Wood Mackenzie 
uncontracted demand is forecast to 
increase over the next decade to around 
300mn cf (8.5mn cm) per day. “Much 
of Eastern Europe relies on mature 
declining domestic production from 
Romania, Hungary and Croatia, as 

well as expensive gas imports from 
Russia,” the report says. “However, 
with the development of Domino, new 
infrastructure and imported Azerbaijani 
gas via Turkey, many eastern European 
countries will have more choice about 
where they source their gas.”

The Domino discovery took place two 
years before the outbreak of the conflict 
in Ukraine. However following the start 
of the conflict, and Moscow’s decision 
to cancel the planned South Stream 
pipeline that would have transported 

Russian gas across the Black Sea to 
Southeast Europe, the impetus for 
finding alternative gas suppliers has 
grown sharply.

Romanian offshore gas will not 
immediately be in competition with gas 
from Azerbaijan that is due to reach 

Europe in 2019 via the Trans-Anatolian 
Natural Gas Pipeline (TANAP), as 
much of the gas from this pipeline 
will be carried westwards via Greece 
and Albania to Italy through the Trans 
Adriatic Pipeline (TAP).

Meredith forecasts this will change in 
the longer term. “In the short term, 
gas from Azerbaijan via TANAP and 
gas from the Romanian Black Sea 
will serve different markets,” he says. 
“However, in 10 to 15 years, we expect 
head-to-head competition between 

Russian gas, domestic gas from 
Romania and Bulgaria, and Azerbaijani 
gas. Southeast Europe could be in a 
similar situation to northern Europe 
where suppliers of British, Dutch and 
Norwegian gas are competing.”

For this to be possible construction of 
new interconnectors will be required, 
but some are already underway. A 
feasibility study on the extension of the 
Iasi-Ungheni to Chisinau, funded by the 
European Bank for Reconstruction and 
Development (EBRD) is due to be 
completed in July. Romania and 
Bulgaria are already working on an 
interconnector, and immediately after 
Russia’s decision to scrap South Stream 
the two countries together with Greece 
agreed to construct the Vertical Gas 
Corridor to link their grids. The existing 
pipeline between Romania and 
Hungary is not yet fully reversible, but 
there is time to address this before 
Domino comes online. “At present 
connectivity is an issue in the region, 
but several new interconnectors are 
planned,” says Meredith. “Any 
connection is a benefit as it contributes 
to a more liquid market.”  

“At the moment the Black Sea is a very exciting 
part of the world”

Licence block location
Block 1-14 SILISTAR – 6893 sq.km / Block 1-22 TERES – 4032 sq.km

Block 1-14 SILISTAR

Bulgaria

Varna

Turkey

Block 1-22 TERES
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The search for lower costs and 
an available workforce have led 
industrial and services companies 

alike to invest in Romania’s regional 
cities, spurring the development of their 
property markets.

The trend for investors – both domestic 
and international – to fan out across 
Romania comes amid the migration of 
investors to lower-cost parts of Europe. 
A similar trend has already occurred in 
Poland, which often serves as a model 
for Romania’s development.

“Moves from Bucharest to the Romanian 
regions are part of a wider shift in 
manufacturing and IT operations 
from west to east across Central and 
Eastern Europe,” Viorel Opait, business 
development director at Jones Lang 
LaSalle (JLL) Romania, tells bne 
IntelliNews. “Many companies initially 
moved to low cost, high unemployment 
locations, where they can pay the 
minimum wage for basic operations, but 
added value operations tend to follow.”

Among Romania’s second-tier hubs, 
three – Cluj, Iasi and Timisoara – have 
emerged as the most important.

Companies in the automotive sector, 
which has established itself throughout 
Central and Southeast Europe over 
the last two decades, were among the 
first to move into regional cities in 
Romania, in particular those close to 
the Hungarian border where they could 
take advantage of better transport links 
to Central Europe. This established 
Timisoara, and to a lesser extent nearby 
Arad, as important industrial centres for 
Romania. The region is also strong in 
logistics and agriculture.

Romania’s IT and services sector has 
been another contributor to growth 
in the regions, as those kinds of 

companies continued to expand almost 
uninterrupted through the recent crisis. 
This has been an important source of 
growth for Cluj, the main IT industry 
hub outside Bucharest, helped by both 
the presence of a major university and 
because of the support it has given to 
investors. Iasi is another hub for IT and 
business process outsourcing (BPO), 
where costs are arguably more of an 
incentive than in Cluj. “Cluj is very 
quickly developing as a hub for offshore 
and near-shore,” says Laurentiu Popescu, 
country manager for IDC Romania, in 
a recent interview with bne IntelliNews. 
“Bucharest has become overheated, 
so firms are looking for other options. 
There is no big difference in cost 
between Bucharest and regional centres 
such as Cluj and Timisoara, as salaries 
are quite closely aligned, but there are a 
significant number of graduates outside 
the capital.”

Andrei Botis, managing partner of 
NAI Romania, which is active across 
the country, agrees. “The primary 
reason why IT companies have moved 
to Cluj and Iasi is because they are 
university towns with large supplies 

of skilled people. Both are regional 
centres, drawing students from across 
Translyvania and Moldavia respectively. 
In addition, wages are somewhat lower 
than in Bucharest,” he says.

Moving on
Following these is a larger third tier of 
cities that are currently lagging behind 
Romania’s four main hubs, but which 

have lost of potential to grow – among 
them Arad, Constanta, Ploiesti and 
Sibiu. “All of these will catch up, but 
it will take time. As prices in Cluj, Iasi 
and Timisoara move closer to those in 
Bucharest, companies will start moving 
to cheaper places,” says Botis.

Those in the real estate industry report 
that the office and industrial sectors 
are rallying as the Romanian economy 
continues to grow. Vacancy rates in 
Bucharest office developments are 
already falling, which is expected to 
benefit secondary cities. However, major 
companies looking to set up offices 
outside Bucharest can face difficulties 
finding suitable office space.

In general, office developments outside 
Bucharest are smaller than those in the 
capital, with very few of the existing 
operations outside Bucharest exceeding 
1,500 or 2,000 square metres, “although 
currently there are a number of 
requirements for space to accommodate 
between 700 and 3,000 work stations,” 
according to a 2014 report from JLL.

Meanwhile, Botis reports that Iasi is 
currently one of the most active cities for 
new office developments because of the 
high demand and lack of supply, with 
most international firms targeting the 
city signing pre-lease agreements.

Quality is as much of an issue as size. 
“Usually, either expensive trophy 
projects or lower end B or C class offices 

are available in the secondary cities. 
There is a gap in the market for high 
quality but reasonably priced office 
space – a project of this type would be 
very successful and capture tenants from 
the trophy projects,” says Silviana 
Badea, JLL’s head of capital markets in 
Romania. “However, we are now seeing 
a second wave of developments and the 
projects look better.”  

BRICKS AND MORTAR: Interest shifts to 
Romania’s regional cities
Clare Nuttall in Bucharest

“Bucharest has become overheated, so firms  
are looking for other options”
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Investors' fear and loathing in Mongolia

Terrence Edwards in Ulaanbaatar

One company's high-profile 
dispute with the Mongolian 
government and the coincidental 

death of its chairman has stoked 
paranoia among the business 
community, and comes at a time when 
hostility toward foreign investors from 
fringe politicians and nationalists is 
already making government efforts to 
attract investors that much harder.

And investment is what the country 
desperately needs. Since a mining 
boom went bust, the resource-rich 
country now risks suffering a balance 
of payments crisis, according to 
the International Monetary Fund – 
something that can only be averted by 
a large injection of foreign investment. 
“The foreigners provide the capital that 

the country lacks itself,” says Dale Choi, 
head of Independent Mongolian Metals 
& Mining Research.

But despite the crucial assistance 
that foreign investors can provide in 
exploiting the country’s mineral wealth, 
there is a chasm of distrust between 

investors and locals. “The idea is that 
foreigners are here to take advantage of 
us,” Choi says.

This distrust hasn’t been helped by the 
eerily timed death of Khan Resources' 

chairman and respected Canadian 
businessman Jim Doak, which has 
brought the conspiracy theorists out the 
woodwork in Ulaanbaatar. Doak was 
found dead in his hotel room on April 
24, a day after negotiations fell apart 
over $100mn awarded to Khan by a 
tribunal in Paris over a licensing dispute.

An autopsy revealed that Doak had 
died of natural causes related to Type 
1 Diabetes, but the growing tension 
between the Mongolian public and 
foreign business has set imaginations 
running wild.

“Better scare it off than be exploited”
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Doak's death came around the same 
time as reports, confirmed by the 
South Korean embassy, that one of 
its citizens who had taken control of 
a gold mine in Mongolia had been 
kidnapped and tortured by a gang of 
thugs. The female victim alleged that 
the assailants had been sent by her 
disgruntled predecessor, who was fired 

after the company learnt she was hiding 
a private stock of gold pilfered from the 
mine.

Adding to investors’ siege mentality 
are radical right-wing groups’ attempts 
to impose a nationalist agenda. 
That includes the Nazi-turned-
environmentalist group Bosoo Khukh 
Mongol (Stand Up Blue Mongolia), 
which made headlines in China 
after Mongolian President Tsakhia 
Elbegdorj had to apologize for an 
incident in which members of the group 
humiliated some Chinese tourists.

In Mongolia, the swastika is revered 
as an important Buddhist symbol 
of peace, but by tilting its axis 
atop a red background, it sends an 
entirely different message. Members 
are still often seen decked out in 
Nazi paraphernalia, but they have 
undergone an image makeover to 
become a radical environmental group.

According to the head of pollster Sant 
Maral Foundation, Luvsanvandan 
Sumati, such groups have so far failed 
to cross over into the mainstream. 
Attempts to put candidates in 
parliament have flopped. “They get low 
numbers,” says Sumati, noting that they 
could not even break the 5% threshold 
in elections.

But that hasn't kept them out of the 
political arena, as they've become a 
common figure in protests against the 
mining industry. Bosoo Khukh Mongol 
in September 2013 was involved in one 

demonstration-turned-fiasco while 
protesting a proposed changed to Mon-
golia's environmental laws for mining. 
Live rounds were shot from rifles from 
another group protesting outside the 
parliament. A grenade was dropped 
in the excitement, and police found 
bombs planted at a nearby government 
office building and tower where many 

foreign businesses are headquartered. 
It was mostly for show, however, as the 
grenade was inactive and none of the 
bombs were set to explode, according 
to reports from the time.

Campaign promises
Mongolia's next elections are still more 
than 18 months away, but investors are 
already prepared for a lull in business 
activity – especially mining deals that 
involve the state – as politicians start 
campaigning.

Analysts say Mongolia has until the 
annual summer festival called Naadam, 
when the parliament adjourns for 
recess, to resolve disputes with investors 
concerning two of its largest mining 

projects, the Oyu Tolgoi copper mine 
and the Tavan Tolgoi coking coal mine.

Slowing growth in China, the main 
consumer of Mongolia's copper and 
coal, and soft global commodities 
markets have caused economic growth 
in the country to stall. The World Bank 
is predicting just 4.4% GDP growth this 
year for Mongolia compared with 7.8% 
in 2014; at the peak of the country’s 
mining boom in 2011, GDP growth 
reached a world-beating 17.5%.

The lack of foreign investment is 
also putting pressure on government 
finances, while life becomes ever more 
difficult for citizens unable to find 
employment and facing rising inflation.

Prime Minister Chimed Saikhanbileg 
entered office last November to help 
steer the economy back to health. To 
help achieve that aim, he invited all 
but three independent candidates 
into his grand coalition government 
for what would likely be politically 
unpopular deals with foreign miners 
to reinvigorate the economy. But that 
has left a vacuum for dissenting voices, 
which is being filled by populists and 
nationalists. “What's happened is that 
in the creation of grand coalition there's 
no room for an opposition party,” points 
out Sant Maral's Sumati.

A poll published in April by Sant Maral 
shows that two of the country's three 
most popular politicians are also 
the loudest critics of Rio Tinto, the 
government’s partner in the Oyu Tolgoi 
copper mine. They have expressed 
scepticism that Rio’s mining activities 
will deliver any benefit to the country, 
although the $5.4bn expansion project 
that the global mining giant wants to 
build for the mine would also help pull 
the country out of its economic funk. 
Gantumur Uyanga, Mongolia's third 
most popular politician, according to 

the poll, wrote about the mine: “Better 
scare it off than be exploited.”

Sant Maral's Sumati reckons their 
moment in the spotlight will be short 
lived. But that's only because more con-
ventional politicians are soon likely to 
be pandering to voters as well. Indepen-
dent Metals' Choi admits he too expects 
as much. “The issues of resource 
nationalism and populism have been 
brought to the centre,” he says.  

“The idea is that foreigners are here to take 
advantage of us”

“The issues of resource nationalism and 
populism have been brought to the centre”
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Tajikistan the new 
Afghanistan?

Jacopo Dettoni in Almaty

Recent actions by Tajikistan’s 
strongman president, Emomali 
Rahmon, appear to show the 

authorities are growing increasingly 
nervous about the security risks posed 
by radical Islamic groups active along 
the troublesome Tajik-Afghan border 
and within the country. So are many 
others.

The Tajik authorities have often 
exaggerated the risks from Islamic 
movements to create further room 
for crackdowns and tighter controls 
on the Tajik population. Yet today the 
precarious situation along the Afghan 
border, combined with mounting 
economic troubles at home and the 
first defection at the highest ranks of 
the military to Islamic rebels are piling 
pressure on the regime that has ruled 
the country for over 20 years.

This has prompted the Tajik opposition 
in exile to sound the alarm bell. “Soon 
enough Tajikistan could become a new 
Afghanistan,” Dodojon Atovulloyev, a 
Tajik journalist in exile and one of the 
leaders of opposition Vatandor (Patriot) 
movement, tells bne IntelliNews.

There is mounting evidence that 
security along the 1,350km border with 
Afghanistan is becoming increasingly 
fragile. As fighting between the 
Taliban and local government forces in 
Afghanistan’s northwestern provinces 
intensifies, the Tajik authorities are 
strengthening border security and 
sealing off the whole of the Gorno-
Badakhshan autonomous region to 
tourists and foreigners. “Unfortunately, 
the situation is quite unstable,” news 
agency Interfax quoted Foreign Affairs 
Ministrer Sirodjiddin Aslov as saying 
on May 14. “Naturally, we express 

our concern… The border runs along 
a difficult mountain terrain. In this 
regard, we have to spend great efforts 
to protect it.”

Meanwhile, President Rahmon has 
repeatedly called for his allies in 
the Russian-led Collective Security 
Treaty Organization (CSTO) to back 
his government’s efforts to maintain 
border security. About 2,000 CSTO 
troops suddenly arrived in Tajikistan 
on May 12 to run spot checks on the 
combat readiness of the armed forces 
of the Collective Rapid Reaction Forces 
(CRRF). Russia alone is committed 
to providing Tajikistan with military 
assistance worth around RUB70bn 
(€1.14bn) to strengthen its ability to 
handle border and internal security. 
But that may not be enough. “The 

Taliban realized that most of the Tajik 
population is unhappy with Rahmon,” 
Sharofiddin Gadoyev, the leader in exile 
of opposition Group 24 movement, 
tells bne IntelliNews. Gadoyev replaced 
Umarali Quvatov as leader of Group 24 
after the latter was shot dead in Istanbul 
in March.

“The reason why we need to act fast is 
precisely due to the fact that, if we don’t 
take advantage of the current situation 
to overthrow Rahmon, the Taliban 
will do it instead. They will bring the 
people to their side and set up a Taliban 
regime,” Gadoyev believes.

Group 24, the Vatandor movement 
and other opposition forces in exile 
teamed up in May to launch the Union 
of Constructive Forces of Tajikistan 
and are now linking with opposition 
forces within the country to stage 
protests against the regime. Group 
24 called a protest in Dushanbe 
through social media and internet 
websites back in October, forcing 
the authorities to limit internet and 
mobile telecommunications to prevent 
protesters from organizing. The protest 
eventually failed and Group 24 was 
officially labeled as an “extremist 
organization”. 
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Armenia’s rising 
e-generation
Monica Ellena in Yerevan

Mariam, 14, is carefully moving 
her mouse, sketching out a 
human figure. “This will be my 

main character,” she says without lifting 
her gaze from the computer screen. 
Next to her Vache, 16, is guiding his 
fully developed virtual person through 
a complicated maze. “I have almost 
finished my first game,” he says proudly.

