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Eastern Europe 
 
Tensions between the West and Rus-
sia reached a new high after a Russian 
court sentenced Estonian security 
police officer Eston Kohver to 15 years 
imprisonment on charges of espionage, 
arms smuggling, and illegal crossing of the 
border with Russia. In September of last 
year, Kohver was on his way to meet an 
informant near the village of Miikse, a few 
kilometres from the border with Russia, 
when he was kidnapped at gunpoint by 
Russian forces and taken across the border. 
 
Fighting in eastern Ukraine escalated 
to levels last seen in the spring. There 
were reports of both the Ukrainian and 
pro-Russia rebels moving up heavy artil-
lery again to the region surrounding the 
strategic coastal city of Mariupol that, if 
confirmed, would be a violation of the 
Minsk II peace accord.  

Kremlin Media Ltd. will buy Russia’s 
oldest music channel Muz-TV cable 
music to set up a “patriotic” station. 
The station belonged to oligarch Alisher 
Usmanov’s UTV holding and the deal is 
reported to be worth about $20mn. 

The Russian communications regulator 
Roskomnadzor put social news site 
Reddit on the list of banned websites 
at the request of Federal Drug Control 
Service. Earlier in August, Roskomnad-
zor warned it would add Reddit to the 
‘black list’ because the site repeatedly 
ignored demands to remove an article 
about the cultivation of narcotic plants. 

 

The wife of the former mayor of Mos-
cow, Elena Baturina, topped the rank-
ing of the 50 richest women in Russia 

for the third time, Forbes Woman said, 
estimating her fortune at $1bn. Batu-
rina was followed by Natalya Lutsenko, 
who together with her husband owns 
the vegetable oils producer Common-
wealth. Forbes estimates her wealth at 
$550mn. Tennis player Maria Sharapova 
was seventh with $240mn. 
 
 
Central Europe 
 
Latvia's PM threatened to collapse 
the government if she cannot secure 
a 2016 deficit of 1% of GDP. Limdota 
Straujuma said the budget gap will 
come in at 1.4% without policy changes 
and called the goal a "red line" for her 
participation in the fractious coalition. 
Should Latvia fail to reduce the deficit it 
risks legal action from the Eurozone. 

The Czech National Security Council 
held a meeting on August 20 to discuss 
corruption allegations involving 
Interior Minister Milan Chovanec and 
the national postal company Ceska Posta. 
The case is being investigated by the police. 
Chovanec, seen as a rising star in the ruling 
Social Democrats, has rejected the allega-
tions and is filing charges of slander. 

Andrzej Duda, Poland’s sixth presi-
dent, called on his supporters and oppo-
nents alike to help him carry out a proj-
ect to “repair” Poland, as he was sworn 
in on August 6. The new president tried 
to strike an inclusive tone, but concerns 
are strong that he will use his office to 
promote the cause of the opposition Law 
and Justice party, under whose mandate 
he ran in the May election. 

 
Southeast Europe 
 
Albania and Montenegro, along with Ice-
land and Liechtenstein, have been included 
on the list of countries from which Rus-
sia bans imports of agricultural prod-
ucts. The measure was taken after the 
countries joined the earlier EU decision on 
the extension of sanctions against Russia. 

Kosovo’s opposition parties have asked 
the Constitutional Court to rule against a 
constitutional change approved by par-
liament that allows for the establishment 
of a special court to investigate war crimes 
allegedly committed by ex-guerrillas from 
the now-disbanded Kosovo Liberation 
Army. The amendment was approved 
under strong pressure from the West earlier 
this month, after being initially rejected. 

After returning from a two-week holi-
day, Romanian Prime Minister Victor 
Ponta said in an interview with Roma-
nia TV on August 10 that he has no plans 
to resign before the December 2016 
general election. Only losing the support 
of the ruling coalition would force him 
to resign, he stated. 

 
Eurasia 
 
Kyrgyzstan became a fully-fledged 
member of the Eurasian Economic 
Union (EEU) on August 12. The event 
marked the removal of customs control 
along the Kyrgyz-Kazakh border, which 
definitely sealed the country’s entry to 
the union and wrapped up a seven-month 
process started in December 2014. 

Mongolia appears unable to establish 
political stability long enough to agree 
the development of multi-billion-dollar 
projects with foreign investors that could 
open the door to another mining boom 
for this country rich in copper and coal. 
The latest setback came on August 5, 
when Prime Minister Chimed Saikhanbi-
leg’s Democratic Party removed a party 
from the grand coalition government 
that some felt was the source of conflict. 
Infighting within the Democratic Party’s 
own ranks is also a source of tension. 

Gurbanguly Berdimuhamedov, the 
autocratic president of Turkmenistan, 
reshuffled his cabinet and replaced 
the powerful mayor of the capital city of 
Ashgabat. The government statement 
provided no reasoning behind the 
political purge. 

Politics
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Eastern Europe 
 
Ukraine's real GDP in January-June 
dropped by 16.3% and industrial output 
declined by 20.5% on year. According to the 
most optimistic scenario of the government 
forecasts, the country's GDP will increase by 
2% in 2016, with inflation at 12%. 

Russia’s GDP fell by 4.6% on year in 
the second quarter, the federal statistic 
service reported. The data was worse 
than expected by the economy ministry, 
according to whom GDP should have 
decreased by just 4.4%. Moody's 
warned that fresh currency volatility 
and further falls in the oil price could 
exacerbate Russia's recession. The agency 
reiterated its 3% GDP decline forecast for 
2015 and zero growth forecast for 2016. 

The Russian ruble fell to its lowest 
levels since mid-February as the oil price 
continued its descent. The fall in the ruble 
adds to the turmoil in emerging markets 
sparked by the devaluation of the Chinese 
yuan. The ruble is having a knock-on effect 
on other currencies in the region; the 
Kazakh tenge took a bath after the govern-
ment moved over to a free-floating regime. 
Other currencies in the CIS are now likely 
to feel more downward pressure, as most 
are tied to the fate of the ruble through 
strong economic and trade links. 

Russian industrial output fell 4.7% 
on year in July after falling 4.8% on 
year in June, according to data. In 
seasonally adjusted month-on-month 
terms, industrial output remained flat. 
In January-July overall industrial output 
registered a 3% year-on-year decline 
after a 2.7% contraction in the first half. 
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Central Europe 
 
The draft bill on converting forex 
loans could cost Polish lenders 
PLN22bn (€5.2bn) if it enters into force 
in its current form, financial regulator 
KNF said. The report was prepared for 
the Senate, which will debate the bill 
during a sitting in early September. 

Despite having been searching for a buyer 
for years, the Polish government has 
reportedly quashed a deal to sell flag 
carrier LOT Polish Airlines to investment 
fund Indigo Partners. The move may be 
dictated by the upcoming election, with 
a sale to a foreign investor unlikely to go 
down well at the polls. However, it saw 
CEO Sebastan Mikosz, who has steered 
the struggling airline through a tough 
restructuring programme, quit.  

 
 
Hungary’s economy grew 2.7% on an 
annual basis in the second quarter of the 
year, driven by an expanding industrial 
sector. The result showed growth easing 
from 3.5% in the first three months of the 
year. Growth was also much weaker than 
expected by the market, as analysts were 
looking for a GDP hike of 3.2%. Expand-
ing industrial production continued to 
drive growth in the second quarter, while 
the slowdown came from a decrease 
in the agricultural sector. The statistics 
office will publish detailed second-quar-
ter GDP data on September 4. 

 
Southeast Europe 
 
An expert team from the IMF will 
arrive in Moldova in September for 
the resumption of talks on a new stand-
by arrangement. Moldova hopes that 

negotiations with the IMF will unlock 
financing from the country’s other 
foreign partners, which were frozen 
amid the political uncertainty in June. 

The World Bank has already extended 
an $80mn loan to Moldova for the 
rehabilitation of 350km of regional 
roads in the country within the next 
five years, according to local media. The 
contract still needs to be ratified by the 
Moldovan parliament. 

Turkish consumer confidence dropped 
to its lowest level in more than six years 
in August as households’ assessments of 
the general economic outlook and job 
market deteriorated due to the political 
uncertainty and heightened security 
concerns. The index declined 3.6% on 
month in August to 62.35 after falling 
2.7% in the previous month. 

 
Eurasia 
 
Kazakhstan’s currency, the tenge, 
slumped in value by almost 29% against 
the dollar in early trading on August 
20 after the government abolished its 
trading corridor. The decision comes 
months after the falling price of oil, the 
depreciating currencies of the country’s 
main trading partners, and economic 
fundamentals suggested the tenge 
needed an at least 30% devaluation. 
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Source: Oanda  

Kyrgyzstan’s annual economic growth 
stood at 7.1% between January and 
July, up from 3.3% in the same period of 
2014. Nominal GDP reached KGS210.9bn 
(€3.05bn) in the period, compared with 
KGS185.5bn in the same period of last year. 

Economics
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Eastern Europe 
 
Gazprom’s investment in gas pro-
duction decreased by 41% y/y to 
RUB33.7bn ($518mn) in the first quar-
ter. In comparison with the results of the 
last quarter of 2014, the investments in 
gas production plummeted by 3.7 times.  