Welcome to the Tumo Center for 
Creative Technologies, where experts 
are shaping the minds of Armenia’s 
next generation of digital artists. A 
state-of-the-art facility, Tumo offers 
Armenian youth free access to learning 
resources, in the field of animation, 
game development, web design and 
film making. World-class professionals 
like former Twitter vice president, Raffi 
Krikorian, or Rosaline Babayan, the 
designer behind Nickelodeon's multi 
award winning Kung-Fu Panda, flock to 
Tumo to teach.

“Tumo is on the border of art and 
technology,” says Aram Guymishyan, 

the centre’s deputy director. “It is also a 
choice based on our reality. Armenia is 
landlocked and has closed borders, but 
the virtual world is open and free, and 
we can exchange ideas, applications, 
film, programmes.”

A brainchild of the US-based Simonian 
Educational Foundation, Tumo has 
provided free IT learning to over 6,000 

kids between 12 and 16 years old since 
its establishment in 2011 and is now 
expanding beyond the capital into 
Armenia’s regions.

Soviet Silicon Valley
Tumo looks at tomorrow’s potential 
workforce, but Armenia’s economic 
future begs plenty of questions. Closed 

borders with Turkey and Azerbaijan, a 
narrow export base and dependence on 
remittances from abroad, offer limited 
space to expand. Could digital apps 
and software development provide a 
solution?

It is not as improbable as it may sound. 
Dubbed “the Soviet Silicon Valley”, 
pre-independence Armenia had more 
scientists per capita than any other 
USSR republic and produced about a 
third of the hi-tech and microelectronic 
equipment used for Soviet defence and 
space systems. The now defunct Yerevan 
Research Institute of Mathematical 
Machines designed one of the first 
Soviet computer systems in 1959 and by 
the late 1980s it employed about 7,000 
people.

This legacy came crashing down when 
the Soviet Union imploded in 1991, and 
Armenia’s war against neighbouring 
Azerbaijan added tragedy to an economy 
in tatters. However, the skills and 
modest wage demands of Armenia’s IT 
industry offered fertile ground for the 
new hi-tech sector that re-emerged in 
the late 1990s. US software companies, 
mostly owned by Armenians from the 
diaspora, chipped in capital and drove 
the trend.

The sector has been growing at an 
average of 22% between 2003 and 2014, 
according to the Enterprise Incubator 
Foundation (EIF), Armenia’s leading IT 
consulting firm. The 400 ICT companies 
in the country registered in 2014 
generated revenues for $474.9mn, about 

4.3% of total GDP and 10% of total 
export. In 2014 alone, the sector created 
17 new start-ups and 1,100 new jobs.

In 2004, Synopsys, one of the world’s 
largest microchip designers, expanded 
to Yerevan and now employs over 500 
engineers, making it the sector’s largest 
enterprise. Last year, the American-

“IT is not just an industry by itself, but it can 
increase productivity for other sectors like health 
care, finance, education”



50  I Eurasia bne   June 2015

Armenian joint-venture Technology and 
Science Dynamics/Armtab Technologies 
launched ArmTab, the first tablet made 
in Armenia. Heavyweights like Microsoft 
and IBM built research centres and 
software hi-tech giants like National 
Instruments, Mentor Graphics, Cisco and 
Oracle also set up shop in Yerevan. “The 

industry is thriving and is competing 
on a global scale,” believes Bagrat 
Yengibaryan, EIF’s director. “Armenia is 
becoming a place where the IT industry 
[players] come to find solutions to 
their future challenges. Not producing 
cheap chips, but developing the next 
idea – what can the next phone look like, 
which apps can I develop and add to it to 
sell it better.”

Around Yerevan legions of web 
entrepreneurs squeeze into small offices 
in the hope of becoming the next Picsart, 
the world’s premiere mobile photo editor 
app with over 220mn users which was 
fully created in Armenia. Started in 2000 
with 10 people, today Picsart has over  
100 employees, most of them in their 
early 20s. “Anyone with good IT skills can 
get a job now, what is needed to sustain 
the double-digit growth is additional 
investment in education and training,” 

explains Hovhannes Avoyan, founder of 
Picsart, which is his fifth start-up. “IT is 
not just an industry by itself, but it can 
increase productivity for other sectors 
like healthcare, finance, education.”

The diaspora is also developing start-
ups in the cyber-space to link Armenian 

techies around the world; Hive is the 
first virtual networking and start-
up accelerator specifically designed 
to provide seed investment for tech 

start-ups as well as support technical 
education.

Building an e-society
The government is committed to 
re-energising the IT legacy and turning 
the country into a high skilled e-society. 
In 2008 a 10-year industry development 
strategy was adopted, 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 procedures.

The education system is trying to keep 
pace. “Initiatives at university level 
involving large multinationals like 
National Instruments are already in 
place, which aim to mould specialists 
who can develop a creative application,” 
says EIF's Yengibaryan. “Competition 
today is in innovation, not in pure 
knowledge. Innovation is not in one 
sector, but borders different sectors. 
This is where Yerevan has a competitive 
advantage, because in a small place 
you have a high concentration of 
specializations in different sectors.”

The long-term vision is to create a 
knowledge economy. For Guymishyan, 
himself a web designer who returned to 
Armenia from Italy, Tumo is an integral 
part of this perspective. “We give 
children tools to develop their creativity 
and skills, and to show them they can 
use them here, in their country without 
migrating abroad.”  

“IT is not just an industry by itself, but it can 
increase productivity for other sectors like  
health care, finance, education”
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Georgian agriculture: 
from kolkhoz to 
cooperatives
Monica Ellena in Tbilisi

Ten years ago, Otar Giorgadze decid-
ed to set up a small trout farm in his 
remote alpine village. He knew it 

wouldn’t be easy. Perched in the stunning 
gorge between Nabeglavi and Bakhmaro 
in western Georgia, Chkhakbura is home 
to only seven families, gets snowed under 
every winter, and lacks roads to con-
nect it to the nearest market; in fact, the 
last stretch of the road to Nabeglavi is 
unpaved and in winter the fish have to be 
transported by sledge.

“I didn’t produce enough fish and 
transport to get it to the nearest market 
was difficult, I had to stop for a few 
months, I just couldn’t make it,” he 
recalls. The gentle-faced, iron-willed 
44-year-old farmer stopped, but didn’t 
give up. In 2007 he teamed up with four 
other farmers, effectively working as a 
cooperative. Then in 2013 the informal 
group jumped on a change in Georgia’s 
legislation and formally registered 
themselves as a farmer cooperative, 
Samegobro 2014 (in Georgian, Group of 
Friends 2014).

In Europe, about 60% of agricultural 
output is produced by such cooperatives, 
which enable small farmers to reach 
economies of scale and better target 
their markets. But in most former Soviet 
republics, you say the word “cooperative” 
and people hear “kolkhoz” – the 
notoriously unpopular form of collective 
farming. Independent Georgia has 
been no exception: before 2013, formal 
cooperatives were virtually non-existent.

The forgotten sector
Highly fragmented land, unproductive 
farms, run-down infrastructure and 
an over-dependence on food imports 
marked Georgia's agricultural sector 
for decades. But agriculture was not 

always the country's black sheep. Under 
the Soviets, Georgia was a leading 
agricultural producer: output was 
growing by 10% a year as recently as the 
1980s, and in 1990 the sector accounted 
for almost 30% of the country’s annual 
GDP. But the break-up of the Soviet 
Union sent the sector into freefall. 
Despite employing over two-thirds of the 
workforce, production plummeted: in 
2013 agriculture contributed only 9.3% 
of GDP. Productivity also dived, leaving 
Georgia lagging behind its regional 
peers.

After independence the government 
embarked on wide-scale agricultural 
land reform, which involved privatising 
land to rural households and leasing 
land to private individuals. About 95% 
of Georgian farmers are small farmers, 
cultivating around 1 hectare of land 
and owning an average of two cows. 
“The privatisation gave ownership, but 
small plots and lack of cash led to poor 
productivity and low income meant 
farmers cannot re-invest to improve the 

productivity of their land and cattle,” 
explains Juan Echanove, rural develop-
ment attaché at the EU delegation in 
Georgia. “So the result is a vicious circle 
of subsistence farming and poverty.”

Georgia is an anomaly – subsistence 
agriculture against a backdrop of a 
modern capitalistic economy created 
a gap that was filled by importers. 
“Farmers could hope to get into the 

market by acquiring economies of scale, 
but they had neither the capacity nor the 
resources to do so,” Echanove explains.

No land grab
Strengthened ties with the EU and the 
prospect of unlocking access to a 500mn 
strong customer market through the free 
trade agreement with the bloc led the 
government to make a strategic U-turn.

Establishing business-oriented farmer 
groups across the country was one of 
the key steps, but reversing the mistrust 
towards cooperatives required a wide-
range approach – from legislative 
changes to a new message: cooperatives 
are about sharing costs and labour, not 
giving up your land.

In 2013, the Georgian parliament 
approved a bill that created incentives 
for farmers to join forces – specifically 
tax exemption on property, revenues and 
grants. The Agency for Development of 
Cooperatives (ADC) was established to 
promote business-oriented cooperatives 
and to provide specific training to the 
farmers – how to draft a business plan, 
how to distribute inputs, how to access 
the market.

The EU chipped in with cash and capac-
ity building to both state institutions and 
farmers, and kick-started in 2013 the 
European Neighbourhood Partnership 
for Agriculture and Rural Development 
(ENPARD) – a €52mn programme which 
aims at putting Georgia’s agriculture 

back on track.
The numbers speak for themselves: 
as of March 2015, ADC registered 550 
cooperatives producing everything 
from wine to berries, from honey to 
fish. A fraction of the five-year ENPARD 
programme goes into developing 
cooperatives through civil society 
– €16mn in grants to support 160 
cooperatives and distributed through 
four consortia present in 45 districts. 

“The result is a vicious circle of subsistence 
farming and poverty”
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been reduced to 2%. Of course we are 
not happy about it, as last year we had 
4.7% growth, yet the potential of the 
country is enormous.

And we have added to this potential. 
We signed the Deep and Comprehensive 
Free Trade Area (DCFTA) with the EU, 
which opens up a market of 500mn 
high-income consumers to Georgia.

This is an enormous market if you 
combine it with the 400mn consumers 
we already had due to other free trade 
agreements with Turkey and the other 
countries in the region. Add to this the 
very low taxation rates, the low crime 
and local corruption, and one of the 
highest levels of ease of doing business 

bne IntelliNews interviewed Presi-
dent Giorgi Margvelashvili, who 
was elected Georgia’s head of state 

in 2013 on the Georgian Dream ticket, in 
his presidential office ahead of the EBRD 
meeting in Tbilisi on May 14-15.

bne IntelliNews: How has Georgia 
been affected by the regional eco-
nomic slowdown and what are the 
economic prospects for the country?

Giorgi Margvelashvili: We have been 
facing problems and our economic 
growth has been decreasing. At the 
same time, falling remittances have also 
caused problems – especially because of 
the Ukraine crisis. The prediction that 
we will have 5% economic growth has 

Georgia’s challenge to create modern 
liberal democracy
Ben Aris in Tbilisi

in the world according to the World 
Bank survey. Taken together, Georgia is 
one of the most attractive countries for 
investment and development.

bne IntelliNews: To what extent is 
Georgia re-orienting to the European 
markets versus maintaining its tradi-
tional regional markets?

GM: Georgia has a strategic location in 
the region. Looking at the map you see 
we are between the Caspian and Black 
Seas. Georgia is a gateway through which 
all the assets around the Caspian can pass 
on their way to European markets.

We have been developing very 
interesting relationships even with 
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the regions beyond, especially our 
Chinese friends, and we are very active 
in developing the whole concept of 
the “New Silk Road”. An enormous 
contribution to this project will be a 
railway that will be opening at the end 
of this year running from Baku through 

Georgia to Kars [in Turkey] and linking 
the major communication systems of 
Asia with Europe.

bne IntelliNews: Regional relation-
ships between George and its neigh-
bours Azerbaijan and Turkey have 
been developing especially fast: is a 
regional bloc emerging?

GM: Georgia has been developing 
these relationships from the very 
start. A month ago we launched a 
joint project that shows the content of 
our partnership: the three presidents 
– myself, [Azerbaijan's Ilham] Aliyev 
and [Turkey's Recep Tayyip] Erdogan 
– signed an agreement to transport 
Azerbaijani gas to Italy. The content of 
our partnership is to secure and deliver 
stable energy supplies to European 
markets.

bne IntelliNews: How are you coping 
with the Ukrainian crisis?

GM: We have had a complicated history 
with Russia. The main message we are 
trying to send at this point is that Russia 
should look at Georgia as an equal 
partner and try to work with Georgia for 
our mutual benefit. But of course any 
relationship must be based on the return 
of occupied territories to Georgia so the 
country's territorial integrity is restored.

We believe at some point the politicians 
in Russia would understand that hav-
ing a friendly, stable and economically 
developed Georgia is an advantage, as 
having prosperous and stable neigh-
bours is an advantage for every country.

bne IntelliNews: Despite the political 
tensions, economic ties remain strong 
and the Russian market has reopened 
to Georgian goods.

GM: The market has reopened and 
we are happy for this improvement in 

our relationships. We are working to 
improve the economic and cultural ties, 
and hopefully that process will lead to 
the reconciliation of some of the most 
difficult issues we are facing.

bne IntelliNews: Do the sanctions on 
Russia and the counter Russian sanc-
tions on Europe create an opportunity 
for Georgia?

GM: Sanctions are a method of 
sending a message in the context of 
the Ukrainian crisis and the Russian 
annexation of Crimea. But to be frank 
our policy is not to try to benefit from 
other people's problems. Those benefits 
are always shortlived. What we're 
looking for is sustainable stability in the 
region that will create opportunity for 
the enrichment and the deepening of 
ties with Russia.

bne IntelliNews: The EBRD annual 
meeting is an opportunity to showcase 
Georgia; what in particular would you 
like to draw delegates’ attention to?

GM: We have made a good start, but 
there is much more to be developed 
in Georgia. Our energy resources – 
and I am not just talking about the 
transit of energy but the endemic 
potential energy output of Georgia's 
hydroelectric production - has huge 

potential. In addition to domestic 
[electricity] consumption, we can 
supply energy-hungry south Russia and 
energy-hungry north Turkey.

The tourism sector is growing fast and 
we are starting to develop traditional 
healthcare capacity. There is also great 
potential in agriculture. But maybe 
the most interesting is the logistics 
business. If you look at all the lines 
of communication passing through 
the country and you can imagine 
the logistic capacities that could be 
developed here.

bne IntelliNews: Moving towards Eu-
rope means adopting European values 
as much as it means lowering import 
tariffs. Given the country's history and 
location, is that going to be hard?

GM: Georgia has been constantly 
European from its very foundation. 
Georgia has a long tradition of 
statehood. It has been built on the values 
that European society developed. I'm 
talking about values of individualism, 
respect for differences and religious 
diversity. And it has been a society that 
has been able to protect those values in 
a very complicated environment – much 
more complicated than in Europe.

There is a challenge to transform the 
cultural Europeanism character of 
Georgia into state institutions and 
traditions, to create what we would call 
a contemporary liberal democracy. That 
is the challenge for a country which has 
a Soviet past.

However, we already have a great 
record in this respect, because we have 
been able to change one government 
with one political party to another 
with a different political party through 
peaceful free and fair elections. We 
have already started to develop and 
consolidate the democratic process in 
Georgia. 

“Georgia has been able to protect those values 
in a very complicated environment – much more 
complicated than in Europe”

Watch bne IntelliNews editor-in-chief Ben Aris' interview with Giorgi Margvelashvili, 

President of Georgia, here: www.youtube.com/watch?v=55qzGC72W8o&feature=youtu.be
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EBRD boosts the private 
sector in the Caucasus

“Banks are already extending the matu-
rity so that companies can pay back, but 
the reality is that over time, they will have 
to pay more in local currency, (…) and 
this is where we intervene.” 

“We probably did too little, too late 
but we were starting to go on that road 
[when the devaluation hit].”

The other target is to develop or 
strengthen local capital markets, “to offer 
additional products, to create liquidity, to 
sophisticate a bit more the market”. 

In Georgia, where the financial system 
is more developed and the banking 
system is “a jewel”, the next step is to 
support companies to issue bonds in 
lari or to create a derivatives market. 

The star reformer
Georgia has come a long way since the 
1990s, when civil war and economic 
chaos meant the country was almost a 
failed state. Worldwide, it is the 15th 
easiest place to do business, according 
to the World Bank, and the 50th 
least corrupt country, according to 
Transparency International. But that is 
still not enough.

“All these transformations have not 
translated into a significant increase 
of GDP per capita or life standards,” 
explains Balvanera. Georgia cut 
corruption and bureaucracy, and 
embraced the market economy. “Now it 
needs to undertake the second wave of 
reforms, to strengthen the institutions, 
to strengthen the regulators, to enable 
more private investment.” 

The economy expanded by 4.7% in 
2014. Dampened growth of 2.3% is 
forecast for 2015, as Russia’s economic 
downturn and falling oil prices are 
taking a toll on remittances, exports 
and tourism. Brussels’ watered-down 
rhetoric about Georgia’s path to Europe 
adds further gloom. But for Balvanera, 
the glass is half full, not half empty.

“I can understand people are 
disappointed,” he says, “but I would 
invite them to think positively as they 
are on the right road (…) they need to 
hold on and believe in themselves.” 

Since joining the European 
Bank for Reconstruction and 
Development (EBRD) in 1996, 

Bruno Balvanera’s work has been much 
about private sector development 
in Russia and the rest of the former 
Soviet Union. The Mexican banker, 
who has headed the EBRD’s South 
Caucasus office since 2013, thinks 
small and medium enterprises (SMEs) 
are “essential” to take the economies of 
Georgia, Armenia, and Azerbaijan to a 
new level. Every year the bank provides 
more than €1.5bn to develop SMEs 
across its region of operation.

“[EBRD] is not only providing financ-
ing directly, in coordination with, or 
through the local banks,” he says, “but 
more importantly it is providing technical 
assistance to the companies, to enhance 
their skills, competitiveness, productivity, 
and the investment climate.” 

Trust your currency
In early May EBRD announced that it 
would issue its first bond in Azerbaijani 
manat by the end of the year. That 
followed local currency-denominated 
bonds in Georgia in March 2014, and in 

Armenia in January 2015. Other IFIs – 
the International Finance Corporation 
(IFC) and the Asian Development Bank 
(ADB) – followed with Georgian lari-
denominated bonds in February, a sign 
of the need for local financing.

“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,” remarks Balvanera. 

The aim is to curb high dollarisation 
rates, which stand at over 60% in the 
three countries, and to encourage 
borrowing in local currencies, 
which have been caught by a sharp 
devaluation, squeezing already meager 
household savings across the region. 

Lack of trust is creating 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. 

Monica Ellena in Tbilisi



bne  June 201556  I Special report

But although Georgia’s location can 
be a challenge, it is also an asset. “It 
is a strategic route of Europe’s energy 
security,” as oil and gas from the Caspian 
Sea can reach Europe only through 
Georgia. “It is also a logistics hub for 
any company interested in the region, as 
Georgia has free trade agreements and 
free access to all its neighbours.” 

Three countries, three priorities 
Beyond empowering the private sector, 
investment in the three countries 
focuses on three sectors: Armenia 

Difficult challenges require strong responses

Currency devaluation, low competitiveness, and a drop in 
remittances because of Russia’s downturn have put pres-
sure on Georgia’s economy, but Nodar Khaduri, finance 
minister of the South Caucasus nation of 4mn, believes 
that strengthened relations with Europe will provide sup-
port for the economy in the medium and long term.

“These are difficult times, there are plenty of challenges 
requiring strong responses,” Khaduri tells bne 
IntelliNews in an exclusive interview, but after only one 
year since Georgia signed the Association Agreement 
with the EU, free trade with a market of almost 1bn 
people has already brought “tangible” results.

“Today the EU accounts for over a third of the trade and 
exports and our dependence on the Russian market is 
gradually declining,” Khaduri tells bne IntelliNews. “The 
geography of our trade shows it is Europe we look at.”

Domestic political uncertainty is also weighing on 
confidence and growth. On May 8 the government 
survived a confidence vote in parliament, called after 
Prime Minister Irakli Garibashvili was forced to reshuffle 
his cabinet following the departure of seven ministers 
over the past year.

The European Bank for Reconstruction and Development 
(EBRD) expects Georgia’s growth to halve to 2.3% in 
2015 from 4.7% in 2014, reflecting mainly a deteriorating 
external environment, with recession in Russia and 
a sharp slowdown of regional trading partners. The 
resulting lower exports and remittances have negatively 
affected growth and the external balance of payments.

In the first quarter Georgia’s foreign trade declined 10% 
year-on-year to $2.27bn, but exports to EU-member states 
rose by 21% y/y $170mn and accounted for 33.8% of the 
country’s total exports. Exports to the Commonwealth of 
Independent States on the other hand dived by 55% y/y to 
$175mn and accounted for 34.8% of the total.

The chronically negative trade balance – $1.6bn in the 
first quarter –“will require several years” to close, but 
the “access to the European market without barriers is a 
major achievement”, stresses Khaduri.

Lari depreciation
The devaluation of the lari has been the first casualty 
of the economic shocks Georgia suffered – damaging 
businesses and people with debt in foreign currency, 
thus increasing bad loans in an already highly-dollarised 
economy. The national currency has lost 18% of its value 
against the greenback since the start of the year, and 
32% since last November.

The devaluation has sparked a blame game as some 
members of the government and the still influential 
former prime minister Bidzina Ivanishvili have accused the 
country’s monetary policymakers for failing to support the 
lari. The central bank intervened, albeit limitedly, in foreign 
exchange markets to reduce currency depreciations and 
hiked the key interest rate to 5% from 4.50% on May 6. 
The depreciation caused “indeed significant problems,” 
admits Khaduri, although the lari “is not the only currency 
suffering from depreciation in the region”.

A widened export base and a renewed privatisation 
process – proceeds were higher in the first quarter than 
in the whole of 2014 – are among the measures the 

Monica Ellena in Tbilisi 

needs more infrastructure, Azerbajian 
stronger banks, and Georgia more 
renewable energy. 

For Armenia “it is essential to connect 
to the region.” After flirting with the 
European Union, Yerevan dropped the 
Association Agreement with Brussels 
and decided to join the Russia-led 
Eurasian Economic Union (EEU). 
 
“This economic area is also very 
powerful with lots of potential 
consumers,” says Balvanera. 

“Unfortunately Armenia does not 
have immediate borders with any 
of the countries [in the EEU], and 
it relies on Georgia to transit to get 
to this area.” Hence EBRD’s focus is 
on infrastructure, both in terms of 
transport and integration of electricity 
and gas networks. Armenia also faces 
regulatory challenges, having failed to 
reform its economy.

“Our message to Armenia has been, no 
matter to which economic union you 
have decided to belong, you should 
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continue to reform the agenda, you 
should tackle the inefficiency of the 
economy, in particular the monopolies, 
you should open the market for new 
players.”

In Azerbaijan, his focus is on the highly 
concentrated banking sector as low 
banking penetration – about 34% of 
GDP – puts the country far behind its 
peers. SMEs have little access to bank 
loans, as there is no centralised credit 
bureau and banks prefer to engage in 
large corporate lending or state-led 

“All these transformations have not translated 
into a significant increase of GDP per capita or 
life standards”

government is working on to shore up the lari’s value.

Georgia’s access to Europe makes it “an interesting 
market also for countries like China to invest, and the 
government is pursuing a pro-active strategy to help 
entrepreneurship and the agricultural sector”, he says.

India is another heavyweight looking at Georgia, 
specifically at the country’s potential in hydropower. In 
March the International Finance Corporation brokered a 
$250mn debt financing agreement with the EBRD and the 
Asian Development Bank, paving the way for the largest-
ever private hydropower investment in the country, in 
which India’s Tata Power joined forces with Norway’s 
Clean Energy Invest. In 2014 FDI increased by 35%y/y 
to $1.27bn, the biggest inflow since 2008 and a record 
Khaduri hopes will be repeated this year.

Georgia’s capital markets are “still rudimentary” and the 
Ministry of Finance “remains the main player [issuing] 
treasury bills”, he says. “The situation is not satisfactory 
but we had progress in the recent past,” he says, adding 
that in early May its ministry and the Ministry of Economy 
completed a draft strategy to develop capital markets 
which will be distributed among stakeholders for inputs.

Georgia’s two leading commercial banks – Bank of 
Georgia and TBC Bank – are listed on the London Stock 
Exchange and in 2014 the EBRD issued the first lari-
denominated bond and this year other IFIs – the ADB and 
the IFC – followed in the EBRD’s footsteps.

Build competitiveness
On paper Georgia ticks all the boxes as a fertile ground 
for investors - a liberal and easy manageable tax regime, 

a competitive cost of labour and energy, a stable financial 
sector and an investment-friendly environment, as it 
ranks 15th globally in the World Bank’s Doing Business 
survey. But it is not enough.

“Sadly competitiveness of our economy is very low, 
due to low development of [our] human resources, 
limited access to finance, and low level of enterprise 
competitiveness,” points out the minister, who is also 
deputy chairman of the EBRD Management Board.

For the minister, expanding vocational education to fill the 
gap between skills and employers’ needs, and facilitating 
access to finance are key, with the latter including the 
development of a savings-based pension system.

Georgia’s geographical position remains its most valuable 
asset to bank on as “it stands at the crossroads between 
Asia and Europe” and “on the background of what is 
happening in the world [it] has acquired higher importance”.

Pushing for new projects to facilitate its role as a hub 
remains high on the agenda. “We have already welcomed 
the first pilot train for the Baku-Tbilisi-Kars railway 
link, [as well as] the first train from China, and we have 
shortlisted the companies which will build the deep-sea 
port on the Black Sea in Anaklia,” the minister says.

project finance. “It seems an area that 
still has been kept protected.”

Water and wind are the resources that 
can drive Georgia’s development. In 
March IFIs mobilised $250mn for the 

biggest-ever privately owned hydropower 
plant in the country, bringing together 
India’s Tata Power and Norway’s Clean 
Energy Invest, while in early May the 
EBRD signed an initial agreement to 
support Georgia’s first wind park.  

Watch Monica Ellena’s interview with 

Finance Minister Nodar Khaduri here: 

https://vimeo.com/127706210
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Georgia’s western shift 
‘one-way ticket’

defence capabilities and increasing the 
interoperability of Georgia’s armed 
forces by involving them in more Nato 
trainings and exercises. To this end, 
Georgia will host a military training 
centre.

Although the government remains 
committed to Georgia’s westward 
orientation, Khidasheli admits to 
concern about Russia’s increasing soft 
power in the region, which portrays the 
West as sinful and alien to Georgia’s 
traditional values.“It is a concern for the 
entire Europe, not just for Georgia,” she 
says.

A recent survey by the National 
Democratic Institute (NDI) showed 
a shift in the attitude towards 
Russia. While roughly two-thirds of 
Georgian still supported Nato and EU 
membership, 26% agreed that “Georgia 
will benefit more from abandoning 
Euro-Atlantic integration in favor of 
better relations with Russia.”

But Khidasheli does not think it will 
work. “In today’s Georgia there is almost 
no family who has not experienced 
loss because of the Russian soldiers 
occupying Georgia,” she says. “This 
generation has very strong opinions 
about the role our history plays in our 
aspirations to go back to the European 
family.”

“We are building a liberal democratic 
state and that’s the answer to most of 
the questions this country had for the 
last decade,” she said. “We also need to 
talk honestly to people about the steps 
and stages we need to take to reach our 
goals.”

It also requires keeping Georgia out of 
war, she adds. Nevertheless, beefing up 
defence spending may be unavoidable. 
Khidasheli hopes to sign a much-
discussed deal with France to purchase 
an air defence system soon.  

For over a week, the vast plain 
outside Tbilisi has echoed with the 
heavy rumble of artillery, gunfire, 

and explosions that accompanied 
the largest military drill in Georgia’s 
independent history.

About 600 US and Georgian troops and 
16 combat vehicles are engaged in the 
'Noble Partner' joint exercises aimed at 
strengthening the interoperability of 
the armed forces of the former Soviet 
republic with Nato forces. But for the 
newly-installed Minister of Defence 
Tinatin Khidasheli, the first female 
defence minister in the former Soviet 
Union, equipment and men are not the 
only important factors.

“[The drill] has a huge political 
importance for us because every training 
of this kind makes us believe that the 
partnership that we have for a number 
of years…with United States and Nato 
and European allies continues, grows 
and gains more strength than ever 
before,” she told bne IntelliNews in her 
first interview since her appointment  
on May 1.

Keeping dialogue open with 
international partners, including 
constant training, is essential as 
“Georgia is isolated and alone cannot 
solve any of its problems,” the minister 
argues.

For her, like her predecessors, 
integration with Nato and the European 
Union, with which Georgia signed key 
political and trade deals last June, is a 
one-way ticket and “nothing is going to 
change that”.

Georgia has long hoped to join the 
military alliance. Nato has already 
agreed in principle that Georgia should 
one day become a member, but the 

process has been delayed by member 
countries’ reluctance to provoke Russia, 
which has repeatedly stated that such a 
move would threaten its security.

The government stressed that the 
exercises “are not directed against any 
particular threat”, but the drill inevitably 
raises the question about the reaction in 
Russia, whose relations with Tbilisi have 
been strained since the 2008 war over 
South Ossetia.

“It’s not for me to guess or speculate 
what is the reaction in Moscow,” says 
Khidasheli. “We are not preparing for 
war, with anybody, [and] any of these 
activities, whether military trainings or 
political cooperation with either Nato 
or European Union, are not against 
anybody. They are to strengthen this 
country.”

After the Nato summit last September, 
disappointment was obvious 
with Georgia’s progress towards 
membership, and today impatience 
is growing. On May 18th the Nato 
Parliamentary Assembly in Budapest 
affirmed support for the alliance’s 
enlargement, and David Usupashvili, 
speaker of the Georgian parliament and 
Minister Khidasheli’s husband, said “it 
is critical that the open door policy does 
not become a revolving door policy 
where aspirants are stuck”.

Instead of a much longed for 
membership action plan (MAP), 
Georgia received a substantial package 
aimed at enhancing the nation’s 

Monica Ellena in Tbilisi

Watch Georgian Minister of Defence Tinatin Khidasheli's interview with  

Monica Ellena here: https://www.youtube.com/watch?v=46oL8WCCnh4
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EBRD lends hand  
to Belarus

and German Chancellor Angela Merkel 
participated in peace talks held in 
Minsk on the Ukraine crisis, which was 
presented as a diplomatic victory by the 
Belarusian state-controlled media.

Alexander Mukha, a Minsk-based inde-
pendent financial analyst, believes that 
the EBRD’s decision to resume coopera-
tion with the Belarusian government 
is also motivated by difficulties the 
lender is experiencing with Russia. “The 
[EBRD] can no longer finance projects 
in Russia as it did previously, due to the 
Western sanctions against this country. 
That is why the EBRD has decided to 
reorient its funding,” he says.

Last year, EU leaders decided to ask 
the EBRD to suspend new lending to 
Russia, which has traditionally been the 
biggest recipient of financing from the 
multinational institution – the EBRD lent 
€1.8bn in 2013.

New strategy, old investments
In the second half of 2015 the EBRD is due 
to start drafting its strategy for Belarus for 
2016-2018. “We hope that the document 
will reflect the EBRD's acknowledgment 
of its interest in expanding mutually 
beneficial cooperation with our country, 
as well as in mitigating the recalibrated 
approach with the aim of abandoning it in 
the future,” Zinovsky says.

In February at a meeting in Minsk, Presi-
dent Lukashenko called on the EBRD’s 
president, Suma Chakrabarti, to consider 
removing all restrictions on cooperation 
with Belarus, in particular with regard to 
state-owned enterprises. “I think the gov-
ernment will show you the state-owned 
enterprises and you will be able to decide 
for yourselves whether the bank could 
cooperate with these enterprises on a 
wide range of matters,” Lukashenko said.