Foreign airlines are scaling back 
operations in Russia, with some 
pulling out of the country entirely as 
a result of falling demand. Finnair, 
Lufthansa and Delta have all reduced 
or withdrawn services. The number of 
Russians travelling on international 
routes in the first six months fell to 
4.6mn, compared with 5.7mn in the 
same period last year.  

Major British retailer Tesco postponed 
its entry into the Russian retail mar-
ket of its clothing store format F&F due 
to poor market conditions. The company 
had planned to open three stores in 
Moscow this summer.  

Russian e-commerce turnover grew 
by 28% on year to RUB305bn in the 
first half of 2015, Data Insight reports. 
But the growth was driven by inflation, 
not sales, which were up by only 8% to 
73mn orders in six months. 

China intends to invest $2.5bn in the 
construction of a 50,000-100,000 
tonne seaport elevator in Ukraine. The 
appropriate documents have not been 
signed yet, however the investors have 
already arrived in Ukraine. 

 
Central Europe 
 
Latvian flag carrier airBaltic sacked 
an entire flight crew after they failed 
an alcohol test. The captain, co-pilot, 
and cabin crew have been detained in 
Norway after an overnight party left 
them over the limit to operate a charter 
flight from Oslo to Crete. 

Seven companies are to be charged 
over manipulated tenders at Czech 

Post. Among the firms is Agrotec, a unit 
of Agrofert, which is owned by Finance 
Minister Andrej Babis. 

The ongoing Polish heat wave has 
caused an energy crisis, exposing the 
vulnerability of the country's ageing 
generation fleet. Grid operator PSE 
was forced to place limits on large 
consumers last week and several major 
industrial companies had to close 
production lines.  

GE could float its Czech unit if no 
buyer shows up, the US conglomerate 
said. GE is busy trimming financial assets 
around the globe, and put the Czech unit 
of GE Money Bank up for sale in April. 

Slovakia has won the regional 
race to attract a big investment 
from Jaguar Land Rover (JLR). The 
Indian-owned carmaker announced 
on August 11 that it has signed a letter 
of intent with Bratislava to build the 
marque's first European factory outside 
the UK in the western city of Nitra.

 

 
Southeast Europe 
 
Telekom privatisation consultant, Lazard 
Freres, said eight bidders had complet-
ed the conditions for Srbija's telcom 
privatisation. The government commis-
sion will make a decision on the winner 
at the end of August.  

Telekom Slovenije’s stock dropped 
heavily following the news that Cinven 
had withdrawn its offer for the com-
pany on August 4. The Slovenian telco's 
stock had been at €94 prior to Cinven's 
announcement, after which it started 

dropping on a daily basis, reaching €80  
at the end of the day on August 7.  
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Belgrade-based Balkan Gold, a sub-
sidiary of Canadian Erin Ventures, has 
found a rich boron minerals deposit 
near the town of Kraljevo in western 
Serbia, which could be worth €500mn. 

 
Eurasia 
 
The sales of GM Uzbekistan-made 
cars in the Russian market plunged by 
55.2% y/y to 12,029 between January 
and July. The share of GM Uzbekistan in 
the Russian market decreased to 1.3% 
in the first seven months of 2015, from 
1.9% a year earlier. Overall, car sales in 
the Russian market fell by 35% y/y in 
the period. 

The volume of oil production in 
Turkmenistan doubled year on year to 
1.7mn tonnes in the first half of 2015, 
due to the increase in the number of 
active oil wells in the country – eight 
new production wells started operating 
in the first half of 2015, alongside 34 
new exploration wells. 

Georgia intends to subsidize wine 
growers instead of wine producers. 
It will subsidise Rkatsiteli and Kakhuri 
Mtsvane grapes at $0.152 per kilo and 
Saperavi grape at $0.065 per kilo. 
Falling wine exports (down by 46% this 
year so far) and stagnating quality of 
wines produced force the government 
to subsidise winegrowers directly to 
improve the quality of grape. Georgia 
produced 124,606 tonnes of grape 
in 2014. 

Business
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Eastern Europe 
 
Russia’s Central Bank withdrew 
a license of SME specialist bank 
Probusinessbank, a top-60 Russian 
bank in terms of assets. The bank’s 
capital adequacy ratio had fallen by 2% 
to less than 12% since the beginning of 
the year, and the return on equity was 
-23.64%. 

Listed Polish financial group Getin 
Holding has agreed to sell its 
Russian car leasing company Carcade 
to a unit of Russia's B&N Bank for 
RUB3bn (€40mn), the Polish company 
announced on August 19. The sale is 
another step in Getin's Russian exit, 
which it says is driven by the risks in the 
market. 

The second-largest UK bank Royal 
Bank of Scotland is close to selling its 
Russian assets worth $2.5bn. RBS will 
agree the terms of sale in the coming 
weeks and it is expected the buyer is a 
Russian bank. RBS previously confirmed 
it will gradually eliminate its business in 
Russia, with the move aimed at creating 
a simpler and more reliable financial 
institution. 

 
Central Europe 
 
The International Investment Bank 
(IIB) closed its first trade finance 
deal with Slovakia, to support exports 
to Belarus. The bank issued an irrevo-
cable reimbursement undertaking by 
the order of Belarus' JSC Development 
Bank in favour of Belgian KBC's Slovak 
unit Ceskoslovenska Obchodni Banka 
(CSOB). The financing supports the 
export by Slovakia’s Vzduchotorg of 
generators for the dairy unit of Holding 
Mogilyov. Set up in the 1970s, IIB was 
the development bank of the Comecon 
countries. 

Lithuania's international reserves 
dropped 67% in July, according to 
data released by the country’s central 
bank. The €682mn the Bank of 

Lithuania is left holding is its lowest 
stockpile since January, when Vilnius 
changed accounting methodology 
due to adoption of the euro. The drop 
was mainly due to a fall in claims on 
monetary authorities, which dwindled 
from €1.46bn to €43mn over the 
month. Elsewhere in the Baltics, 
Latvia's international reserves came 
in at €5.22bn in July, showing almost 
no monthly change. Estonia's reserves 
stood at €371.7mn in July, an increase 
of 7.9% from the month before. 
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Raiffeisenbank is reportedly leading 
the race to buy the Czech retail 
business of Citigroup. The Czech 
unit of the Austrian lender Raiffeisen 
Bank International is in exclusive talks 
with the US giant over the acquisition; 
neither of the banks, however, would 
comment on the claim.  

Hungary’s government is pushing 
forward with its plan to convert 
foreign currency retail loans into 
forints. The move is a follow-up to the 
conversion of billions of euros worth 
of mortgage loans in late 2014 that 
saw banks and borrowers spared from 
the shock of the Swiss franc’s spike in 
January. 

Polish investment funds saw assets 
drop 1.8% in July from the month 
before to total PLN225.4bn (€53.8bn), 
according to data compiled by market 
analytics company Analizy Online. It 
was the first reverse of the year. Private 
equity funds saw the biggest drop, with 
assets under management falling 6.1% to 
PLN67.8bn. Simultaneously, their share 
of the total market dropped 1.3pp in July. 

Southeast Europe 
 
There was no significant subscription 
under the last stage of the capital increase 
at troubled Romanian insurer Astra 
Asigurari, the third largest Romanian 
insurance company, and there has been 
no request for postponing the deadline. 

 

The Serbian government adopted a 
strategy for resolving non-performing 
loans (NPL), which the government says 
are limiting credit activity and the devel-
opment of Serbia's economy. The strategy 
aims to improve the mechanisms for 
resolving corporate debt in courts, as well 
as those related to the regulatory frame-
work for mortgages, the government said. 

 
Eurasia 
 
Businessman Kenes Rakishev, the 
36-year-old son-in-law of Kazakh Defence 
Minister Imangali Tasmagambetov, has 
reached a preliminary agreement to 
acquire the parent company of Alnair 
Capital Holding. The transaction, if 
completed, will provide Rakishev with 
additional 28% stake in Kazkommerts-
bank, thus, raising his combined stake in 
the largest bank in Kazakhstan to 57%. 

The EBRD has committed to “stepping 
up” its focus on Tajikistan over the 
next four years, the bank said in its new 
country strategy. “The new strategy 
will stimulate investment and reform, 
particularly in the energy and financial 
sectors, and help connect Tajikistan more 
effectively to the wider region,” EBRD 
Vice President for Policy and Partnerships 
Philippe Le Houerou said in a statement. 

Finance
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something that the disposal programme starts to address. 
“A bank of our size should be more focussed,” Karl 
Sevelda, RBI’s chief executive since June 2013, told bne 
IntelliNews recently, while adding "what we want is a more 
balanced structure".

RBI claims that its diversity helped it stay profitable in the 
past, notably during the global financial crisis, as not all its 
markets turned down at the same time or pace. But today 
RBI is exposed to several of the most problematic markets 

in the region at the same time, putting severe pressure on 
management resources. Jiri Stanik, founder of consultants 
Helgi Analytics, argues that RBI is spread too thinly. “Right 
now that looks a potential problem,” he says.

Its current crisis has also demonstrated that, despite its 
diversity, in reality it is dependent on a few key markets, 
notably Russia. Even in 2014 Russia provided almost a 
quarter of group net interest income. “They are extremely 
dependent on a few markets,” says Patrick Rioual of Fitch 
Ratings, which cut its rating for RBI to 'BBB' with a negative 
outlook in May.