Meanwhile, analysts believe that the 
EBRD could pursue an exit from the 
small-sized RRB-Bank, where it currently 
holds a 13.91% stake. The multinational 
lender became a shareholder of RRB-
Bank approximately eight years ago. This 
is a normal period after which an exit 
can be expected, because of the EBRD's 
practice of employing a life-limit regard-
ing investments in banking capital.  

The European Bank for Recon-
struction and Development and 
the Belarusian government have 

agreed to work together on the privatisa-
tion of state-owned Belinvestbank. This 
move comes after four years of reluctance 
on the part of the EBRD to cooperate with 
the administration of President Alexan-
der Lukashenko because of human rights 
violations in the country.

On the eve of the EBRD’s annual meeting 
in Tbilisi, the lender’s first vice president, 
Phil Bennett, and Belarus Deputy Prime 
Minister Vladimir Semashko on May 13 
signed a memorandum of understanding, 
under which the Belarusian government 
will by 2020 sell its controlling stake in 
Belinvestbank, Belarus’ fourth largest 
lender by assets, with support from the 
EBRD.

“The EBRD is ready to make pre-
privatisation funding available on the 
condition that certain agreed goals are 
met that will strengthen Belinvestbank’s 
corporate governance and guarantee 
its independence as a commercial 
entity free from political influence," the 
lender said in a statement. "The funding 
could include an equity investment 
in Belinvestbank, as well as setting 
up a trade financing line for the bank 
and providing it with loans aimed at 
fostering the growth of local small and 
medium-sized businesses.”

According to Belinvestbank’s chairman, 
Gennady Sysoev, the EBRD intends to 
buy a stake of 25% plus one share in the 
bank, after which the controlling stakes 
would be sold to one or more strategic 
investors.

For the multinational lender this deal 
is the first of its kind since April 2011, 
when the EBRD decided to recalibrate 
its approach to Belarus following the 
disputed December 2010 presidential 
election and continuing violations 
of human rights. The new policy 
meant that the lender concentrated 
on developing the private sector and 
did not give any support – financial or 
technical – to the central authorities.

Vladimir Zinovsky, the economy minister 
of Belarus, tells bne IntelliNews that 
the EBRD’s decision to reconsider its 
approach in the case of Belinvestbank 
and to assist in the preparation of its 
privatisation is “long-awaited, but it is 
also the expected result of the country’s 
consistent efforts to establish a mutually 
beneficial and mutually respectful 
dialogue with its European partners”.

Over the past few months some signs of 
a thaw in relations have appeared after 
Minsk played a crucial role in facilitating 
peace negotiations between Ukraine, 
the EU and Russia. On February 11, 
French President Francois Hollande 

Sergei Kuznetsov in Minsk
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IIB stays relevant

Europe in July to exclude IIB from the 
sanctions regime, recognising the bank 
as a true IFI operating independently 
from the Russian government. "IIB is 
one of the world’s older development 
banks and is a normal IFI enjoying the 
privileges that come with international 
inter-government agreements. We are 
not subject to a national regime or 
answerable to any central bank, and 
we are accredited with the UN as an 
international organisation," says Kosov.

The bank is medium-sized by 
international standards, with 
authorised capital of €1.3bn and paid-
in capital of €272.6mn, of which Russia 
has contributed a 55% stake. When 
Hungary is fully signed up, Russia's 
share will fall further to 51.3% and 
eventually the plan is to reduce Russia's 
share to the 40% it held when the bank 
was first set up.

Following the collapse of the Soviet 
Union, the bank was directionless and 
floundered for almost two decades; 
when Kosov took over two years ago 
80% of the loan portfolio had gone bad. 
"2012 marked a new beginning and the 
bank adopted a new strategy in June 

"We are back in the game 
and growing rapidly 
after we appointed a 

new management team two and a half 
years ago," says the ebullient chairman 
of International Investment Bank (IIB), 
Nikolay Kosov.

IIB is a little piece of Soviet history that’s 
alive and well in modern Europe. Set up 

in the 1970s, the bank was supposed to 
be the development bank of the Comecon 
countries. Its goal was to encourage 
and finance cross-border investment 
that would bind the economies of the 
Communist world together more tightly.

This legacy is apparent in today’s 
shareholder structure: there are five 
Emerging European states that are now 
EU members (Bulgaria, Czech Republic, 
Romania, Slovakia and Hungary, whose 
request to rejoin IIB was approved by 
the IIB Council in November); Russia, 
which is the largest single shareholder; 
and there are two Asian countries 
(Vietnam and Mongolia); as well as 
Cuba, the only international financial 
institution (IFI) that the Caribbean 
state is a member of.

Headquartered in Moscow in one of the 
three towering bank blocks on Masha 
Poryvaevoy Street, the former home of 
the Soviet-era Gosbank, it's tempting to 
think of IIB as a Russian bank. However, 
the voting system in the Council, IIB’s 
highest governing body, is “one country 
one vote” (irrespective of the number 
of shares a country holds), with the 
five EU members holding the majority 

of votes. All decisions require at least a 
three-quarters majority of votes, while 
some require a unanimous vote. That 
means Russia is in the minority, despite 
being the largest contributor to the 
paid-up capital.

But the bank's multinational make- up 
means after the EU and US imposed 
financial sanctions on Russia last 
year there was an explicit decision in 

Ben Aris in Moscow

"IIB is a little piece of Soviet history that’s  
alive and well in modern Europe”

"There was an explicit decision to exclude IIB 
from the sanctions regime"
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of that year. Internally, the team was 
significantly renewed with more than 
60% of staff having joined us since 
then," says Kosov. "We have also put in 
place a new risk management system 
that has been accepted by the rating 
agencies as corresponding to the best 
international practices.”

IIB’s member countries are an odd mix, 
but Kosov claims this works to the bank’s 
advantage. The bank doesn't have the 
same level of resources of some of its 
peers, so has focused on providing small 
and medium-sized enterprise (SME) 
support to financial institutions in its 
member countries, which now makes up 
65% of the bank’s loan portfolio. "It has 
been a very popular programme," says 
Kosov. The bank has lent some €7.6bn 
since its establishment, the vast majority 
before 1990, but it now has aggressive 
expansion plans. Over the last two years 
the bank signed loans totalling around 
€320mn and aims to achieve €1bn in 
assets by 2017. Its assets represented 
€611.5mn at the end of 2014. 

IIB has carved out a nice regional niche 
for itself, and now it has become more 
active its profile is rising. However, 
given its legacy there are some obvious 
lacunae in its membership list – a 
problem that the bank hopes to rectify. 
Other countries like Ukraine, Poland 
and Belarus are obvious candidates for 
membership, and Kosov says that talks 
with these countries have begun, but 
admits they will go slowly given the 
political tensions in the region.  

Mixed outlook for 2015-16

Guy Edmunds in Tbilisi 

Overall stagnation in 2015 and meagre expansion in 2016 are the main themes 
of the EBRD’s latest “Regional Economic Prospects” report, which was released 
on May 14. But those predictions, which span all 35 of the countries covered 
by the EBRD, mask sharp regional differences. The Russian recession will 
continue to make life difficult in Central Asia and the Caucasus, the bank says, 
while the outlook for Central Europe is improving.

In Russia itself, things look bleak: a combination of low oil prices, sanctions and 
deep-seated structural problems mean that the economy will shrink by 4.5% 
in 2015, and by a further 1.8% the following year. Nevertheless, the bank says, 
Russia has significant reserves to mitigate the recession, and the pressure on 
the ruble has subsided as oil prices have slowly increased.

The situation is even more dramatic in Ukraine, where the economy is 
predicted to shrink by 7.5% this year – a worse outlook than in January. 
Economic disruptions in the conflict-ridden Donbas region, the country’s 
industrial heartland, are one problem. Currency depreciation, tight economic 
policies, energy tariff increases and credit contraction are others. However, 
if the security situation does not deteriorate – and so far the risks have been 
contained – the bank reckons that Ukraine will grow 3% in 2016. 

The knock-on effects on Russia’s neighbours are proving to be deeper than 
previously anticipated, because of a combination of reduced demand for exports 
and falling remittances. One effect has been sharp currency depreciations in 
Belarus, Georgia and Moldova. The economy in Belarus will contract by 2.5% 
this year, and stagnate in 2016. Armenia’s prospects – a 1.5% contraction in 
2015, and 1% growth the year after – are only slightly better. Although Georgia’s 
prospects are brighter, the predicted 2015 growth rate of 2.3% is still lower than 
the 4.2% forecast in January.

In Central Asia, the bank foresees a growth rate of 3.7% in 2015, which is 
slightly lower than previous estimates. But that hides significant variations. 
Kazakhstan, which has been most affected by the oil price collapse, will only 
grow by 1.5% in 2015 (compared with 4.3% last year). Tajikistan, Uzbekistan and 
the Kyrgyz Republic have been hard hit by what the bank calls the “alarming 
rate” of decline in remittances from Russia. The return of hundreds of 
thousands of migrant workers provides an additional economic challenge, and 
stretches those countries' resources in terms of health care and social welfare.

But if that is the bad news, there is some good news for Central Europe, where 
the EBRD expects average growth to reach almost 3% in 2015. One major 
reason is the European Central Bank’s monetary easing programme, which was 
announced in late January. Another reason is the strengthening of the dollar, as 
lower interest rates and weakened currencies should boost  competitiveness. 

Turkey’s export-oriented economy has benefited from lower oil prices, but it is 
vulnerable to continuing weaknesses in the Eurozone, geopolitical tensions in the 
Middle East and recession in Russia. Growth  is likely to remain unchanged at 3% 
in 2015 and 2016, which is significantly below the country’s long-term potential.

Nikolay Kosov
Chairman of International Investment Bank
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Black Sea Development 
Bank wins from Russian 
woes

approved projects in the key sectors 
of infrastructure, energy, transport, 
manufacturing, telecommunications 
and the financial sector in its member 
countries worth a total value of €3.5bn. 
The portfolio has been growing in 
recent years and there are $990mn 
worth of active projects as of the start 
of this year, which should top $1.05bn 
by the end of this year, says Delikanli. 

Most of the lending has been funded 
by bond issues, with the latest being 
a $100mn international bond issue 
earlier this year, but the bank plans 
to start raising money by issuing local 
currency bonds in the countries of 
operation soon. 

The members are united by geography, 
but the countries on the shores of the 
Black Sea are very different beasts, which 
has led the bank to take a country-by-
country approach to helping its members. 

"We support small- and medium-sized 
enterprises by lending to commercial 
banks, but in Turkey, for example, we 
can't really compete with the commercial 
banks so there we concentrate more on 
things like energy and [public-private 
partnership] projects," says Delikanli, 
who will be back in Tbilisi in June for his 
own bank's AGM. 

Russia has obviously proven to be 
a headache for the bank in the last 
year, but as the BSTDB has no western 
shareholders it has not felt any pressure 
to suspend its operations. In fact the 
opposite has happened after the EBRD's 

shareholders (which include many 
western European countries and the 
US) decided to suspend operations 
because of the conflict in Ukraine. 

"Interest in the BSTDB has been 
increased, especially in Russia, after the 
EBRD suspended its operations there. If 

Every cloud has a silver lining. 
Since the European Bank for 
Reconstruction and Development 

(EBRD) decided to freeze its Russian 
operations last year, customers have 
been increasingly turning to the Black 
Sea Trade and Development Bank 
(BSTDB) for help. 

The BSTDB was already doing well. 
As the international financial crisis 
goes into its eighth year, the smaller 
International Financial Institutions 
(IFIs) are flourishing as development 
banks’ services are in high demand, 
especially in the support of financial 
sectors and infrastructure development. 
And on top of this, as investors seem 
to think that the traditional emerging 
markets investment destinations in 
emerging Europe have passed their 
peak, the frontier markets have become 
increasingly fashionable with countries 
such as Romania laying claim to titles 
such as "the new Poland”. 

"We are growing the portfolio 
aggressively. The plan is to increase it 
by 7.5% a year. That is challenging if 
you look at the political and economic 
situation in our member countries, 
but if you look at their infrastructure 
needs then it is not big at all," says Ihsan 
Delikanli, chief executive and chairman, 

speaking to bne IntelliNews at the EBRD 
annual general meeting in Tbilisi. 

BSTDB has 11 members – Albania, 
Armenia, Azerbaijan, Bulgaria, 
Georgia, Greece, Moldova, Romania, 
Russia, Turkey, and Ukraine – and, 
as of end 2014, BSTDB had 304 

Ben Aris in Tbilisi 

“Interest in the BSTDB has been increased, 
especially in Russia, after the EBRD suspended 
its operations there”
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we have a project that is bankable and 
not affected by the sanctions regime 
then we will fund it," says Delikanli.

Delikanli says the bank's portfolio in 
Russia will reach about $300mn this 
year, although the growth is limited by 
the bank's own cap on investments: no 
country can account for more than 30% 
of the total loan portfolio. 

Ukraine is another important country of 
operations but Delikanli says that the situ-
ation is incredibly difficult at the moment, 
because of the economic collapse and 
military action in the east of the country. 

"We are reviewing the applications 
for loans from banks which now will 
depend on the political situation and the 
development policy of the government," 
says Delikanli.

The economic situation in Greece is not 
that much better than in Ukraine, but 
Delikanli says there are still plenty of 
projects going on in which the BSTDB 
can invest. 

"It’s a good time to do development 
projects [in Greece]. On the face of it, 
given the macro-economic talks with 
the EU, it doesn’t look so good, but 
there is investment happening on the 
ground because production and exports 
are still going on," says Delikanli.

Currently the BSTDB is focused on 
supporting the financial sector, but in the 
new strategy that will be released at the 
bank's annual general meeting, Delikanli 
says the bank plans to diversify and invest 
more in real sectors of the economy such 
as agriculture. In Turkey's case it is already 
looking at energy and has made two 
investments into private public partner-
ship (PPP) projects that have become 
increasingly attractive to the bank. But 
traditional sectors are likely to continue to 
drive the bank's business in the meantime. 

"Energy remains a big issue in the 
Black Sea," says Delikanli. "We have 
the resources of Russia and Azerbaijan, 
while the geopolitical location of our 
members means we can transmit this 
energy to the rest of Europe, through 
countries like Bulgaria and Romania." 

Egypt looks to private sector to haul 
economy back to health

bne IntelliNews 

Egypt is going through a massive restructuring of its economy and to mitigate 
the effects of this it needs to attract serious amounts of investment to the 
private sector, according to Dr Naglaa el-Ahwany, the Egyptian Minister of 
International Cooperation.

Speaking on the sidelines of the EBRD’s Annual meeting in Tbilisi on May 
14-15, el-Ahwany said the main topic of her conversations with fellow EBRD 
governors over the two days was how to get Egypt’s status within the develop-
ment bank, of which it was a founding member in 1991, upgraded to ‘country 
of operation’, to attract the kind of investment needed as the government 
slashes subsidies to bring the budget deficit down from around 14% of GDP.

“The big issue for Egypt is that it should move from being a potential country 
of operation to a full country of operation,” says el-Ahwany. “Politically and 
strategically this is important for us, as it sends a strong message that we 
are back on the right plain – we are stable politically and on the right track 
economically.”

As well as the fresh funding this would bring direct from the EBRD to both 
its public and private sectors, becoming a full country of operation would 
also provide a strong signal to investors that the government is committed to 
improving the country’s investment climate. “We are confident that the only 
way to grow and develop is to give the leadership to the private sector and we 
are doing our best to enhance our investment climate,” el-Ahwany says.

The country certainly needs to attract more investment. Its economy is suf-
fering from stagflation, with economic growth since Hosni Mubarak’s 2011 
overthrow averaging just 2%, while inflation and unemployment are both 
stuck in double digits. “Enthusiasm for the Egyptian story already seems to 
be running out of steam amongst international investors,” says Gary Klei-
man of Kleiman International. “The business climate remains poor and on 
the World Bank’s ‘Doing Business’ rankings, Egypt is below 100 across the 
range of categories from regulation and contract enforcement to labour and 
financial market efficiency.”