The contrast with Erste’s strategy is revealing. Austria's second 
largest bank started expanding into CEE much later than Raif-
feisen, making its first big step only in 2000 with the acquisi-
tion of Czech retail bank Ceska Sporitelna. It has remained 
focused on retail banking in Central Europe, and is among the 
largest banks in the Czech Republic, Slovakia and Romania.

RBI grew by setting up grassroots corporate-focused 
operations throughout the region and only belatedly tried 

Raiffeisen Bank 
International is 
stuck in the slow 
lane

Raiffeisen Bank International (RBI) has become the 
sick man among the international banking groups 
that dominate Central and Eastern Europe.

RBI was the banking pioneer in the region, leading Austrian 
and other multinational companies into the new markets 
that opened up after the collapse of communism in 1989. It 
still ranks second in terms of assets among the (non-Russian) 
banks in the region and it has the most wide-ranging 
network, with operations in 15 countries, many of them 
frontier markets such as Kosovo and Belarus.

But after making its first loss last year, RBI announced plans 
in February to scale back its operations, in an attempt to 
boost its core capital ratio to keep up with its peers. The 
disposals will relegate it to fourth place among the non-
Russian banks operating in the region in terms of assets. 

The restructuring plan has steadied RBI’s share price – which 
had hit a low of €8.81 at the end of January – though it is 
still a third down on a year ago at around €13. This gives 
it a market capitalisation of just €3.8bn, a multiple of less 
than half its book value. Its upstart Austrian rival Erste Bank 
Group, which trades at just over book value, is now more 
than three times larger in terms of market capitalisation. 

Making your own luck
RBI’s woes are partly a result of bad luck. In Ukraine, the 
annexation of Crimea by Russia has forced it to sell its 
branches there and shutter those in the east where the 
conflict is raging, which has helped make 54% of its loans in 
the country non-performing. High levels of problem loans in 
other key markets such as Croatia, Romania and Hungary, 
together with adverse currency movements in Russia and 
Ukraine, plus bank levies and forced conversion of Swiss 
franc loans in Hungary, have all led to losses that the rest of 
the network could not counter-balance. 

But sometimes you make your own bad luck. The sheer 
diversity of the bank’s operations has become a weakness, 

Robert Anderson in Prague

“A bank of our size should be more 
focused”
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to follow Erste’s fast growth by switching to acquisitions 
and prioritising retail banking. Among the mid-sized or 
larger markets in the region, it only ranks among the top 
three banks in Slovakia. “You have to have scale in this 
business,” says Stanik. “And the biggest growth is in the 
retail business. Overall the strategy of Erste was the  
right one.”

RBI has finally been forced into a long overdue strategic 
rethink by the higher capital requirements imposed by 
European and Austrian regulators in the wake of the global 
financial crisis, and the growing incredibility of its claim that 
it could meet these requirements purely by profit retention at 
a time when it is hardly making any.

The key questions now are whether it has done enough to 
satisfy investors and regulators, and will it be able to keep its 
place among the leading banks in the region?

Shrinking plans
Under its restructuring plan, RBI will sell its Polish and 
Slovenian operations, as well as internet bank Zuno, and will 
scale back lending in Russia, Ukraine and Hungary. 

RBI says that implementation of all these measures should 
result in an almost one quarter reduction in its risk weighted 
assets (RWA), of approximately €16bn by the end of 2017, 
from its total of €68.7bn at the end of 2014. Following the 
restructuring, the bank expects to have a fully loaded Tier 1 
capital ratio of 12% at the end of 2017, up from 10.7% in the 
second quarter of 2015.

But the cuts will be painful and could crimp long-term 
profitability. Polbank, the core of RBI’s Polish operations, 
was only bought in 2012 and is now the bank’s biggest 
foreign subsidiary – with RWA of €8.6bn – in one of the most 
promising CEE markets. 

In Russia RBI will cut its RWA by approximately 20% until 
the end of 2017 at a time when the country remains the 
group’s profit centre. “It’s still the most profitable part of the 
group and it will still be profitable this year,” says Sevelda. 
But the market has turned down since the annexation of 
Crimea and support for rebels in Ukraine and, even though 
RBI is focused on blue-chip clients there, discretion appears 
to be the better part of valour.

As well as scaling back its network, RBI also plans to cut its 
€3bn cost base by 20% from 2014’s level by the end of 2017. 
Already in the first half, general administrative expenses 
have been cut by 8.6%. The plan should lower its cost-income 
ratio, currently 56.8%, closer to 50% in the medium term. 

Wishful thinking
RBI’s half-year results, published on August 19, were 
encouraging in that the bank made a better-than-expected 
profit in the second quarter, but they demonstrated little 
progress on the restructuring programme. All the sales 

processes look as if they will take a long time unless RBI 
accepts fire sale prices for its assets.

The sale of Polbank, by far the biggest asset on the block, has 
been torpedoed by an ongoing political debate in Poland on 
how much banks should contribute to help those who took 
out Swiss franc loans deal with the sharp appreciation of the 
currency this year. “We are not prepared to take any losses 
because of hurrying,” Sevelda told analysts on a conference 
call after the half-year results were released. “Given our 
present capital ratios, we are not under pressure and will 
take all the time we need to do things properly.”

Analysts also remain sceptical that the implementation costs 
of the restructuring programme will be only €550m by 2017.

RBI may also have been guilty of wishful thinking in predicting 
that profit retention will add some 1.2 percentage points to 
its core capital (compared with 2.7pp from cuts in RWA). In 
the first half, consolidated net profits fell 16% to €288m and 
RBI has warned it may make another full-year loss because 
of higher loan risk costs in the second half, while much of the 
€550m restructuring costs will be booked then. 

At the same time, the rest of the network faces only limited 
profit growth because the low interest rate environment and 
weak lending growth have crimped net interest income. 

Frustrating outlook
Because of the execution risks of the disposal programme, 
and the unexciting outlook for the CEE region, analysts 
remain sceptical that RBI’s targets will be met.

Rating agency Moody’s Investors Service reacted to the 
restructuring programme by downgrading RBI to 'Baa', 
with a negative outlook. "In Moody's opinion, the strategic 
realignment carries execution risks in the current volatile 

Market shares in CEE (in % of total assets, 2014)

CEE: CE + SEE + EE+ MK, ME, KZ
* HR as of 31 December 2013
** HU as of 31 December 2013
Source: company data, national central banks, RBI/Raiffeisen RESEARCH
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market environment and will only benefit RBI's capitalisation 
over time. As a result, the group remains vulnerable to 
downside risk and volatility in key markets in Central and 
Eastern Europe and the Commonwealth of Independent 
States," it said.

RBI’s fundamental problem remains that it is undercapital-
ised compared to its peers in the new tougher regulatory 
environment. Not enough was put into capital as the bank 
was expanding during the boom years, and it had to be 
dragged kicking and screaming to raise €2.7bn in February 
2014, long after its peers had woken up and smelt the coffee. 
“What was not sufficiently thought about before the crisis 
was to put more profit into capital,” says Andreas Ittner, vice 
governor of the Austrian central bank, about Erste and RBI. 
“It all went into market share. This is why they are suffering 
now, because of legacy issues.”

In June, Austria’s Financial Market Stability Board 
recommended that that the big banks should now aim for an 
11% Tier 1 ratio, including the systemic buffer demanded by 
the European Central Bank, though this requirement will be 
phased in over two years.

RBI should be able to meet this requirement, but more 
difficult will be to meet the ever increasing investor 
expectations of what size of buffer it should hold. This 

could force the bank to keep shrinking itself to raise its 
capital ratio, further damaging long-term profitability.  
“The [capital ratio] gap between them and their big 
international peers will increase in the next few years,”  
says Rioual of Fitch.

Investor perceptions of RBI are unlikely to recover in the 
short term without further capital raising, which is unlikely 
to happen. Unlike Erste, RBI remains indirectly 60.7% 
owned by Austrian regional co-operative banks. They need 
to keep their majority to maintain their financial standing, 
but would struggle to participate in any capital raising. That 
is why RBI is forced to reduce its size in order to improve its 
capital ratio. “They are a bit stuck,” says Rioual. “They are 
close to the limit. They won’t get further capital from the 
[co-operative] group which is a bit stretched.”

Instead, RBI appears doomed to keep shrinking itself to 
improve its capital ratio until its luck changes again. For the 
early pacesetter in Central and Eastern Europe, it must be a 
deeply frustrating outlook. 

“Until the crisis the target was ‘grow, 
grow, grow’ – the crisis forced us to 
reconsider our cost structure”

Global lenders give Russia 
a wide berth

Henry Kirby in London 

The volume of syndicated loans issued to Russian 
borrowers plummeted 75% in one year, according to a 
note by financial software company Dealogic.

EU- and US-led sanctions against Russian companies 
appear to be taking their toll, after only four syndicated 
loan deals were signed with Russian companies so far 
this year, with a total value of $1.9bn – down from $7.5bn 
in the same period (January 1 to August 11) in 2014 and 
over $35bn in 2013.

The sanctions have forced Russia’s hand in turning 
eastward to China for alternative forms of financing. This 
is coming at a cost, as planned agreements to unlock 
Chinese funds for struggling Russian companies will 
likely rest on a proviso that would see the Russian state 
acting as guarantor, therefore shouldering the majority 
of any risk.

The tricky borrowing climate that Russian firms face 
comes at a time of added difficulty, stemming from 
concurrent falls in oil prices and the value of the ruble, 
which has led to eight consecutive months of double-
digit inflation.

Evidence of Russian corporates’ desperation for access 
to capital markets can be seen in the sharp increase 
in corporate bond yields since sanctions were imposed 
early last year, rocketing more than 25% from 9.6% in 
March 2014 to 12% at the time of writing.

The turbulent business environment in Russia has also 
impacted equities, with the dollar-denominated RTS index 
falling from 1,388 points at the beginning of 2014 to 831.6.
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Black is back?
Coal in recent years has taken a back seat to other mining 
commodities because of oversupply. Also, governments have 
become more sensitive to the impact that burning coal has on 
the environment. Even China, which grew to be the world's 
largest polluter of carbon in 2007, is focused on developing 
alternative sources of energy to power its rapidly growing 
cities and industry. Beijing is cleaning up its act in the face of 
international pressure and complaints from citizens about the 
heavy smog that smothers its cities.

In addition to slower economic growth in China, which is set 
to see its lowest growth in a quarter of a century at around 7% 
this year, in 2014 introduced a tax of between 3% and 6% on 
imported coal, depending on type of coal.

The softer demand for Mongolia's second largest commodity 
by earnings has been a harsh blow. The price of coal fell 8% 
at the end of last May, according to data from Ulaanbaatar-
based Khan Bank. That contributed to a 33% decline in sector 
earnings that month from the same period in 2014.

Despite the gloom, Passin believes some investors are 
premature in writing off coal. “What's happening on the 
supply side is Indonesian coal collapsed, and Australia has 
basically abandoned all these large thermal coal export plans,” 
says Passin, referring to two of Mongolia's biggest competitors 
for coal exports to China.

As for Chinese demand, he says, many of the older coal-fired 
power plants will be replaced with newer, more efficient and 
cleaner-burning plants. ”Effectively, China is expanding its 
power generation from coal, but it's shutting down the old 
ones,” says Passin.

Firebird bets on 
coal comeback 
with Mongolia 
mine

While many commodity investors believe the future 
of the global coal industry is looking increasingly 
bleak, one of Mongolia's biggest foreign investors is 

determined to expand a coalmine in the country.

James Passin of US investment firm Firebird Management, 
which is famous for making huge bets on Mongolia, is 
planning to produce coal at one of Mongolia's oldest mines 
and transport it to the shores of resource-poor South Korea, as 
well as open up investment opportunities with a possible stock 
market listing in Singapore.

The Sharyn Gol mine is located at a former hub for industry 
located in the northern district Darkhaan-Uul, which grew up 
when Mongolia was a Soviet satellite that acted as a buffer 
between Russia and China. The thermal coal mined there 
is typically used to power coal-fired power plants, although 
many countries are now trying to replace such plants with 
more environmentally friendly energy sources such as wind or 
solar power.

However, Passin sees a price rebound in the global coal market, 
which has collapsed over the last few years due to a perfect 
storm of factors. His expectation is that today's surplus will 
eventually wear thin as coal production dwindles and demand 
grows. “I'm quite bullish on the coal market in the next three to 
five years,” says Passin, adding that if prices return to previous 
levels, he'll be well placed to export his mine’s output given 
its access to the Trans Mongolian Railway that runs north and 
south between Mongolia's two giant neighbours.

Sharyn Gol and its 337mn tonnes of coal reserves suffered 
from a decade of neglect before Passin added it to the New 
York-based Firebird Mongolia Fund portfolio. The withdrawal 
of Soviet support after Mongolia's transition to democracy 
in 1990 resulted in a decade of economic struggle, and like 
many of Mongolia's aging industrial facilities from the Soviet 
era, the mine fell into disuse. But when the mine was fully 
privatized in 2003, Passin saw an opportunity to capitalize on 
the economic growth in China, the world's largest consumer of 
coal, and has so far invested $16mn into the mine.

Terrence Edwards in Ulaanbaatar

“I'm quite bullish on the coal market 
in the next three to five years”
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Sharyn Gol would be more accessible than the coal from 
regions of Russia that he saw being shipped from Rason. 
“We're going to begin trial shipping and expand,” says Passin.

“It's possible because of our washed coal,” he says about how 
the mine will compensate for the costs of the journey. Sharyn 
Gol opened its coal washing plant in June, and it also has plans 
to begin producing coal briquettes that it says when burned 
will emit less carbon into the atmosphere.

Meanwhile, Sharyn Gol is mulling a possible public offering on 
the Singapore Stock Exchange. Trade is slow on the Mongolian 
exchange, which has a total market capitalisation of around 
$700mn, and there is very little liquidity. Listing a holding 
company with Firebird's 72% shareholding in Sharyn Gol in 
Singapore gives much better capital-raising potential.

Although Mongolia already has mining outfits listed in Hong 
Kong, being the first to list in Singapore opens the door to a 
whole new market of Asian investors who might be looking to 
take advantage of a second mining boom in Mongolia.

However, Passin's predictions hinge on whether his theories on 
coal pan out, and if this commodity heading toward extinction 
proves to be a phoenix rather than a dodo.  

Meanwhile, Mongolia's domestic demand for coal is expected 
to rise as it builds its own new power plants to keep up with 
rising energy demand.

Bridge from North Korea
Beyond Mongolia and China, Passin is also looking towards 
the shores of regional neighbours South Korea and Japan. 
Japan, like South Korea, has very little in the way of natural 
resources and has traditionally relied on nuclear power, 
though is now looking at other sources to generate power such 
as gas and coal since the Fukushima nuclear disaster in 2011.

However, Sharyn Gol's coal in landlocked Mongolia is taking 
an unexpected route via Russia to the Rason seaport in North 
Korea. Firebird turned heads in 2013 when it announced that its 
part-owned refined petroleum products recycling and process-
ing company HBOil had gained oil exploration and production 
rights in North Korea. One asset included in the deal was an oil 
refinery located in the Rason special economic zone, which is 
also where there is seaport from which it could begin shipping 
coal to South Korea. Sharyn Gol and HBOil are two of four Mon-
golian stock market-listed companies that Firebird controls.

Although he could not yet reveal details about sales to South 
Korea or transportation costs, Passin says that coal from 

from a respected brand or segment, it is often the case that an 
Akrapovic purchase is sure to follow.”

Germans seem to agree. Motorrad, a leading biker magazine, 
has voted Akrapovic the 'Best Motorcycle Exhaust' every year 
since 2006.

Started in a garage
Bespoke pipes are the essence of an €80mn business founded 
in 1990 by Igor Akrapovic, who started out, appropriately 
enough, in a garage in the village of Ivancna Gorica, 20 miles 
south-east of Ljubljana, the Slovenian capital.

Crnomelj is a small, picture-postcard town in rural, 
southern Slovenia, the forested hills nearby home to 
bear and wolf: it is an incongruous place to associate 

with world-class engineering. Yet in a newly established plant 
on the edge of town, a 600-strong workforce produces what 
many believe are the best automotive exhaust systems on 
planet Earth.

“We have customers that are crazy about Akrapovic 
[exhausts],” George Armenante, a self-confessed 'gear geek' 
at RevZilla.com, a popular US-based motorbike-gear retailer, 
tells bne IntelliNews. “If someone buys the best motorcycle 

Roars of the wild  
in Slovenia

Kester Eddy in Crnomelj, Slovenia www.akrapovic.com
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Akrapovic, during a modestly successful career racing 
motorcycles, had become a self-taught motorbike tuner, with 
a speciality in exhaust systems. The fact that his qualification 
as an electrician taught him nothing about gas-flow theory 
appeared to matter not one whit. “For me, for my bike, I 
always used my own exhaust. I just bought some bent tubes, 
from a small company, and made some prototypes and tested 
them on the road: it was potentially dangerous, but at that 
time there was much less traffic than now,” he chuckles in an 
interview with bne IntelliNews.

“When you are tuning an engine, you can see the power 
characteristics, and you can really modify the characteristics a 
lot with the exhausts. It has a huge influence. I saw some design 
mistakes that some [manufacturers] were doing, and I had 
ideas to improve them. And this was the beginning,” he says.

The young Slav also paid attention to the sound of his 
machines – a vital aspect of the biking experience – and raps 
the careless journalist who mistakenly enquires about the 
'noise' from his pipes. “It's not noise, it's sound! It's the sound 
that's important,” he growls.

Sound, noise or roar, establishing a business can be a 
harrowing experience at the best of times: it is all the more 
fraught when your country is disintegrating around you, as 
Yugoslavia was at the time. Akrapovic felt this acutely. “It was 
the beginning of Slovenia's independence. Things [financially] 
were blocked, and I was without money: it was not easy. At 
first, I just used stainless steel, but quite early on, I began using 
titanium tubes. These were handmade in Italy, and really 
expensive.”