To enhance the business climate, el-Ahwany says the government is working 
on three parallel fronts: first, it is introducing legislative reforms to encourage 
investment, such as new laws concerning mining, power production and 
microfinance; second, it’s pressing to solve ongoing disputes with investors, 
especially foreigners, stemming from dubious contracts drawn up before the 
revolution; and third, it wants to promote investment at home and abroad. 

As part of the latter, in March the new government of President Abdul Fattah 
al-Sisi held a donor meeting in the resort town of Sharm-el-Sheik, at which it 
tried to convince thousands of delegates from over 100 countries to consider 
huge infrastructure schemes, many of which had been rejected in the past, 
including a $50bn Cairo relocation. “We managed to sign a lot of agreements 
worth $16bn, which I consider a great success,” says El-Ahwany.
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Ukraine overshadows 
EBRD meeting

international financial institution, 
found itself involved in the sanctions 
polemics that was used to ramp up 
political and economic pressure on 
our country,” Deputy Finance Minister 
Storchak told the EBRD board of 
governors in Tbilisi. “It is essential 
that the EBRD remains a depoliticised 
transition institution... We hope 
that the bank will not be guided by 
temporary political trends.”

Ashes to ashes
Ukraine, on the other hand, has been 
front and centre at the EBRD, and 
its "Phoenix Arising" session was 
packed with press and delegates. “The 
phoenix has already started to rise,” 
said US-born Finance Minister Natalie 
Jaresko. "We have accomplished a lot 
already.”

Together with Economics Minister 
Aivaras Abromavicius, the two ministers 
reeled off a long and impressive list 
of reforms that are in place or in the 
works. But the government's main 
achievement so far has been to stem the 
meltdown and stabilise the economy. 
Now the real work begins, but with a 
new anti-corruption agency chief just 
starting and a new head of the federal 
property agency due to be appointed 
imminently, most of the team needed 
to push through the far-ranging and 
radical reforms is in place and work can 
start in earnest.

However, Jaresko shied away from the 
biggest issue hanging over Ukraine 
now: what to do about its debt. The 
negotiations over imposing a haircut 
on the foreign holders of Ukraine's 
bonds are unravelling, with the two 
sides trading barbs in the press over the 
past week. “Despite numerous requests 
from the [Finance] Ministry’s side, 
the [creditors’] committee refuses to 
reveal its membership, a highly unusual 
departure from standard practice in 

The conflict between Russia and 
Ukraine overshadowed the 
European Bank for Reconstruction 

and Development's (EBRD) annual 
general meeting in Tbilisi, with Russian 
Deputy Finance Minister Sergei Storchak 
accusing the bank of a "political 
motivated" decision to suspend lending 
to Russia.

The development bank's economic 
forecast released on May 14 was heavily 
coloured by the conflict. While the start 
of a quantitative easing programme by 
the European Central Bank is already 
giving the countries of Central and 
Southeast Europe a boost, the conflict in 
the east is dragging down the rest of its 
region in the former Soviet Union.

Russia's GDP is seen contracting by 4.5% 
in 2015, with the recession easing to a 
1.8% decline in 2016, attributed to oil 
prices stabilising at $60 per barrel and 
prudent macroeconomic management. 
But GDP will remain affected by 
unsolved deep-rooted structural issues 
and economic sanctions. This is worse 
than the 3.5% predicted by most 
economists.

Russia's slide into recession and the 
associated collapse of the Ukrainian 
economy are having a “serious 
spill-over” effect on the rest of the 
region, as so many countries in the 
Commonwealth of Independent States 
(CIS) are dependent on Russia for both 
trade and remittances from migrants 
working there.

The conflict also flared in the country 
sessions. Russia has been barely present 
at this year's annual meeting, as the 
EBRD froze all its programmes in the 
country and is not making any new 
loans. Previously, the EBRD was the 
single largest foreign investor in Russia, 
disbursing $1bn-2bn a year. Russia 
is hopping mad at what it sees as an 
insult by the development bank. “We 
are surprised and disappointed that the 
EBRD, being a major and prestigious 

Ben Aris in Tbilisi

“Russia has been barely present at this year's 
annual meeting, as the EBRD froze all its 
programmes in the country”
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similar situations, and in stark contrast 
with IIF transparency and disclosure 
principles,” Ukraine's finance ministry 
said in a statement posted on its 
website.

According to analysts at the brokerage 
Investment Capital Ukraine, “this 
media outburst inflames unnecessary 
controversy, muddling both sides’ 
positions. Even more damaging, this 
news was sparked precisely on the 
day that the IMF mission convenes in 
Kyiv to assess the program’s progress." 
Pressure is growing on the government 
in Kyiv to restructure its debts before 
the International Monetary Fund 
reviews a $17.5bn financial aid deal  
on June 15.

More difficult still will be that Russia 
has reiterated that the repayment of 
a $3bn Eurobond issued by Ukraine 
and bought by Russia is not up for 
negotiation and must be repaid when 
it matures in December. “We are not 
participating in this debt operation and 
have no plans to participate," Storchak 
said at the EBRD meeting about the talks 
with Ukraine's creditors. This followed 
remarks from Russian Finance Minister 
Anton Siluanov that Russia might sue if 
Ukraine failed to repay the loan on time. 
Storchak's statement comes a day after 
Moscow agreed to change the terms on a 
$1.55bn loan to Belarus.

With two of Ukraine’s main creditors – 
Russia and private bondholders – not 
prepared to budge on the debt issue, it 
seems a nasty clash is in the offing, first 
ahead of the deadline of mid-June set 
by the IMF, and then again in December 
when Russia's debt comes due.

The issue of the Russian debt is 
especially tricky, because if it’s 
classified as a sovereign bond and 
Ukraine defaults on it, then under 
the IMF's own rules it would not be 
allowed to make any more loans to 
Ukraine (it is, however, allowed to 
lend to countries that have defaulted 
on commercial debt). The status of the 
Russian bonds is being hotly disputed, 
so despite the optimism in Tbilisi the 
hurdles that Ukraine needs to clear 
remain formidable. 

EBRD rejects accusations of  
‘politicisation’

Liam Halligan in Tbilisi 

The head of the EBRD on May 15 rejected accusations from Russia that 
the international institution has become "politicised".

The EBRD has “stayed close to our clients in Russia and continued 
to engage with the Russian government,” EBRD President Sir Suma 
Chakrabarti said in response to criticism from the Russian delegation at 
the EBRD's Annual Meeting in Tbilisi.

“Last year, as a result of the geopolitical situation, we received guidance 
from our board not to initiate new projects in Russia,” Chakrabarti told 
reporters in the Georgian capital. “But we’ve continued to manage our 
existing portfolio in Russia, our seven offices there remain open, we have 
many staff in Russia, and our ongoing activities are a good thing.”

Deputy Finance Minister Sergei Storchak, who heads the Russian 
delegation at the event, had earlier claimed the “politicisation” of  
the EBRD.

“We are surprised and disappointed that the EBRD, being a major and 
prestigious international financial institution, found itself involved in the 
sanctions polemics and was used to ramp up political and economic 
pressure on our country,” he told the EBRD board of governors. "It is 
essential the EBRD remains a depoliticised transition institution ... and 
we hope that the bank will not be guided by temporary political trends," 
Storchak said.

In July 2014, the EBRD halted fresh lending to Russia, which has long 
been its biggest market, after the West imposed economic sanctions over 
Moscow's actions in Ukraine.

While defending the decision to stop new Russian projects, but maintain 
existing ones, Chakrabarti said he didn’t envisage new activities in Russia 
before 2016 at the earliest. “I don’t expect any new Russian projects this 
year, and I don’t think Storchak does either,” he said. “But the EBRD 
stands ready to begin new Russian lending when our shareholders ask us 
to do so.”

The EBRD president denied Storchak’s claim that its €568m loss during 
2014 was related to its decisions regarding Russia. “Our results were 
affected by Russia last year, but that was nothing to do with our not 
investing in new projects,” he said. “The loss had a lot more to do with 
movements in the ruble and the broader Russian economy, and that’s why 
- since the ruble has recovered - our results have been very strong during 
the first four months of this year.”
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be fine. AK would be a force for good. The party would 
change the unpleasant nationalist, military-minded status 
quo. It would sort out the economy and campaign for EU 
membership. The opposition would be forced to regroup and 
come back to win after a couple of terms. How wrong I was. 
Even my very low faith in the CHP was too high.

Not up to the job
The CHP has not been able to throw off its image as entitled, 
satisfied with the trappings of opposition, completely 
lacking self-awareness or any connection with anyone 
outside its narrowing party base. When Kilicdaroglu came, 
campaigning on an anti-corruption ticket, there was a mild 
frisson of excitement, but most apart from CHP diehards 
would accept that the man who once allowed himself to 
be compared to Gandhi is not really up to the job. And the 
many announcements of reform and revolution within the 
party are yet to bear much fruit. I have spoken to a senior 
CHP member who was championing a sweeping change 

Suna Erdem in London

Turkey’s main opposition leader makes Ed Miliband look 
like Margaret Thatcher on speed. Such is the lack of 
charisma and purpose displayed by Kemal Kilicdaroglu. 

It’s not just him, of course. The whole Republican People’s 
Party (CHP) has colluded in the astonishing feat of being out 
of contention for the fourth general election in a row.

This is a big reason why the ruling Justice and Development 
Party (AK), despite corruption scandals, fading press freedom 
and the increasingly alienating authoritarianism of its 
founder-turned-president, Recep Tayyip Erdogan, is on course 
to win yet another general election on June 7. The party 
formed in 2001 has never lost – it considers it a failure if its 
share of the vote dips below 40%. AK’s majority should be 
reduced at this election, but it is still likely to be the  
biggest party.

When AK first came to power I would reassure naysayers 
(most of them my secularist Istanbul friends) that all would 

BEYOND THE BOSPHORUS: Turkey's main opposition  
party is not fit for purpose

Photo: Thomas Koch / Shutterstock.com
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in the party, yet he shed little light on what this might be. 
On the economy – AK’s strong point – he outlined a retro-
plan involving greater unionisation and higher benefits. 
How would they pay for it? By not being corrupt like the 
government, that’s how.

And, from a recent election rally, this is a quote from 
Kilicdaroglu: “They shout in unison: ‘How are you going to 
find the money?’ What a rude question!”

You could forgive the CHP, a supposed social-democrat 
party, some folly on the economy.  But on other traditional 
centre-left issues, such as freedoms and minority rights, it is 
remarkably reticent. My CHP interlocutor told me that there 

was no need for special treatment for the Kurdish minority, 
never mind the fact that they once felt so downtrodden 
that they launched a bloody separatist war that is only just 
coming to an end. The CHP would ensure everyone in the 
country would benefit from the new wonderful harmonious 
atmosphere they would create (I jest not). Kurds I have 
spoken to since guffaw at the claim. One Kurdish academic, 
Mesut Yegen, says that many Kurds found more solace in 
the government’s policies, which contrast with years of state 
belligerence: “Basically, many Kurds support the government 
because they think ‘at least I’m not being forced to eat 
excrement, my child isn’t being tortured and they bring 
services to my village instead of sending soldiers’…”

Turning Kurdish
The CHP has broadened its candidate profile and allowed 
primaries in many constituencies – producing some promising 
candidates such as former television journalist Cigdem 
Anad – but it still has little to offer to the millions of liberals 
disillusioned by AK and young voters looking for something 
better.

Some leftist Turks have suggested that they rally around a 
new challenger – the pro-Kurdish People’s Democracy Party 
(HDP), led by the charismatic Selahattin Demirtas, who 
stood against Erdogan in last year’s presidential elections. It’s 
not clear how far this will be followed up. Some nationalist-
minded CHP supporters expressed public distaste at the 
prospect of backing the Kurds. CHP a social-democratic 
party? I rest my case.

It’s crucial that HDP plays its cards right, because the 
insurgent party could be more instrumental than the other, 
bigger parties in determining Turkey’s future, which is why 

some commentators are urging that opposition voters switch 
to them even if it means their own parties lose a few MPs.

Like the Scottish Nationalist Party in Britain, the HDP 
dominates a whole region but has little national appeal. 
It stands to win up to 70 MPs in eastern and southeastern 
Turkey, which would dilute AK’s parliamentary power and, 
importantly, deprive it of the overwhelming numbers it 
needs to transform Turkey from a parliamentary democracy 
into a presidential system favouring strongman leaders – 
something that many Turks do not want. But to do that, 
HDP must poll more than 10% across the country – a barrier 
introduced after the 1980 coup as a tool to ensure strong 
government in a country of numerous fractious parties. If 
not, AK, which is usually second in the southeast, will get 
these seats.

But in the long term, this is not enough to give Turkey a more 
vibrant democracy. Unless a viable opposition party with 
credible policies emerges, we will see a lot more of Erdogan, 
and it won’t be pretty. He may be less popular than before, 
and even with much of the castrated media taking a pro-
government stance, an increasing number of voices are being 
raised in opposition to AK.

And yet. Never mind Shy Tories – Turkey has Shy AK 
supporters. This was particularly noticeable in the landslide 
elections in 2007. Prior to voting millions of secularists 
thronged the streets in protest, and hardly a good word was 
said about AK among the chattering classes. They polled 50%. 
For a long time afterwards, people would look around when 
they walked down the street, incredulous that one out of every 
two people they passed has supported AK: “We all hate them, 
don’t we? So how come this happened?” 

“They shout in unison: ‘How are you 
going to find the money?’ What a 
rude question!”

“Like the Scottish Nationalist Party in 
Britain, the HDP dominates a whole 
region but has little national appeal”
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The actual message Putin wanted to convey was a little 
more of the velvet glove, even if the whole event was about 
Russia’s mailed fist. His speech was much less belligerent 
than last year’s, which was full of paeans to the “unbending 
will, fearlessness and firmness” of the Soviet people and how 
important it was to “become emotionally aware of what it is 
like to be devoted to the Motherland and how important it is to 
defend the country's interests”.

Instead, we had a Putin more in sorrow than in anger, seeking 
to present Russia’s global aims – and Ukraine clearly loomed 

over the event – as moderate, rational, and limited. The 
decision by Western leaders to snub the parade – presented in 
Russia as something forced on them by US pressure – allowed 
him to return to a familiar theme, the purported global 
hegemony exerted by Washington. “We have seen attempts to 
create a unipolar world,” he said. “We see how military-bloc 
thinking is gaining force. All this undermines the sustainability 
of global development.”

Geopolitical capital
Of course, much of this is as disingenuous as it is self-
interested. Washington could only wish to be a ruthless 
hegemon, and ‘military-bloc thinking’ is at the heart of the 
military doctrine Moscow adopted at the end of last year. 
However, this is a line that plays especially well outside 

It would be glib to say that everything you need to know 
about today’s Russia you can learn from the Moscow 
Victory Day parade of May 9. But it would not be too much 

of a stretch.

First of all, consider the choreography and symbolic references 
of the event. Some 16,500 soldiers took part, the serried ranks 
stepping in sharp unison, like the Kremlin’s fondest dreams 
of a country lock-stepped to the instructions coming from the 
'Power Vertical'. Beyond that, the parade fused together the 
contradictory elements of Vladimir Putin’s new nationalist 
ideology.

There is, of course, national pride and military might, self-
identifying Russia through its capacity to thrive and survive in 
the harshest geopolitical conditions.

Part of the reason it is able to do that is its commitment to an 
historic mission. Quite what that may be varies from time to 
time, from speaker to speaker, but the messianic quality of 
modern rhetoric was also embodied in the parade, over and 
above the celebration of what Putin, speaking at last year’s 
event, called “the winning power of patriotism.”

There was a Russian Orthodox dimension; Defence Minister 
Shoigu pointedly crossed himself before reviewing the troops, 
for example. This blends with the rich Soviet iconography 
of the event, though. The parade was opened by the victory 
banner hoisted over Hitler’s Reichstag, its hammer and sickle 
has now been comfortably absorbed into the official symbolic 
canon, stripped of its notional connections with any pesky 
anti-capitalist or egalitarian sentiment.

After all, the central characteristic of Russia’s 'Den Pobeda' 
(Victory Day) pageantry is not just the celebration of past 
glories, hardships and triumphs, but their mobilization for the 
Kremlin’s contemporary use.

STOLYPIN:  
Parading Russian 
policy

“The event was a chance for Moscow 
to gauge its status as a hegemon 
in its own right, over post-Soviet 
Eurasia”

Mark Galeotti of New York University Photo: Yury Dmitrienko / Shutterstock.com
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is therefore always something of a shop window and Moscow 
was eagerly displaying its spring collection.