Yet the move to titanium, despite the financial strain, proved 
to be a visionary masterstroke. 45% less dense than stainless 
steel, as the titanium content of his designs was increased, 
Akrapovic could save up to 4-5kg on a superbike exhaust. 
“Every gram on the race track is important. It affects fuel 
consumption, efficiency, handling – everything,” he says.

In 1993, the Kawasaki racing team tested and adopted 
Akrapovic pipes. Four years on, so fitted, the team won its first 
World Superbike race: not many months later, astonishingly, 
all the Japanese factory teams – Honda, Kawasaki, Suzuki and 
Yamaha – were using custom-made exhaust systems designed, 
tested and produced from a village in Slovenia. “This was 
quite awkward, because this [divided loyalties] is not how the 
Japanese think and work,” says Akrapovic, “but it was really 
good for us.”

In 2000, American racing ace Colin Edwards, on a Honda 
1000cc V-twin sporting Akrapovic pipes, won the World 
Superbike Championship: it was just one decade after the 
Slovene electrician had taken on his first employee, a welder, 
in his garage start-up.

Bikes to cars
Naturally, production needs had long outgrown these humble 

beginnings, and by the end of the millennium the company 
had expanded to a new site on the edge of his home village, 
replete with well-equipped research and development 
facilities.

Yet even as the orders poured in for the latest in titanium 
exhaust technology from moneyed bikers around the globe – 
the top line systems retail at around €2,400 – Akrapovic was 
looking for a broader base. “In 2005, I knew that to have just 
one leg, motorcycle exhausts, was potentially dangerous. So 
we had to go elsewhere, and cars was quite obvious,” he says.

Perhaps even more than motorbikes, car exhaust systems offer 
even more potential for efficiency and weight gains, given the 
right attention. “The exhaust system has been largely ignored, 
people think it's just a tube you put somewhere to take away 
the gas,” says Uros Rosa, who, as chief executive, is the man 
now charged with day-to-day running of the company.

Once again, the team delivered, with research and innovation 
into specific systems delivering results on the racing circuit – 
most notably, Akrapovic-fitted Porsche 997s won the prestigious 
Nurburgring 24-hour endurance race in 2008 and 2009.

As with motorcycles, the auto industry sat up and took notice. 
Today, about 25% of turnover comes from sales of exhaust 
systems designed for the likes of Porsche, Audi and BMW, with 
the promise of more in the pipeline.

Indeed, following a dip in sales after the global recession 
in 2008-2009, the company has been struggling to expand 
production facilities – resulting in the move to consolidate 
production at the new facility in Crnomelj starting last August 
– in order to meet demand.

With the Slovenian town suffering the worst jobless rates in 
the country at the time – almost one in five of the population 
was registered unemployed – the creation of 600 jobs has 
been a lifeline for the region. “Akrapovic was the first light 
in Crnomelj after many years of decline. We are the most 
[deprived] area of Slovenia: even Prekmurje [another 
disadvantaged province in north-east Slovenia] has a 
motorway,” Katja Geltar, a student from the town tells  
bne IntelliNews.

25 years on, the days of Igor Akrapovic testing his hand-honed 
pipes on the open road are long gone. The Ivancna Gorica 
plant boasts state-of-the-art research facilities and employs 
physicists with PhDs to analyse sound spectra emanating from 
the test rigs.

Yet the founder insists, there is nothing like the human touch 
to complete the job. “Yes, we have all these [computer] 
simulations, and you can come to maybe 93 per cent of the 
answers, but there are so many parameters in an exhaust, you 
have to test on the dyno [dynamometer] in practice,” he says, 
adding, in an allusion to the kind of music he appreciates: 
“You can't make a Stradivarius violin from a computer.” 



bne  September 201516  I Companies & Markets

Though Kurtser says the rate of growth of the number of new 
patients has fallen somewhat, the number still grew by 30% 
in the first quarter of 2015 after posting 35% growth for all 
of 2014, and the company saw a 27% increase in revenues in 
ruble terms in 2014. “We offer a unique service for mother 
and child, which the average family needs only a few times in 
their life, so it is the very last thing they economise on,” says 
Kurtser. “Even if people's incomes are falling, they still want 
the same quality and comfort, and will still come. It helps that 
we have almost no competition.”

As if on cue, one of the delegates at the international business 
forum approached our café table, thrusting pictures of a 
small child at Kurtser; it turns out the lady had her baby at 
one of Kurtser's hospitals. She showered him in thanks as she 
squeezed his hand in gratitude.

Expansion
MDMG was founded in 2003 and in 2006 opened its flagship 
$150mn private maternity hospital in Moscow, the first of its 
kind in Russia. With business flourishing, Kurtser did the obvi-
ous thing, which was to move into the leading regions where, if 
anything, demand for such health care is even higher. MDMG 
has built a second big hospital in Lapino, about 20km outside of 
Moscow, and another in oil-rich Bashkortostan, one of Russia's 
most successful regions in the Urals, which opened at the end 
of 2014. More are planned for other prospering regions such as 
Samara, Yekaterinburg, Novosibirsk and Nizhny Novgorod.

The group has also bought two private health groups – IDK in 
Samara, the region’s leading healthcare company, and Avicenna 
in Novosibirsk, the largest private healthcare company in Russia 
outside of Moscow and St Petersburg. Both came with their own 
chains of polyclinics. And MDMG continues to expand its own 
chain of polyclinics. “In Moscow we are planning to triple the 
area of our clinics in the Sokol district,” said Kurtser, referring to 
a leafy residential district in the city.

The company is about to pay dividends for the third time; 
MDMG has a policy of paying 20-25% of profits and has already 
paid out RUB300mn in July for 2014. “We have enough cash 
to fund our growth and low debt – 1x Ebitda – and can borrow 
more from banks if we need to,” Kurtser said. 

MDMG plays  
midwife to Russia’s 
private health 
industry

"Sex was not sanctioned,” said Mark Kurtser wryly. 
Once Moscow's chief gynaecologist, Kurtser went 
on to found MD Medical Group (MDMG), Russia’s 

largest private provider of women and children’s health care, 
which has been growing by leaps and bounds since it was 
listed on London’s stock market about three years ago, despite 
the sanctions imposed on Russia by the West.

Private healthcare has flourished in Russia in recent years, 
thanks to the rising birth rate and demand from the country's 
emerging middle class for better quality health care and more 
comfortable maternity care. MDMG has set up a chain of private 
hospitals that provide gynaecology and obstetrics services, 
which make up just over half of its income, as well as polyclinics 
that mostly focus on medical services for women and children. 
Initially launched in the ever-affluent capital of Moscow, the 
company is now expanding deep into Russia's regions.

The expansion is being fuelled by MDMG's listing on the 
London Stock Exchange in October 2012. Since Kurtser last 
talked to bne IntelliNews in an exclusive interview only a week 
before that listing, the company has grown from a group 
of nine medical institutions with a turnover of RUB2.9bn 
(€44mn) to one of 23 medical institutions with a turnover of 
RUB7.2bn in 2014. “We are expanding in three ways: we are 
building new hospitals, opening more polyclinics and through 
M&A,” Kurtser told bne IntelliNews on the sidelines of the St 
Petersburg International Economic Forum (SPIEF) in June.

The IPO was a success, with the company selling global 
depositary receipts (GDR) at $12 and raising about $311m for 
a 32% stake. MDMG now has about 60 investors, including the 
Russian Direct Investment Fund (RDIF), a sovereign wealth 
fund established by the Russian government to make equity 
investments in high-growth sectors of the economy.

The shares surged around 45% in the subsequent six months 
after the IPO, making Kurtser a billionaire in the process. But 
the shares have struggled since March 2013 and are now trading 
at over 50% down from their IPO price at around $5.5 per GDR.

But even with real incomes shrinking and the economy 
slowing, MDMG's bottom line has been largely unaffected. 

Ben Aris in St Petersburg www.mcclinics.com
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of the enterprise and assumes excellent working relations 
between the two sides, but often ends with very nasty 
corporate disputes; the Russian-British oil joint venture TNK-
BP between the Alfa-Access-Renova holding of a group of 
leading Russian oligarchs with British Petroleum was also an 
exact 50-50 split and Moscow legend has it that the principles 
of the companies ended up throwing things like phones at 
each other during board meetings towards the end. However 
Marx explains that the working relationships between the 
Russian owners and International Paper remain excellent. 

"There is an alignment of interests and each side plays to 
its strengths," says Marx. "The Russian owners take care of 
things like construction and maintenance of the facilities; 
International Paper provides the technological inputs and an 
international marketing back up."

Import substitution 
Like all producers with significant export volumes, the 
devaluation of the ruble has benefited the company, as its 
costs are mainly in rubles but its revenue is mostly in foreign 
currency. 

Sanctions have had little or no impact on the operation of the 
company. None of the technology it imports is on sanctions list 
and Marx says that, including through their American partner 
the company has not been cut off from international capital 
markets. Moreover Ilim is increasingly turning to Asia in order 
to finance his business, and it’s a natural decision given that 
the bulk of its exports go to Asia.

Ilim sees wood 
for the trees

Russia is famous for its raw materials probably the most 
prolific is one of the last people would list – Russia is 
one giant forest. And that makes Russia the seventh 

largest producer of pulp and paper in the world.  

Ilim Group is the largest forest products company in Russia, 
a straight 50-50 joint venture between a group of private 
Russian investors and the US-based International Paper, the 
largest pulp and paper company in the world. About 70% of 
the company's production goes for export – largely to Asia. 
The company has been actively expanding its supply of value-
added products to the Russian domestic market to substitute 
imports and for the last year has already cut import of paper 
to a quarter; one of the quirks of the Russian market is until 
the devaluation of the ruble in December, it was cheaper and 
easier to export Russian pulp to Finland where it was turned 
into paper and then reimport the finished product to Russia. 

"Asia is our most important market. We have been exporting 
pulp and board to China, Japan, and South Korea for the last 
20 years," says Franz Josef Marx, a German national and CEO 
of Ilim Group. "We are now investing about $250mn a year 
after we finished a $2bn programme to build the biggest and 
highest international standard facilities in Russia." 

Equal split
The growth of the company has not been smooth. In the 
first half of the noughties the facilities became the object 
of a vicious takeover battle between the existing owners 
led by Russian investor Zahar Smushkin and oligarch Oleg 
Deripaska. After Smushkin successfully sued Deripaska in 
the UK, the two sides came to an agreement and Smushkin 
retained control of the company.

For the next several years the business was run largely to 
generate cash.  The next development steps required large 
investments, but such experience in Russian pulp and paper 
industry was lost after collapse of the Soviet Union. So in 2006 
Ilim decided to go into a joint venture with the global paper 
giant International Paper, experienced in implementation 
of largescale projects all over the world and very unusually 
contributed exactly half of the company to the joint venture. 
An exactly 50-50 split is unusual as neither side has control 

Ben Aris in Moscow

"The Russian owners take care of 
construction and maintenance of 
the facilities; International Paper 
provides the technological inputs 
and marketing"



bne  September 201518  I Companies & Markets

Indeed unlike most other Russian companies the sanctions 
are an excuse to continue the company's expansion; import 
substitution is a high priority for the Russian government and 
Ilim is in an ideal situation to do exactly that.

"We don’t want to miss this crisis. It's a good time to think 
about strategy and we can do a lot while others struggle… 
We are thinking about the opportunities to expand maybe 
through M&A or perhaps building additional capacity," 
says Marx. "We have been looking to Asia to finance our 
expansion and not because of sanctions on the financial 
markets for Russian companies but simply because the  
funds are cheaper."

However sales have been affected by the economic slowdown 
both in Russia and Asia. While the company is looking to 
expand it has for the moment been investing heavily in 
improving productivity, efficiency and quality as well as 
spending more on the training of its staff. Marx says the 
company already "debottlenecked" three of its mills and 
boosted production by 20% as a result. 

The next step is going to be boosting the supply to the Russian 
market. As bne IntelliNews report on the toilet paper sector 
highlighted the demand for quality paper products will more 
than double in the future and Ilim Group is in an ideal position 
to be the biggest winner. Currently Russians consume about 

56kg of paper and cardboard a year, against the international 
consumption of 100-250kg/year depending on the country, says 
Marx. Tissue and packaging are the two biggest subcategories. 

The company already produces some 3 million tons of pulp 
and paper per year and has invested over $2bn on increasing 
the output and improving its quality. Recent investment 
has gone into construction in Siberia one of the world’s 
largest softwood pulp line to supply Asia and the plant in 
Arkhangelsk region in western Russia  which makes quality 
coated and office paper remaining in short supply in the 
Russian market. 

And Ilim has already had a big impact on the paper trade 
business: in 2014 Russia imported some 120,000 tones 
of office paper, but after Ilim fired up its new $300mn 
production line for the same paper in Arkhangelsk region last 
year the volume of imports of office paper will fall to about 
50,000 tones this year and drop again next year to between 
20,000 and 30,000 in 2016, says Marx. 

“We are thinking about the 
opportunities to expand maybe 
through M&A or perhaps building 
additional capacity"

Emerging Markets 
Direct – your 
data source for 
emerging markets

CEE Banking Sector Report – 2015
j.mp/ceereport

The CEE banking sector is still suffering from an 
outflow of liquidity towards parent banks. This, 
combined with weak credit demand (amid a soft 
economic recovery) and reduced risk appetite by 
banks, has led to subdued lending activity.

• Most CEE countries’ banking sectors were profitable 
last year, with Poland hitting an all-time high. The 
exceptions are Hungary, where banks reported  
a record high loss in 2014 due to regulatory-ordered 
one-off foreign currency loan settlements, Romania, 
where the industry started to recover after  
a massive cleaning of the loan portfolio, and  
war-torn Ukraine;

• Interest margins across the region, although 
tightened, are still much higher than in Western 
Europe. Growth potential is also much stronger 
amid low levels of indebtedness compared to the 
more developed economies;

• M&A activity is focused mostly in Poland (where 
the regulator opposes further consolidation in 
the sector), Hungary (where the state is the major 
buyer of bank assets,) Romania, the Czech Republic 
and Slovakia;

• With a few exceptions, the non-performing loan 
(NPL) ratio remains uncomfortably high across the 
region, hurting profitability and credit growth.

store.emergingmarketsdirect.com
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built trains, their low weight being key to efficiency. Now, with 
total investment around $50mn, 80% of it debt, Leo Express 
says it serves around 2mn passengers per year connecting 30 
cities in three countries, the Slovak and Polish destinations 
having been added late last year.

State subsidies on the Prague-Ostrava route were ditched 
in 2011. Leo Express was the second private operator to 
arrive on the Czech market following a launch by RegioJet 
of services linking the same two cities. Both companies note 
the growth of passenger numbers in the Czech Republic – a 
recent government white paper noted 175mn travelled on the 
railways in 2013, 10mn more than in 2009, while bus and car 
journeys dropped by around 10%.

Novotny claims that is, at least partly, down to the competition 
provided by the two private operators. Zdenek Tomes, an econo-
mist specializing in transport at Masaryk University, agrees. 
“The entry of private operators… undoubtedly improved the 
quality of service,” he argues.

Rail rage
However, the Czech state rail operator is not happy, Novotny 
claims. “At first we faced laughter. Then we were ignored. Now 
they're starting to fear us,” he says.

The resistance nearly forced Leo Express into bankruptcy 
in the first year. “The reaction was very fierce. They began 
digging dirt, critics appeared – they were clearly paid – and 
we even received personal threats,” the CEO alleges. Even so, 
Novotny claims to be grateful for the obstacles put in his way. 
“It made us cut our costs to the bone,” he reflects.

Ceske Drahy rejects the claims of underhand tactics. “We do 
not understand such a statement,” spokeswoman Katerina 
Subova wrote in an email. “Ceske drahy does not run any 
campaign against private rail operators. By law, our company 
acts as the national rail operator ensuring primary transport 

Trouble getting  
all aboard the  
Leo Express

The railroads were a key element in the US drive to tame 
the Wild West. And Czech private train operator Leo 
Express claims it has met more than its fair share of the 

‘Wild East’ as it pushes against vested interests to expand its 
operations across Central Europe and beyond.

Disdain, obstruction and threats – both business and personal 
– have flowed from state rail operator Ceske Drahy since Leo 
Express launched services on the route linking Prague with 
the eastern city of Ostrava in 2012, says founder and CEO 
Leos Novotny. Yet this self-proclaimed 'disruptive innovator' 
insists that there's no reason for the state to be running trains, 
and anyway “they can't stop us”. Backed by EU liberalisation 
legislation, Leo Express customers can now buy tickets to 
Polish and Slovakian destinations, and the 30-year-old says his 
company is already planning to do the same across the rest of 
Europe and even the US.

However, despite Novotny's evident zeal to replicate in the 
railway sector the disruption that Uber has caused in the 
global taxi industry, not everyone is convinced. The company 
is “losing the battle in the Czech Republic”, argues one analyst.

The whole pie
The strategy of former investment banker Novotny, whose 
family used to own the food processing company Hame, 
is straightforward: just as the low-cost airlines did to flag 
carriers, he wants to leverage efficiency to take advantage 
of “bloated and incompetent” incumbent rail operators. Leo 
Express trains are 50% cheaper to run than those of the typical 
state company, he claims. Meanwhile, Leo Express also insists 
it offers a significant upgrade on quality of service. “We want 
to push the state rail companies out of the industry and have 
the pie to ourselves,” Novotny tells bne IntelliNews.

Ploughing in all his assets, and armed with loans from private 
investors and some “hard-to-persuade” regional banks, 
Novotny launched the company in 2012 running leased Swiss-

Tim Gosling in Prague
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While Novotny says the banks are now much happier dealing 
with his company than in the early days, the losses are still 
mounting. The first year saw the company CZK78mn (€2.9mn) 
in the red, with a CZK159mn hole the following year. The last 
available result detailed a CZK137mn loss for 2014.

Novotny insists the tide is turning, however. “Now it's becoming 
very exciting,” he beams. “We have pushed to a 17% Ebitda 
margin,” he notes, albeit that figure strips out the big cost – the 
trains. Revenue is rising by up to 50% per year, he adds.

Yet Tomes suspects the early expansion outside the Czech 
Republic has been somewhat forced. There are few routes 
available in the country to private operators, and Leo Express 
is struggling to keep pace with the competition on those that 
are, he says.