Shop window
Alongside World War II vintage T-34 tanks and SU-100 
tank destroyers were the most modern Russian armoured 
vehicles, for example. The T-14 Armata main battle tank 
represents the first genuinely new design of the post-Soviet 
era. The Kurganets-25 and Bumerang personnel carriers, 

also debuted this year, will become the standard in the 
Russian army across the next decade.

Finally, the actual choice of the units parading also says 
something about the message the Kremlin wants to convey. 
Last year, the big deal was the presence of Spetsnaz 
commandos in the distinctive combat gear in which, as the 
so-called “little green men”, they seized Crimea. This time, 
they were again there in the shape of detachments from the 
98th Guards Airborne Division and 16th Spetsnaz Brigade.

However, a sign that the focus of the war has shifted from 
Crimea to the Donbas was the presence, making their first 
appearance at the parade, of a contingent of Kuban Cossacks. 
While appearing in period Great Patriotic War uniforms, it 
is hardly likely to be coincidental that Kuban Cossacks have 
more recently been fighting amongst the volunteers and 
mercenaries of Ukraine’s rebellious south-east.

Overall, then, the parade was not only further evidence that 
Moscow knows how to put on a show. It demonstrated that the 
Kremlin, while doing what it can to undermine Western unity, 
is also keen at once to maintain its hegemonic status in Eurasia 
while encouraging the rise of a “coalition of the unwilling”, 
an entente of nations uncomfortable with, or downright 
suspicious of the US-led Western world order.  

Mark Galeotti is Professor of Global Affairs at the Center for 
Global Affairs, New York University. He writes the blog In 
Moscow’s Shadows (http://inmoscowsshadows.wordpress.com/)

Western circles, where suspicion of US motives and despair 
at its geopolitical clumsiness go hand-in-hand. And this was a 
parade that explicitly inclined to this constituency.

There may have been no Western leaders present (though 
some, like Czech President Miloš Zeman, were at least in 
town), but there was a significant guest list beyond that. Not 
just pariahs and also-rans like Zimbabwe’s Robert Mugabe and 
Venezuela’s Nicolas Maduro, but the 27 foreign dignitaries 
included China’s Xi Jinping, India’s Pranab Mukherjee and UN 
Secretary-General Ban Ki-moon.

Even the actual constitution of the parade reflected in some 
small way Moscow’s desire to use the event to accumulate a 
little geopolitical capital. Alongside the Russians marched 
contingents from the Indian Grenadiers, the Mongolian  
army and the Beijing Honour Guard, all participating for  
the first time.

Russia, to be blunt, may have few real friends. But if it is not 
regarded by many as a positive example to follow, it is at 
least able to leverage its self-appointed role as a challenger of 
American “hegemony”. When they chose to come to Moscow, 
these leaders knew that they were not only honouring Russia, 
they were flouting a Western consensus. It may only be a 
symbolic act, but it says something about the fault lines 
between the West and the rising powers of Asia, in particular.

Of course, the event was also a chance for Moscow to gauge 
its status as a hegemon in its own right, over post-Soviet 
Eurasia. Belarusian President Alexander Lukashenko seems 
keen to stake out a position as the first rat to leap from 
Moscow’s sinking ship, and stayed home for the Minsk 
parade. By contrast, Kazakh President Nursultan Nazarbayev 
even held his festivities a day early so that he could attend 
the Moscow bash. Then again, as talk circulates of a possible 
trade war with Moscow, maybe he felt he had particular 
bridges to mend.

After all, part and parcel of heading a Eurasian state is 
managing a prickly, over-compensatingly assertive Moscow. 
Events such as Victory Day are not only a great symbolic 
chance to pay one’s respects (reminiscent of turning up to a 
Mafia don’s birthday party), they are also opportunities for 
behind-the-scenes relationship-building and negotiation.

Part of the reason the Nazarbayevs (and his peers: he was also 
joined by the presidents of Armenia, Azerbaijan, Tajikistan, 
Uzbekistan and Kyrgyzstan) have to pay attention to Moscow 
is its military might. Russia may not be a global power any 
more, but the forces arrayed at the parade underscore that it is 
undoubtedly a regional strongman.

It is also – and this is part of its appeal to nations such as 
Cuba, Venezuela and Serbia – a willing supplier of weapons 
systems to countries unable to afford leading-edge Western 
offerings, or denied the opportunity to buy them. The parade 

“We had a Putin more in sorrow 
than in anger”
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To put that in context, there’s been just one other three-year 
period since World War II when global trade has been so flat – 
from 1980 to 1982, in the aftermath of a huge oil price shock, 
when a 12-month tripling of crude prices sparked double-digit 
US inflation and 20% interest rates, decimating consumer 
confidence. Were it not for the extremely fast growth of south-
south trade over the last two decades then, a development 
that’s continued and even accelerated since 2008, interna-
tional commercial would now be at its weakest in 70 years. 
The emerging markets have picked up the global growth baton 
– not least by developing massive south-south flows – and in 
doing so have prevented a debilitating global slump.

Intra-EBRD
This burgeoning of south-south trade loomed large when I was 
in Tbilisi in mid-May, at the annual meeting of the European 
Bank of Reconstruction and Development. “Countries within 
our region have recently attracted significant capital from 
other emerging markets,” said Sir Suma Chakrabarti, the 
EBRD president.

Across the EBRD’s 36 countries of operation, stretching from 
Poland to Turkey and Central Asia, from the Baltics to North 
Africa, Sir Suma highlighted that investment and trade is 
being increasingly conducted with other emerging markets. 
“Many of our member states are now receiving inflows not 
just from Western Europe and North America, as they should, 
but also from the Gulf, India and China”, he said. “The 
EBRD wants to see considerably more south-south trade and 
investment activity where we operate, with the big emerging 
markets stepping up to the plate.”

During the Tbilisi summit, the EBRD was keen to point to 
sizeable south-south inflows even into smaller countries – not 
least Georgia, an economy less than one thirtieth the size of 
Poland. “Georgia has won considerable business from India, 
with both Tata and Jindal Steel & Power investing heavily,” 
said Sir Suma. “A new EBRD project with Tata Power of India 
is creating a fantastic hydro-power facility at Shuakhevi [in 
south-west Georgia] that will export energy to Turkey.”

China, of course, is the big beast in the south-south trade 

INVISIBLE HAND: 

South-south on  
the up'n'up

Liam Halligan in London

International commerce used to be dominated by flows of 
goods and services between the big Western economies 
and the developing world – with the “advanced nations” 

generally dictating the terms. Over recent decades, though, 
there’s been a surge in trade between the developing countries 
and emerging markets themselves, bypassing the “leading 
countries” altogether.

As the developing and emerging economies’ share of the 
global economy has surged from one-third to more than 
a half of global GDP over the last ten years, they’ve done 
increasing amounts of business with each other. Such “south-
south” flows, just a few percentage points of world trade as 
recently as 1990, rose to a fifth by 2004 and now account for 
almost a third of all cross-border commerce.

There was $18,500bn of international trade in 2014, the 
World Trade Organization estimates, of which around 
$6,000bn was south-south. It’s a similar story when it comes 
to foreign direct investment (FDI), with the developing and 
emerging economies receiving some 52% of the annual 
total on the latest (2013) numbers, and south-south FDI 
accounting for the largest chunk. While America, the big 
European economies and Japan still see themselves as the 
engine rooms of global commerce, nations elsewhere are 
increasingly generating many trillions of dollars of trade 
flows between them that don’t involve the West.

And the world’s biggest economy could soon be in recession. 
Preliminary estimates for US GDP show annualized growth 
dropping to just 0.2% in January to March, compared to 2.4% 
in 2014. Subsequent survey data suggests this figure will be 
revised down into negative territory, with the second quarter 
also likely to disappoint.

Between 1990 and 2007, after the Berlin Wall came crashing 
down and globalization began in earnest, world trade flows 
expanded on average by a buoyant 6.2% a year. Since the 
2008 financial crisis, though, with both America and Western 
Europe failing to stage a convincing recovery, international 
commerce has been a lot more sluggish, growing at just 2.4% 
annually from 2011 to 2013.
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and investment story – to an extent that has unsettled some 
Western governments. “You see growing Chinese links with 
both Eastern Europe and Central Asia,” said Sir Suma. “The 
EBRD’s approach is to face reality and work with Chinese 
companies and the Chinese government.”

Perhaps the most important south-south trend is the growth 
of Chinese trade with Brazil and Latin America more 
generally. The natural “fit” between China’s export-focused 
industrialized economy and Brazilian commodities has 
driven bilateral trade from $6bn to $90bn during the decade 
from 2003, with China replacing the US as Brazil’s biggest 
trading partner as long ago as 2009. Cooperation between 
them also encompasses education, biofuels, and satellite 
and nanotechnology, with Brazil now a major destination for 
Chinese FDI.

During a visit in May, Chinese Premier Li Keqiang announced 
over $50bn of investment agreements – welcome news for 
Latin America’s largest economy, which has lately been 
flagging. While an $8bn deal with Brazil’s state-owned oil 
firm Petrobras was the centre-piece, there were also deals on 
airlines and iron ore, along with further infrastructure projects 
as Rio de Janeiro prepares to host South America’s first 
Olympics in 2016.

Premier Li then went on to Peru, where bilateral trade with 
China has grown from almost nothing to a chunky $15bn in 
just five years. Peru is vital to Beijing, given China’s plans to 
bankroll a 3,500km trans-Andean railway from the Brazilian 
port of Santos to the Peruvian Pacific port of Ilo. Consider, 
also, that work has begun on a $50bn Chinese-led waterway 
across Nicaragua, to rival the US-built/operated Panama 
Canal. These two infrastructure projects, while no doubt set 
for delays and setbacks, are now highly likely to be built.

Trade between China and Latin America as a whole exploded 
from barely $10bn in 2000 to $280bn in 2013. Over the last 
decade, the share of Latin America’s trade with the US has 
fallen from a third to a fifth, while the share with China has 
surged from one tenth to a third. And this pattern of south-
south trade, with the Western world losing ground in the 
world’s fastest-growing and increasingly populous markets, is 
being repeated across the BRICS economies.

China and Russia have overcome deep historic suspicions in 
recent years, with annual trade flows now reaching $100bn, 
up seven-fold since 2002. While revolving, again, around a 
commodities-for-manufactured goods exchange, the Sino-
Russian trade axis increasingly extends to technology, defence 
and finance.

Then there’s the growing trade between India and Russia, 
with President Vladimir Putin signing a $50bn oil-and-gas 
agreement and $40bn of other deals from nuclear energy to 
fertilizers and space travel during a recent trip to Delhi. Prime 
Minister Narendra Modi even mooted the idea of India joining 

the Russo-Chinese Shanghai Cooperation Organization. That 
would secure India extensive trading links with Central Asia – 
rich, of course, in hydrocarbons and minerals.

Frenemies
Even China and India are adding to this south-south trade 
growth, despite historic enmities. While India and Russia are 
Cold War allies, with deep cultural and political ties, Modi’s 
attempts to transform relations with Beijing are more complex 
– not least given ongoing disputes over the Himalayan border 
and China’s refusal to back India’s bid to join the United 
Nations Security Council. Despite that, bilateral trade has 
swollen from $35bn to $50bn since Modi took office in 2014, 
and China has also agreed that an Indian banker will become 
the first president of the $100bn Shanghai-based BRICS bank, 
the New Development Bank.

Many Western observers, their knowledge limited to 
mainstream headlines and share indices, like to downplay the 
importance of emerging markets. “Decoupling” is a myth, they 

say – and, it’s true, global markets are increasingly correlated, 
not least because market sentiment everywhere is dominated 
by the money-printing of Western central banks.

The current lack of “financial decoupling”, though, shouldn’t 
detract from massive “economic decoupling” that’s happening 
anyway – a far more fundamental concept involving the 
polarization of on-the-ground commercial activity that 
continues apace, as the big emerging markets develop south-
south trade flows that have little to do with the West.

In 2013, Chinese trade with and investment in Sub-Saharan 
Africa topped $200bn. That trend is now widely understood. 
Less recognized, almost hiding in plain sight, is the reality 
that the biggest emerging markets are getting their collective 
trading act together. Some of the recently announced Chinese-
led deals and investments may not happen. And of course 
intra-BRICS trade certainly won’t always run smooth. But it’s 
already clear, to those willing to look, that south-south trade is 
the economic mega-trend of our time.   

Liam Halligan is Editor-at-Large of Business New Europe.  
Follow him on Twitter @liamhalligan

“It’s already clear that south-south 
trade is the economic mega-trend  
of our time”
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Even more troublingly for the country's short- and mid-term 
prospects, this accelerating decline in output coincided with 
a further deterioration in the current account balance. After 
improving during 2013 and the first half of 2014, largely due 
to the impact of the hrynia’s devaluation, the current account 
balance was "almost zero" over the summer. However the 
current account balance then deteriorated for the next six 
months, ending the year with a deficit of 4.1% of GDP.

That is not sustainable. Even after the infusion of International 
Monetary Fund cash, by March Ukraine’s total foreign reserves 
were less than $10bn, half their level at the end of 2013. Given 
its extremely precarious financial situation, Ukraine simply 

cannot continue to run large deficits in the current account. 
Further devaluation (and the economic pain it will bring to the 
average Ukrainian) is essentially inevitable.

In contrast to Motyl’s optimism about East Ukraine’s economic 
implosion, it’s interesting to note what the World Bank thinks. 
Here’s what the report said:

“The impact of the currency devaluation was dampened by 
conflict-related disruptions in export-oriented industries  
in the east and a seasonal increase in imports of gas and  
coal (after local coal production was damaged in the  
conflict areas).”

Put simply, Ukraine needs to import a lot less foreign energy, 
but the only realistic way it has of doing so (coal production 
in the Donbas) is impossible because of the war. It’s not clear 
how or if that is a problem for Russia (whose current account 

Alexander Motyl has long stood out among Ukraine 
boosters for his near-total unwillingness to admit that 
anything is going wrong. He even went so far as to 

write that Ukraine's volunteer battalions (which have been 
implicated by Amnesty International in a host of human 
rights violations and have also been involved in a series  
of murky inter-oligarch power struggles) are actually a  
good thing.

But Motyl has outdone himself with his latest missive "Out of 
Kiev's Hands", in which he argues that the economic and social 
collapse of the Donbas region of the east is not in any way a 
problem for Ukraine, but is actually "becoming a big headache 
for Russia."

It’s exactly the sort of “the worse the better” analysis that 
ideologues habitually produce. For Motyl it’s actually a good 
thing that Donbas residents have fled en masse and that 
continued fighting between Russia-backed separatists and 
government forces has laid waste to the countryside ("The 
longer the fighting continues, the less will the Donbass be 
able to sustain itself and its war-fighting capacity and the  
less will the separatists be able to create a functioning 
political entity").

While some parts of the article are up for debate, what seems 
very clear is that Motyl is confident in Ukraine’s long-term 
prospects. He boldly proclaims that, “the current stand-off is 
the best of all possible worlds for Kiev” and that “time is on 
Ukraine’s side”.

As always, it’s helpful to take a step away from political 
rhetoric and towards hard data.

As noted in the World Bank's most recent macroeconomic 
update, Ukraine's economic output contracted sharply over 
the course of 2014, with the year-over-year decrease in GDP 
hitting 14.8% in the fourth quarter. That is to say that the 
recent trend is of not of improving but of worsening economic 
performance. Ukraine’s recession isn’t slowing down, it’s 
actually speeding up.

COMMENT:  
Time on Ukraine’s side?  
Data suggest otherwise

“It’s exactly the sort of ‘the worse 
the better’ analysis that ideologues 
habitually produce”

Mark Adomanis in Philadelphia
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If, as Motyl says, "time is on Ukraine's side", then we should all 
tremble to think what the situation would look like if it wasn't.

Ukraine, far from being on course for rapid convergence 
with the West, remains on the edge of a harrowing economic 
collapse. You can, like Motyl, pretend that this isn’t the case, 
but reality has little patience for such illusions.  

is positive and whose foreign reserves are still more than 
$350 billion), but it’s very clearly an enormous problem  
for Kyiv.