The analyst also doubts Leo Express has yet refined a business 
model that it could successfully export to other EU markets. 
“The reason Leo Express is eyeing Slovakia and Poland is 
that it is losing the battle in the Czech Republic,” he claims. 
“Especially RegioJet is much more successful in winning 
market share on the Prague-Ostrava line.”

There are few opportunities elsewhere within the country 
to try to make up that ground. The vast majority of lines are 
unprofitable, and run as public service lines. Those state-

subsidized routes are overwhelmingly awarded directly 
to Ceske Drahy. With their lower costs, private operators 
would likely make a decent profit operating those routes 
– an opportunity Novotny says Leo Express is keen to take 
advantage of – but Tomes doubts whether significant further 
liberalisation of the market is likely in the coming years.

Ceske Drahy, unsurprisingly, agrees. “Conditions in the Czech 
Republic are not prepared for a full market opening yet,” says 
Subova. There's no independent market regulator, she points 
out, while issues such as station upkeep and interchangeable 
ticketing also complicate the picture. “We say yes to 
liberalisation, but the state must set clear and unambiguous 
rules first,” she sums up.

Novotny says he expects Leo Express to be running up to six 
routes in the Czech Republic within the next five years, with a 
few less in Slovakia and more in Poland. He imagines RegioJet 
will be his biggest competitor, and despite his mission to push 
the incumbent out, he even offers Ceske Drahy hope. “If the 
state companies do it right and stop stealing money, they can 
survive too,” he predicts. 

“We want to push the state rail 
companies out of the industry and 
have the pie to ourselves”

services for the state based on orders from the state and the 
regions.”

Those different stories are now being tested in court, although 
it's a drawn-out process. Leo Express is suing the state 
operator for CZK500mn (€18.5mn) in damages, accusing it 
of dumping prices on the Prague-Ostrava route. RegioJet has 
lodged a similar case. Leo Express also says it is mulling an 
arbitration suit against the Czech Republic over insufficient 
investment protection.

Tomes suggests it's “probably true” that Ceske Drahy has 
actively sought to scupper the sudden competition. “After the 
entry of private operators the incumbent decreased its prices 
sharply,” he notes.

Novotny says he expects a similar reaction wherever his 
company heads. “The state rail companies are powerful and 
heavily connected to the infrastructure and the government. 
They're all milking the system across Europe. But that's 
welcome – the more incompetent the incumbent the better.”

The fighting talk appears sincere. Inside three years of 
operation, Leo Express has already expanded to operate 
routes linking the Czech Republic to cities in Slovakia and 
Poland. The company is now looking at ten further European 
markets.

A move into the US is also on the cards. The CEO says 
$90mn of the initial $113mn needed for the first launch 
across the Atlantic has already been raised. The incumbent 
US companies are even worse than their European peers, 
he claims with some incredulity. Leo Express hopes to start 
running trains on US rails by 2017.

The list of new target markets would be ambitious for any 
small company, let alone one that knows it will face a tough 
fight from state behemoths from the start, but Novotny says 
he's unfazed. “Going into Poland and Slovakia last year we 
knew the games they would play,” he smiles. “It made the 
process much smoother.”

Not, however, so smooth that Leo Express trains are yet 
running on Polish rails. Novotny insists though that it's only a 
matter of time. “They're making it difficult,” he admits, “but 
they can't stop us.”

The key, he says, is EU rail liberalisation law that was passed 
by Brussels in 2010. Each country now has a price list for 
renting time on the rails, making the process of entering the 
market much more transparent. “The rest is lawyers and 
persistence,” he laughs.

Small world
Yet lawyers and time, let alone trains, are expensive. With Leo 
Express' small markets - for the meantime at least - limiting 
income, the company could face a challenge to see those fights 
through to the end, reckons Tomes.
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The picture changes slightly when the number of state-controlled 
companies is replaced by government stakes in listed compa-
nies as the key metric. While Romania remains the place with 
the highest degree of government involvement and the Czech 
Republic the one with the lowest share, Russia moves to second 
place with 25% of the market’s total capitalisation owned by the 
state. This is roughly the same level as in Poland. 

COMMENT: 

The state as stock 
market investor  
in CEE

The presence of a broad, liquid stock market in an 
economy is, at least in theory, the exact counterpart 
to a situation where the corporate sector is dominated 

by state-owned enterprises. In real life, however, state-
controlled companies can be found on many stock exchanges. 
Typically, major privatisation efforts through stock market 
listings result in previously fully state-controlled companies 
turning into listed but still state-controlled companies. But 
often governments are timid in selling off state assets. Very 
rarely privatisation programmes have been driven – like 
Lady Thatcher’s was – by the deliberate intention to reduce 
the influence of the state and to support private ownership. 
More often privatisation has been the result of government 
attempts to (re-)fill empty state coffers and/or of state-
owned companies’ needs to raise new equity. In those cases, 
governments tend to sell only small stakes, sometimes because 
of resistance from management or – more often – from unions.

In Central and Eastern Europe, privatisation was simply the 
consequence of the total collapse of the socialist system, which 
had left the corporate sector without sources of new capital 
and in many cases without proper governance. Still, many 
companies – those thought to be of strategic importance – 
were only solid reluctantly. However, while all CEE countries 
had similar starting points, the state’s presence as shareholder 
of listed companies differs across the region.

Romania, Poland with highest share of state control
The country that has gone furthest in leaving listed 
companies on their own is the Czech Republic. Among the 
listed companies, the Czech state only has a stake in CEZ, 
the country’s main electricity utility. At the other end of the 
spectrum are Romania and Poland, which still hold stakes in 
60% and more than 40% of the main listed market segments. 
While the former is less surprising given that it took time 
before Romania really embraced market reforms, the high 
share in Poland will be unexpected for many who remember 
Poland as a poster child of reform already in the early 1990s. 
Equally surprising is the fact that Russia has the second lowest 
share of listed companies still controlled by the state. 

Peter Szopo of Erste Asset Management

Source: Erste Asset Management. *Based on the members of main equity indices
(RU: RTS; PL: WIG30; CZ: PX; HU: BUX; RO: BET)
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One of the main conclusions from those figures is that the 
state’s presence as a shareholder does not say a lot about the 
performance of the respective stock market. A case in point 
is Romania, which had the best performing market by far in 
CEE in recent years – despite the high share of government-
controlled companies. However, this should not lead to the 
conclusion that without a continuation of privatisation the 
Romanian stock exchange will have an equally bright future.

Russia keeps grip on oil and gas, but lets go elsewhere
Another conclusion is that the view of Russia as a mostly 
state-controlled economy is simply wrong. True, the current 
government and its entourage has clearly shown statist 
instincts in many instances. Improving the environment for 
private business has not been the primary goal of economic 
policy. However, the state’s direct involvement in businesses 
outside oil and gas, banking, and utilities has been limited. 
Particularly the oil and gas sector is a prime example of the 
government’s efforts to (re-)establish state control. The 
Yukos affair, the acquisition of TNK in 2013 and the recent 
renationalisation of Bashneft all served this purpose. That 
said, important sectors of the economy like metals and mining, 
fertilizers, retail, telecoms and internet companies are run 
or dominated by private sector companies. The state’s role 
as owner is even exaggerated by the figures presented above 
because a number of Russian private companies are listed in 
London or New York and therefore not included in calculations 
based on domestic stock indices.

The data on state ownership show that across the region 
electric utilities obviously are the sector where governments 
find it the most difficult to let go. Almost everywhere – 
including the otherwise quite pragmatic Czech Republic – 
utilities remain firmly under state control. From an economic 
point of view there are few reasons why utilities need to be 
run by the public sector. Governments’ grip on this sector is 
not confined to the ex-Socialist universe; also in countries 
like France, Sweden or Austria the belief that the state is the 
best producer of energy is still firmly entrenched.

A final observation: Poland seems to be going in the wrong 
direction as far as the government’s involvement on the 
stock market is concerned. As a recent piece of research 
from Deutsche Bank (“State-owned market, August 6, 2015) 
documented, the share of government-controlled companies 
among companies in the WIG-index, the market’s main 
index, has more than doubled since 2002. Of course, this is 
the consequence of the government’s privatisation policy, 
for which it should be applauded. However, the Polish state 
shows little inclination to really transfer control of the oil 
and gas sector and the utility sector to private owners. The 
recently reported pressure on listed energy companies to 
contribute to the rescue of the country’s coal industry and 
recurring demands for a “Repolonization” of the country’s 
financial sector are not going unnoticed among private 
investors on the Warsaw Stock Exchange. 
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S lovak financial group Penta announced on August 12 
that it has agreed to buy Czech publisher Vltava-Labe-
Press (VLP) from German group Verlagsgruppe Passau. 

The deal is the latest in a string of acquisitions that has seen 
international giants that moved in during privatisation in the 
1990s selling out to powerful local business groups, and even 
politicians.

The last major Czech media company in German hands, VLP 
owns the Denik chain of regional daily papers and also a 
portfolio of magazines. The company publishes 71 regional 
dailies in the country.

The deal includes a 51% stake in Astrosat Media, which 
publishes magazines Kvety, Vlasta, Story, TV magazin and 
National Geographic Cesko, a 70% stake in Ceska Distribucni, 
35% of PNS and 30% of AdActive, Penta spokesman Ivo 
Mravinac told CTK. No financial details of the deal were 
disclosed.