As if that wasn't enough, there was also a noticeable 
weakening in Ukraine’s external debt position: huge 
expenditures to fund the government's ongoing military 
operations, cover a rising Naftogaz deficit, and recapitalize 
the Deposit Guarantee Fund resulted in a sharp increase 
in the ratio of public and publicly-guaranteed debt to GDP 
from 40.6% in 2013 to 70.3% in 2014. By the end of 2015, 
this debt is projected to be a full 88% of GDP, before starting 
to gradually decline. However, even by 2018 publicly 
guaranteed debt (72.6%) will remain higher than its 2014 
level. Ukraine’s mid-term fiscal future, then, is a harrowing 
one full of a sea of red ink. 

“If time is on Ukraine's side, then we 
should all tremble to think what the 
situation would look like if it wasn't”
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former spokesperson for Austria's vice chancellor Josef Pröll, 
and Christoph Pöchinger, spokesman for former justice 
minister Karin Gastinger, as well as Patrick Minar, former spin 
doctor for co-governing Austrian People's Party (ÖVP).

But as the trial date neared, Firtash kept the best for last, 
Horcicka tells bne IntelliNews in an update to his book, which 
was published before the actual court decision. Firtash hired 
former deputy chancellor, finance minister and foreign minister 
Michael Spindegger to head his newly established and massively 
endowed pro-reform think-tank Agency for Modernisation 
of Ukraine, which held its inaugural conference in Vienna in 
March, attracting big names from across the EU member states.

Spindelegger, according to Horcicka, is a close friend of 
current justice minister Wolfgang Brandstetter. Spindelegger 
and Brandstetter are also both 'brothers' in Austria's powerful 
Catholic fraternity, Cartellverband, according to Horcicka.

Adding to the network, Firtash's PR adviser Pöchinger served 
as witness at the wedding of Christian Pilnacek, head of the 
justice ministry's prosecution department, and thus de facto 
the boss of the state prosecutors – an indication of the tight-
knit society of the 8mn strong Alpine republic.

Thanks to the massive political backing he acquired in 
Austria, Firtash – a man rarely glimpsed in public in his native 
Ukraine – placed himself fully in the public eye in Austria after 
release on bail, taking up residence in the Ritz Carlton in the 
heart of Vienna. Firtash even arranged photo sessions in the 
famous Cafe Schwarzenberg for Austria's largest circulation 
paper, Kronenzeitung, to whom he gave a number of softball 
interviews in the course of the year.

Demonstrating the impact of Firtash's massive Austrian PR 
effort, Kronenzeitung's opening question to Firtash in its latest 
March interview arguably broke all records for sycophancy: 
“Your Wikipedia entry says that as well as businessman, 
investor and head of the Ukrainian employers association you 
are also a philanthropist. How great is your love of humanity?” 
the paper asked. Firtash answered: “Most of what I do, I do for 

Graham Stack in Berlin

Gas oligarch Dmitry Firtash is free to return to his native 
Ukraine after defeating a US bid to extradite him 
from Austria on April 30, thanks to a enormous PR 

campaign launched in Austria to sway the Alpine's country's 
tight-knit elite in his favour. This is the conclusion of a new 
book, “Das schmutzige Geld der Diktatoren” (The Dirty Money 
of the Dictators) by Austrian journalist Florian Horcicka, 
who examines how Austria's rolling out of the red carpet to 
the cash and investment of dictators and oligarchs from all 
over Eurasia has given rise to a strange symbiosis of Viennese 
rectitude and shadowy Eurasian maneouvering.

The Firtash saga started in 2006 when a Global Witness inves-
tigation first named him as the owner of EuralTransGas, a firm 
which had come from nowhere to become the main interme-
diary in the shadowy gas trade between Turkmenistan and 
Ukraine via Russia, worth billions of dollars per year. The inves-
tigation failed to reach Firtash, interview any people who knew 
the businessman well, establish his age or even to find a photo 
of him, dubbing him as a result “The Mysterious DV Firtash”.

But while Firtash's predecessor in the Turkmenistan-Russia-
Ukraine gas trade, Ukraine's former prime minister Pavlo 
Lazarenko, was jailed in the US in 2006 for nine years, on 
April 30 an Austrian court threw out a US extradition request 
for Firtash, which referred to alleged bribery of Indian officials 
by Firtash in 2006.

What did Firtash do right in Austria? Horcicka in his book 
describes how, following arrest in March 2014 and a record bail 
of €125mn, the formerly reclusive Firtash embedded himself 
in a powerful network of top Viennese lawyers and PR advisers 
with intimate links to Austrian authorities – and for the first 
time in his life went public. “Firtash ... played the Austrian piano 
like a world master,” Horcicka writes, describing how Firtash's 
entourage of advisors and lawyers encompassed almost all the 
key channels of influence in Austria's legal system.

Thus, according to Horcicka, Firtash hired former justice 
minister Dieter Böhmdorfer as his lawyer, and also 
Böhmdorfer's former spokesmen. He also hired Daniel Kapp, 

BOOK REVIEW: 

PR proves Firtash’s ‘get 
out of jail free’ card
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them [the Ukrainian people]. I want to take responsibility for 
them.” The interview contained not a mention of allegations 
of corruption and organised crime links dogging Firtash for 
nearly ten years, which the Ukrainian oligarch refutes.

The extent of Firtash' networking in Austria's upper circles 
meant that the Austrian court's refusal on April 30 to extradite 
Firtash, while generating international headlines, was widely 
expected in Vienna. “He will be released,” Horcicka told bne 
IntelliNews hours before the verdict came in.

Unlucky Aliyev
Firtash's newfound freedom contrasts strongly with the 
suicide in a Viennese jail in February of another oligarch 
prisoner in Vienna, Kazakhstan's Rakhat Aliyev. Aliyev, 
formerly the son-in-law of Kazakhstan's de facto president-
for-life Nursultan Nazarbayev and once a hot contender as his 
successor, abruptly fell into disfavour in Astana in 2007. He 
fled the country for Vienna after being accused of the murder 
of two managers in his Kazakh bank, whose remains were later 
recovered encased in barrels of lime. Astana then applied to 
Vienna for Aliyev's extradition, but Vienna at first refused due 
to lack of confidence in Kazakh justice.

Relatives of the allegedly murdered men then filed charges 
against Aliyev in Austria itself. Austrian authorities finally 
arrested Aliyev in June 2014 on murder charges. Aliyev then 
committed suicide in his jail cell in February before the case 
could be brought to trial.

Aliyev had an initial network of support in Austria, including 
links to justice minister Brandstetter, dating from spells 
as Kazakh ambassador to Austria. But he had left a trail of 
alleged money laundering behind in Austria itself – some 
of the evidence of which was made available to Austrian 
authorities by Kazakhstan – and he increasingly became 
politically too hot to touch.

Crucially, however, Kazakhstan pursued Aliyev with far 
more vehemence than the US, let alone Ukraine, did Firtash. 
It was Aliyev's Kazakh foes that won the battle for PR and 
influence in Austria itself. According to Horcicka, the families 
of Aliyev's alleged murder victims spent as much as €14mn 
pursuing charges in Austria against Aliyev – money that could 
only have come from the Kazakh authorities themselves. 
The money went to hire top lawyers with abundant political 
connections, and other Kazakh-connected politicians also 
helped: ex-Bundeskanzler Alfred Gusenbauer, an adviser to 
Kazakh president Nazarbayev, backed the extradition of Aliyev 
to Kazakhstan domestically.

This points to an often overlooked aspect of Firtash's 
courtroom triumph: while Kazakhstan went the distance 
against Aliyev, it appears the US ultimately backed down 
over Firtash for some reason. The US had already withdrawn 
an initial international arrest warrant once in November 
2013, before refiling it in February 2014. In the course of 
the subsequent year, however, the US authorities failed to 

deliver to the Austrian court transcripts of questioning that 
were crucial to proving the bribery case against Firtash. Both 
factors were referred to in the Austrian verdict as grounds 
for the decision. Moreover, in stark contrast to Kazakhstan's 
embittered pursuit of Aliyev, Ukraine's prosecutor general 
declared on a number of occasions that Firtash is not under 
suspicion of any crime in Ukraine.

Firtash even used his courtroom battle not only to escape 
extradition to the US, but also to rehabillitate his reputation 
in Ukraine, and thus prepare the ground for a return: Firtash 
told the courtroom under oath he had backed the opposition 
against ousted former president Viktor Yanukovych, and was 
thus an ally of the current pro-Western government.

Capital of shadows
While giving an exhaustive overview of Vienna's love affair 
with dictators and oligarchs, one thing Horcicka's book lacks 
from an Anglo-Saxon viewpoint is any reference to Graham 
Greene's noir thriller “The Third Man” set in post-war Vienna, 
so here it is: “A city of undignified ruins… in the classic period 
of the black market… We'd run anything if people wanted 
it enough – had the money to pay… The centre of the city 
that's international is policed by an International Patrol. One 
member of each of the four [occupying] powers. What a hope 
they had! All strangers to the place and none of them could 
speak the same language… Good fellows on the whole, did 
their best you know.”

Implicit in Horcicka's arguments is that today's Vienna is an 
exact negative image of Vienna in the days of Greene's anti-hero 
smuggler Harry Lime – except that the dirty money remains dirty. 
Instead of the ruins, there is one of Europe's most elegant and 

affluent cities, and as Florian elaborates, the roles are reversed: 
the police are now locals – but they remain equally helpless in the 
face of the shadow world of the black market operators, who now 
flock to Vienna from all the corners of Eurasia.

At the same time, another legacy of the immediate post-war 
years, the strict policy of east-west neutrality means Austria's 
judiciary are reluctant to extradite if there is a whiff of 
political intrigue.

And while in Harry Lime's day, it was the breakdown in law-
and-order in post-war Austria that spawned the black market, 
today it is the very strength of Austria's law-and-order that 
makes the place attractive to oligarchs and dictators. Efficient 
law enforcement creates the everyday security that oligarchs 
crave, while the rigour and slowness of Austrian courts 
thwarts attempts by investigators to penetrate the veil of 
offshore shell companies protecting dodgy operations. 

“Firtash played the Austrian piano 
like a world master”
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(Repentance), an allegory of the Georgian experience during 
Stalin purges, which was released in 1987 thanks to Mikhail 
Gorbachev’s glasnost.

Under Nikita Khrushchev’s thaw, Georgian cinema hit a high 
point – the varnished reality of socialist realism gave way to 
an introspective narrative. Directors like Mikheil Kalatozov, 
Rezo Chkheidze and Tengiz Abuladze surfaced in festivals 
beyond the Iron Curtain. Abuladze’s film “Magdana’s Donkey” 
(co-directed with Rezo Chkheidze) won the “Best Fiction 
Short” prize at the 1956 Cannes Film Festival, and one year 
later Kalatozov’s “The Cranes are Flying” was the first Soviet 
feature to win the Palme D’Or.

Indeed, Federico Fellini, the renowned Italian director, defined 
Georgian cinema as “a completely unique phenomenon, vivid, 
philosophically inspiring, very wise, childlike.”

Source of inspiration
The dissolution of the Soviet Union hit Georgian cinema 
hard as the country fell into chaos: cinemas closed, funds ran 
out, institutes disappeared and would-be directors left. “The 
1990s were painful,” recalls Janelidze. “Civil wars, power cuts, 

criminality, bread lines, you name it. Still, those years gave 
food for thought to new filmmakers who have now returned 
to that period to tell stories of when they were children, 
teenagers and make beautiful films.”

Yet money remains a problem. The GNFC’s allocation for 2015 
is a meagre GEL5.2mn (€2.15mn), plus additional €120,000 
coming from Eurimages, the Council of Europe’s film support 
foundation that Georgia joined in 2011 and unlocked key access 
to the European distribution network. Directors have to dig into 

“This new wave of Georgian film 
markers has a strong message  
and powerful stories to tell”

Georgian cinema 
builds it, and the  
audiences come

Monica Ellena in Tbilisi

Giorgi Ovashvili is the Georgian film director who built an 
island and almost brought it to the Oscars. “‘Corn Island’ 
was a tale waiting to be told, the real story of peasants 

taking over little pieces of land created by the Enguri river in 
spring and using them to cultivate corn,” he explains to bne 
IntelliNews. “But we could not find an island in a river where 
we could film for two seasons, let alone control the water level. 
Heaven sent us Temo Albekioni, a builder. And he built it.”

“Corn Island” is the almost wordless tale of an aging farmer 
and his granddaughter set against the backdrop of the Abkhaz 
war in early 1990s; the Enguri river separates the breakaway 
region of Abkhazia from the rest of Georgia. The film is the 
latest in a run of award-winning Georgian films that have 
taken international festivals by storm. It was shortlisted for an 
Oscar alongside Zaza Urushadze’s “Tangerines”, a powerful 
Estonian-Georgian production where an idyllic tangerine 
plantation becomes a battle zone for the Abkhaz war.

“This new wave of Georgian film markers has a strong 
message and powerful stories to tell,” says former film director 
Nana Janelidze, now head of the Ministry of Culture agency 
the Georgian National Film Center (GNFC), founded in 2001 
to support the production and distribution of Georgian films.

Control, chaos and creativity
Georgian cinema dates back to November 16, 1896, when the 
Aristocratic Theatre screened the first film in Tbilisi, just one 
year later than the Lumieres’ screening at Paris’ Boulevard 
des Capucines. But its subsequent development was far from 
smooth.

During the Soviet period, Tbilisi’s film studios were on a par 
with those in Moscow and Kyiv; Ukranian film director Roman 
Balayan once said that, “there was always a Soviet cinema and 
a Georgian cinema”.

But while the USSR provided plenty of funding, it imposed 
heavy restraints on artistic freedom. “We had to dig deeply 
into our imagination to say what we wanted and avoid 
censorship at the same time,” says Janelidze, who co-wrote 
Tengiz Abuladze’s Cannes award-winning “Mananieba” 
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The military junta, led by Evren, began to refashion the 
country. Tens of thousands of people were removed from their 
jobs and as many fled the country. Parliament was dissolved, 
political parties were shut, newspapers closed, journalists 
arrested and unions banned. Transvestite and transsexuals, 
such as Ersoy, were banned from publicly performing. 

The rights of the Kurdish minority were also repressed, giving 
rise to a decades-long separatist war between Kurdish guerrillas 
and the army, which is only just reaching political resolution.

One of the foreign policy acts of the military leadership was 
to declare Turkish Cyprus an independent state, angering the 
international community and bequeathing a major headache 
to future governments. While the Greek-populated southern 
part has joined the EU and continues to hamper Turkey’s 
ambitions to join the bloc, the self-declared Turkish north is 
recognised as no one bar Turkey. 

But the deepest legacy left by Evren is the constitution that the 
junta presented to the public in 1982. The constitution restricted 
the rights of the individual, narrowed freedoms and formalised 
the military's role in politics, enabling generals to hold sway 
long after a return to civilian rule. Under constant pressure, 
the public voted to accept the document by more than 91% in a 
referendum. The vote also served to make Evren president. 

Although the military was strongly secularist, in honour of 
Turkey’s founding father, soldier-turned-president Kemal 
Ataturk, Evren’s rule contributed strongly to the rise of 
Islamism, by opening religious schools and championing 
Islamist activists as a way to contain the left-wing and the 
often leftist-Kurds. 

Suna Erdem in London

There was no pomp at the funeral of former Turkish 
president Kenan Evren, who died on May 9, aged 97. No 
politicians stood at the graveside, praying for his soul. 

No public outpouring of grief. Two protesters were arrested 
for heckling.

From Bulent Ersoy, the usually colourful transsexual Turkish 
classical singer, there was only dark bitterness: “I shall never 
forgive him,” she said on Turkish television. “He persecuted 
me…What have I ever done to anybody?”

What Ersoy, a popular singer and musical actor, had done was 
to try and change sex while hanging onto his career at the time 
when the Turkish military, led by General Evren, staged a coup 
at 4:00am on September 12, 1980. Ersoy, who is now one of 
the best-known figures in Turkish music, was barred from the 
stage, attempted suicide and was eventually forced into exile 
for several years.

Many Turks publicly hailed the coup – Turkey’s third since 
1961 – for the bloodless way the military took over the reins 
from squabbling, ineffectual politicians, and ended years of 
anarchy and street fighting between revolutionary Marxists 
and ultra-nationalist “Grey Wolves” that had claimed around 
5,000 lives. It was called the “Coup with Velvet Boots.”

But if blood wasn’t shed that night, it flowed freely afterwards. 
Half a million Turks were arrested, many of them artists and 
intellectuals, from both ends of the political spectrum. Around 
300 people died in jail, many of them from torture, which became 
widespread, as did extrajudicial killings. Fifty people, including 
a 17-year-old were hanged. “Why should we not hang them?” 
Evren famously said. “Should we continue to feed them in jail?”

OBITUARY: 

Kenan Evren, former Turkish  
president, died on May 9, aged 97

their pockets to shoot on shoestring budgets. Ovashvili knows 
it well. “’Corn Island’ cost €1.5mn, which included building 
the island. GNFC provided about 22%, while the remainder 
came from Germany, France, Czech Republic, Switzerland, 
Kazakhstan and Eurimages. Going around looking for investors 
consumes time and energy,” he sighs.

But the results are plain to see. In 2013, Berlin-based Nana 
Ekvtishvili shot “In Bloom”, a delicately engrossing coming-of-
age story set in Tbilisi in 1992, on a budget of about €1mn. The 

film won over 20 awards at festivals across the globe, including 
the Berlinare. The same year Tinantin Gurchiani won the award 
for best director of a world documentary at the Sundance 
Film Festival with “The Machine Which Makes Everything 
Disappear”, a 100-minute documentary shot in 20 days at a cost 
of €24,000. And Levan Koguashvili’s €650,000 tragicomedy 
“Blind Dates” grabbed awards from Abu Dhabi to Zagreb.

“It took 20 years to our films to blossom again, now we are on 
strong footing,” states Janelidze.  
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Azerbaijan’s precarious position of high 
dollar debt exposure and a high reliance 
on dollar-priced commodity exports has 
left it vulnerable to shifts in the USD/EUR 
rate since the central bank abandoned its 
USD currency peg in February in favour of a 
USD/EUR basket peg.

According to a global study by international 
gay community website PlanetRomeo, 
Kyrgyzstan is the worst country in Central 
and Eastern Europe and the Commonwealth 
of Independent States (CEE/CIS) for gay men 
to live in. 

The study surveyed 115,000 respondents 
across the globe to create an aggregate 
index score of ease of living for gay men in 
different countries. A high score denotes 
ease of living, while low scores denote 
difficulty. The CEE/CIS average lagged 
slightly behind the world average, while the 
Czech Republic registered the highest CEE/
CIS score, at 66.

Belarus, Russia, Macedonia and Ukraine 
have the worst records of press freedom in 
Europe, according to the Washington-based 
NGO Freedom House’s "Freedom of the 
Press 2015" report. Macedonia and Ukraine 
both scored 58 out of 100 – with high scores 
denoting poor press freedom – narrowly 
squeaking into the study’s 30-59 ‘partially 
free’ bracket. Russia scored 83; Belarus 93.

The average level of press freedom in CEE/
CIS was 50.1 – worse than the world average 
of 48.6. The CEE/CIS average has not 
bettered the world average for over 20 years.

Azerbaijan dollar exposure risk
USD debt as % of total and commodity exports as % of total exports

Bad to be gay in Kyrgyzstan
Top and bottom 5 scoring CEE/CIS countries in Gay Happiness Index

CEE/CIS and world average press freedom scores, 1993-2014
High score = low press freedom

Sources: RBS Macro Credit Research; CEIC 
Data; Harvard Centre for International 
Development

Source: PlanetRomeo

Source: Freedom House
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Eastern Europe, the Caucasus and Central 
Asia all received downward revisions to their 
2015 GDP forecasts by the European Bank 
for Reconstruction and Development (EBRD) 
in May. The bank attributed the downturn in 
the Russian economy and spillover effects 
on its close trade partners to the revision, 
down 1.5pp from -1.8% to -3.3%. 

Russia’s industrial production fell 4.5%, 
year on year in April – the worst decline 
since the 2008-09 Russian recession. The 
fall was mainly attributable to the manu-
facturing sector, where some sub-sectors’ 
production levels fell by as much as 50%.

Ukraine’s year-on-year consumer price index 
(CPI) grew 60.9% in April, the highest level 
since the conflict in its eastern regions began 
in early 2014. The increase marked a 14% rise 
on the previous month’s CPI. A further weak-
ening of the hryvnia and a surge in household 
utility bills were the main factors increased.

Central European countries are set to outperform the rest of Central and Eastern 
Europe and the Commonwealth of Independent States (CEE/CIS) in 2015, according 
to Magdalena Polan, an Executive Director and Senior European Economist at 
Goldman Sachs.

One of the main factors in the promising prospects for Central Europe (CE) this 
year, Polan says, is the decline in oil prices. “Most of them [CE countries] are net 
oil importers and they are benefitting, but the appreciation of the dollar of course 
offsets some of those benefits,” she explains.

The depreciation of the euro, however, has somewhat curbed the effect of lower oil 
prices on CE economies, tempering the potential implications that cheap energy 
would have on overall prices. “The inflationary impact is not as huge as it would 
have been if the currency had stayed stable,” Polan says.

The euro’s depreciation has also had a positive impact, in that it “makes the 
whole European export complex more competitive, globally,” Polan says. The 
equalising effect of this currency depreciation in turn boosts trade with non-
Eurozone CEE countries. “We’ve seen in our own research that these countries 
are becoming more integrated with Western European production chains.” 

A lot of the success in CE economies can be attributed to prudent policies 
enacted immediately after the 2008-2009 crisis, explains Polan. “[CE] countries 
were all forced to adjust their policies. They were forced to clean up balance 
sheets and to reduce their private indebtedness. Since 2012-2013 these 
countries have been reaping the benefits of their early adjustments,” she says.

The resilience of CE markets in the face of the 2013 ‘taper tantrum’ – where 
investors in emerging markets were spooked by the US Federal Reserve’s 
signalling it was preparing to tail off its quantitative easing programme – was 
a turning point, proving that markets in CEE are maturing, according to Polan. 
“They [CE markets] barely reacted at all to the Fed’s announcement,” she notes.

Despite promising and steady growth, CE countries are faced with certain 
challenges that cannot be ignored, Polan points out. “The income level of these 
countries already puts them just on the edge of the advanced economy incomes 
per capita, [but] the political direction has shifted more towards everyday politics 
rather than continuing the push for structural reforms, which then runs the risk 
of these countries being stuck in the middle income trap,” she warns. 

With an overall growth forecast for the region of 3% being “perfectly reasonable” 
in 2015, the next step, Polan says, “is to promote higher innovation, to promote 
domestically-driven investments, and to make those economies readier for higher 
technologies.”

EBRD 2015 GDP forecast revisions
Five lowest 2015 growth forecasts 
(annual GDP growth, %)

Russian industrial production slump
Percentage of same month, previous year

Inflation soars in Ukraine
Consumer price index (CPI), year-on-year %

Source: European Bank for Reconstruction 
and Development

Source: Rosstat

Source: CEIC Data

Central Europe set to outperform rest of region
Magdalena Polan, Senior European Economist  

at Goldman Sachs
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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 +2.3 Apr 1.7 18.0 +10.2

Armenia 9,529 5.9 5.9 +3.3 3,551 22 31 47 0.4 -5.5 +5.4 Feb 7.1 17.8 +10.6

Azerbaijan 75,188 1.4 1.4 +3.4 8,060 6 62 32 -0.5 17.6 +4.2 Apr 1.7 5.0 +3.7 ytd

Belarus 75,925 4.1 -22.94 +3.4 7,685 9 42 49 1.0 -0.9 +15.5 Apr 17.4 0.5 -7.9

Bos/Herzegovina 19,191 1.1 +1.3 +3.4 4,735 8.1 26.4 65.5 1.6 -5.6 -0.2 Mar -1.4 43.6 -1.5

Bulgaria 55,733 2.3 -6.9 +0.8 7,418 6.7 30.3 63 -3.4 -4.6 +0.5 Apr -1.6 10.6 +2.9

Croatia 57,639 -0.4 -8.0 +0.5 13,415 5 26 69 -3.0 23.7 -0.1 Apr -0.5 18.4 +3.5

Czech Republic 186,877 4.4 -8.7 +2.5 19,295 2 38 60 -1.8 0.5 +0.5 Apr 0.1 6.7 +6.2

Estonia 25,916 4.1 -3.7 +2.3 18,988 4 29 67 1.0 2.5 -0.1 Apr 0.2 6.2 +1.4

Georgia 16,898 4.7 -0.8 +3.2 3,785 9 24 67 -5.9 -5.4 +2.5 Apr 3.5 14.6 (2013) +1.7

Hungary 137,104 2.8 -5.6 +2.4 13,182 34 28 68.7 -2.6 4.2 -0.4 Apr -0.2 7.8 +11.6

Kazakhstan 234,065 4.3 +8.6 +5.0 13,438 5 38 57 -3.4 -2.6 +4.8 Apr 6.4 5.0 -0.4

Kosovo 7,308 5 -0.6 +3.8 4,022 12.9 22.6 64.5 Null -11.5 -0.4 Apr 0.2 30.0 (2013) n/a

Kyrgyzstan 7,515 4 +3.6 +4.5 1,279 20.8 34.4 44.8 Null -14.2 +11.6 Dec 6.0 2.3 (2013) +4.3

Latvia 31,920 3.6 -5.2 +2.9 15,973 4.9 25.7 69.4 -1.3 -1.4 +0.6 Apr 0.8 10.2 +8.7

Lithuania 43,911 3.8 -5.4 +3.0 16,206 3.7 28.3 68 -0.5 0.1 -1.0 Apr 0.2 9.5 +1.6

Macedonia, FYR 11,327 5.2 -5.5 +3.4 5,066 10 26 63 -3.4 -0.4 +0.1 Apr -0.1 27.6 +0.6

Moldova 8,337 4.6 +0.9 +3.4 2,284 15 17 69 Null -6.2 +2.2 Feb 3.9 3.5 +10.2

Mongolia 12,419 7.8 +7.0 +7.5 4,069 16 33 50 Null -12.5 +10.7 Dec 9.9 7.4 +14.8 2013

Montenegro 4,547 2.7 +3.5 +3.0 7,334 10 20 70 -3.0 -14.2 +1.1 Mar -0.7 14.6 +11.9

Poland 543,255 3.3 -6.0 +3.2 13,888 4 33.3 62.7 -1.7 -1.2 -0.9 Apr 0.4 11.3 +2.3

Romania 199,903 4.3 -5.1 +2.7 9,794 6 43 50 -3.0 0.3 +0.7 Apr 1.2 6.5 +2.9

Russia 1,261,604 7.2 -25.3 -3.8 14,421 4 36 60 -7.5 2.7 +16.4 Apr 7.3 5.8 -4.5

Serbia 43,866 -3.6 +0.4 0.0 5,890 7.9 31.8 60.3 -4.6 -6.0 +2.3 Apr 2.9 16.8 -0.2

Slovak Republic 99,795 2.2 -5.7 +2.5 18,090 3.1 30.8 47 -3.9 0.1 -0.2 Apr -0.1 11.7 +10.4

Slovenia 48,051 2.6 -6.7 +1.8 23,262 2.8 28.9 68.3 -3.4 6.7 -0.7 Apr 0.5 12.8 +4.7

Tajikistan 9,019 6.7 +6.7 +5.8 1,105 27 22 51 Null -2.1 +7.4 Dec 3.6 2.4 +16.7

Turkey 843,173 2.8 +0.7 +3.3 10,852 9 27 64 -1.3 -6.1 +7.6 Mar 8.4 11.2 +4.7

Turkmenistan 46,371 10.8 n/a +11.5 7,875 7.2 24.4 68.4 Null 0.2 +6.0 '13 5.3 10.6 (2013) n/a

Ukraine 162,881 -8.2 -39.2 -2.3 3,792 10 27 63 -4.6 -9.2 +60.9 Apr 6.8 9.7 -21.7

Uzbekistan 60,828 7.6 +0.7 +7.1 1,995 19.1 32.2 48.7 1.3 3.9 +11.2 '13 7.0 4.9 (2013) +8.1

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) - - - - - - - - - 98.2 37.7

Bulgaria (SOFIX) -2.5 -18.7 -7.2 476.4 605.2 13.5 4,137.6 -35.4 -20.3 98.4 91.4

Croatia (CROBEX) -0.4 +2.1 -0.9 1,689.3 1,930.3 13.4 18,796.5 -13.2 +8.9 99.1 64.1

Czech Republic (PX) -1.5 +1.9 +6.6 901.3 1,058.4 16.3 27,845.9 -14.9 +5.1 99 76.6

Estonia (OMXT) -1.1 +10.7 +13.6 729.0 897.8 18.7 2,127.3 -15.2 +4.9 99.9 27.9

Georgia (-) - - - - - - - - - 99.7 61.6

Hungary (BUX) -2.8 +16.1 +35.2 15,686.7 22,850.5 15.7 18,066.5 +0.6 +24.1 99.4 59.6

Kazakhstan (KASE) +0.9 -19.5 -10.6 761.0 1,312.8 7.6 12,604.4 -29.9 -27.4 99.7 44.5

Kosovo (-) - - - - - - - - - 0 41.3

Kyrgyzstan (-) - - - - - - - - - 99.2 -

Latvia (OMXR) +1.6 +3.0 +8.9 405.8 461.7 10.8 1,030.8 -16.6 +3.2 99.9 73.9

Lithuania (OMXV) +0.5 +10.0 +9.1 444.4 500.7 11.7 4,105.9 -9.8 +8.1 99.8 65.1

Macedonia, FYR (MBI10) -2.8 -4.5 -10.2 1,586.1 1,877.0 - 231.9 -79.3 -77.4 97.5 40.1

Moldova (-) - - - - - - - - - 99.1 38.4

Mongolia (MSETOP) -1.9 -16.5 -15.0 12,477.3 17,196.3 - - - - 98.3 -

Montenegro (MONEX20) +2.8 +29.2 +12.1 9,665.6 12,640.9 - - - - 98.4 61.1

Poland (WIG) -1.9 +6.4 +8.9 49,593.7 57,379.5 15.2 178,331.5 -10.7 +6.2 99.7 73.1

Romania (BET) -1.8 +14.8 +6.9 6,488.9 7,604.0 11.1 22,568.3 -9.5 +11.4 98.6 51.5

Russia (MICEX / RTS)
-1.3 /
+1.8

+14.2 /
-22.0

+15.3 /
+36.8

1636.9 /
629.2

1721.8 /
1,421.1

6.5 546,994.6 -19.2 +18.7 99.7 76.1

Serbia (BELEXLINE) +2.1 +23.7 +8.2 568.2 746.6 8.2 3,115.1 -16.9 +7.6 98.2 52.3

Slovak Republic (SAX) +1.9 +19.8 +10.6 204.5 268.3 - 45,973.2 -0.4 +23.0 99.6 55.1

Slovenia (SBITOP) -1.0 +4.0 +3.5 740.1 839.4 12.7 7,057.8 -7.6 +14.4 99.7 86

Tajikistan (-) - - - - - - - - - 99.7 22.4

Turkey (XU100) -2.1 +7.6 -1.0 72,943.5 91,412.9 14.0 241,714.8 -5.1 +19.6 94.9 -

Turkmenistan (-) - - - - - - - - - 99.6 69.3

Ukraine (PFTS) -2.8 -17.8 -9.0 351.9 488.1 4.0 2,041.8 -94.1 -66.2 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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Stock market Total market cap., all publicly trad-
ed equities

Literacy Tertiary edu.
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Upcoming events 2015

Energy and Industrial Insurance
Internationa Conference  
(9 - 10 June)
Munich, Germany
http://icenergy.co.uk

15th Annual Network Management  
Conference 2015 (9 - 11 June)
Athens, Greece
www.nema-event.com/FKP2385BNE

VII International economic summit of Russia  
and OIC countries - KazanSummit 2015
(15 - 16 June)
Kazan, Russia
http://kazansummit.ru

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

X KAZENERGY Eurasian Forum
(September 29 - October 1)
Astana, Kazakhstan
http://kazenergyforum.com
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