According to latest available financial results, VLP closed 2013 
with a loss of CZK61mn (€2.3mn), following a CZK22mn loss 
the year before. Verlagsgruppe Passau CEO Simone Tucci-
Diekmann said the company decided to sell VLP for strategic 
reasons, with plans to focus on the larger German and Polish 
markets. 

For Penta, the acquisition represents another opportunity for 
the closely-held group to extend its control over regional
media. It made several large purchases in Slovakia last year, 
including that of leading publishing houses 7 Plus, Trend 
Holding and Petit Press, which produces the influential 
daily SME. The latter acquisition sparked a walkout by the 
editorial team.

The financial group had clashed with the newspaper in recent 
years, in particular over its reporting of the 'Gorila' scandal, 
which featured alleged corrupt deals involving Penta and 
senior government officials. The editorial team at SME insisted 
Penta was not a financial investor but seeking political 
influence, and that would put editorial independence at 
risk. In the meantime, Penta is looking to buy Zoznam, 

Slovakia’s second most viewed web portal, from Slovak 
Telekom.

Spit and polish
Penta’s acquisition of VLP is likely to resurrect concerns 
over the independence of the Czech media, which over the 
past couple of years has seen suspicions grow that domestic 
oligarchs are building media empires to support commercial 
and political interests.

Topping those concerns is the purchase in 2013 by Andrej 
Babis of Mafra, publisher of the best selling Czech 
broadsheet Mlada fronta DNES, the influential daily Lidove 
noviny and other titles. The Slovak-born owner of the country's 
largest private employer Agrofert became finance minister in 
January 2014, and is tipped as the next likely prime minister.

The combination of commercial, political and media power in 
one person makes Babis probably the most powerful person 
in the country. Despite the worries expressed by those in the 
industry – editorial teams at both major newspapers walked 
out following the deal – as well as his political rivals, the wider 
public appears less concerned by his numerous conflicts of 
interest. Opinion polls show Babis is the most trusted politician 
in the country.

Other, less liked, oligarchs are likely jealous of the apparent 
power of Babis' media to boost his image. Zdenek Bakala's 
2008 purchase of the Economia publishing house – handing 
him control of economic daily Hospodarske noviny and 
the opinion magazine Respekt – has done little to help him 
overcome a reputation that sees him as one of the country's 
least popular people. 

Only weeks after Babis’ Mafra deal was announced, billionaires 
Daniel Kretinsky and Patrik Tkac – who earned their first 
millions with Penta's fellow Slovak investment group J&T – 
acquired the publishing activities of Ringier Axel Springer CZ 
with its popular tabloid dailies Blesk, Aha and Sport, and the 
popular weekly magazine Reflex. According to its new owners, 
the Czech News Center – as it is called today – is the largest 
media outlet with the most readers on the Czech market. 

bne IntelliNews

Penta's purchase of VLP 
extends oligarch control  
of Czech media

bne:Deal
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August saw Russia destroy hundreds of tons of foreign 
food, including nine tons of presumed EU-made cheese, 
as authorities across the country enforced Kremlin 

orders to destroy prohibited Western products following a 
decree on food disposal signed by President Vladimir Putin 
on July 29. This is happening despite protests from citizens 
struggling with rising food prices and risks backfiring, warn 
some analysts.

Far from listening to any criticism, the Kremlin appears to 
be pressing on regardless and is looking to add more items 
to the list of banned food imports and countries from where 
they come. The Kremlin has warned that it is considering also 
banning food imports from Montenegro, Albania, Iceland, 
Lichtenstein, Ukraine, and Georgia because they support 
Western sanctions imposed on Russia over its involvement in 
the crisis in Ukraine. “Everyone who applies sanctions against 
us must face the appropriate responses, food embargo,” 
Russian Deputy Prime Minister Arkady Dvorkovich said in 
mid-August.

Backlash as poverty deepens
But the Kremlin campaign to shut out and destroy EU products 
in retaliation for its sanctions against Russia for its actions in 
Ukraine risks backfiring. With food inflation exceeding 20% 
and 16% of the population now living in poverty, scenes of the 
destruction shown on national television have not been well 
received – especially one that suffered deliberate starvation 
policies inflicted by the Nazis and Stalin. 

“I don't understand how, in a country that survived 
the terrible privations of war and the horrible years of 
the post-revolutionary period, we could be destroying 
food,” tweeted the normally pro-Kremlin media personality 
Vladimir Solovyiev.

By mid-August more than 350,000 people had joined an online 
petition on Change.org, an international website that hosts 
petition campaigns, calling on Putin to revoke the decision and 
give the food to the needy instead.

“Sanctions have led to a major growth in food prices on 
Russian shelves. Russian pensioners, veterans, large families, 

the disabled and other needy social groups were forced to 
greatly restrict their diets, right up to starvation,” the petition 
says. “If you can just eat these products, why destroy them?”

One priest from the Russian Orthodox Church, which enjoys 
close ties with the Kremlin, expressed anger at the campaign, 
Reuters reported. ”My grandmother always told me that 
throwing away food is a sin,” the cleric, Alexei Uminsky, was 
quoted as saying by the website 'Orthodoxy and the World'. 
“This idea is insane, stupid and vile.”

“Such an idea can only appear with a man who has been 
in no need for anything in recent decades and is ready to 
do something like that for populism and quasi-patriotism,” 
Uminsky added. 

Suggestions for the food's further use included giving it to 
people in Africa or the war-torn Donbas region of eastern 
Ukraine, or processing it into animal food.

According to Rosselkhoznadzor, vegetables and fruits will 
be disposed of at dumps, while meat and milk products will 
be incinerated due to high biological risks. Small batches of 
products will be destroyed at refuse destruction plants at  
the border.

Russian condoms to fill the gap
The ban on EU products was announced one year ago in 
response to sanctions imposed by the EU in July 2014 over 
Russia's annexation of Crimea and support for pro-Moscow 
rebels in East Ukraine. Recently extended by the government 
until August 2016, the countermeasures have been effective, 
say Russian officials.

bne IntelliNews

Russians 
cheesed off 

bne:Trade

“I don't understand how, in a country 
that survived the terrible privations 
of war and the post-revolutionary 
period, we could be destroying food” 
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Innovative entrepreneurs have long looked to the US, with its 
robust venture capital framework, as a sort of ideal startup 
environment. With exceptions, the European landscape 

has been less conducive to new technology firms and a lack of 
capital is a primary cause, so much so that American investors 
have begun to fill the gap – earlier this year Pay Pal co-founder 
Peter Thiel invested in two Berlin-based startups.

“There is still a big difference, and it is by several multiples,” 
Roland Manger, a partner with the Berlin-based Earlybird 
Venture Capital, says by way of comparison. “The American 
fund scene is now 40 years old; venture is a long-haul game, 
you need a generation to develop a reputation.”

If creatives have trouble tapping funds in Western Europe, 
the problem can be even more acute in Central and Eastern 
Europe (CEE). The opportunity to execute, rather than a lack 
of ideas themselves, looks the primary challenge. In Europe, 
last year’s fundraising totaled €44.6bn, according to the 
European Private Equity and Venture Capital Association. 
About 40% of that came from institutional investors from 
outside Europe and the total is about 10% of what was 
available in the US. 

Much of that money is gobbled up by hotspots like London, 
Berlin or the Nordic states, and the CEE region lags even 

further behind. Though this means underperforming national 
economies, it is good news for investors eying an ample 
supply of low-hanging startup fruit. Earlybird, for one, just 
closed a $150mn Digital East Fund in July as they target 
early stage investments in the CEE and Turkey. “If you are not 
discriminatory, you probably have the same sense that there is 
talent everywhere,” Manger says. “Mental gifts are distributed 
evenly across the world, but capital isn’t.”

Between desire and execution 
Indeed, a lack of access to startup money has long been 
cited as a hurdle to faster homegrown innovation in the CEE 
region. When it comes to tech startups, this is particularly 
concerning given the region’s historical emphasis on 
engineering and science education, as well as strong 
indications that entrepreneurial zeal is actually much greater 
than in Western Europe. A recent survey by the German web 
hosting service 1&1 Internet found that a full 70% of Poles 
want to own their own business. A 2013 study by the global 
consultancy McKinsey & Company found that 21% of CEE 
residents said they planned to start a business as compared 
with just 10% in the EU-15.

While CEE citizens may very well want to start a company, the 
same McKinsey survey found they are actually less likely to do 
so compared with their Western European counterparts; just 

Benjamin Cunningham in Berlin

CEE’s lack of 
venture capital 
attracts Earlybirds

bne:Funds

“Prohibited imports have now declined by 10 times,” 
Rosselkhoznadzor chief Sergei Dankvert said, adding that 
the amounts of food destroyed would not be enormous. ”I 
don't think there will be a large volume, I believe there will 
be hundreds of tons but no more than several hundred tons,” 
TASS news agency quoted the official as saying.

Putin's spokesman Dmitry Peskov offered little hope that the 
president will revoke his decision, saying: “The presidential 
decree is taking effect and must be carried out.”

While conceding that from a moral perspective, the picture 
“definitely does not look good”, Peskov said the issue 

should not be exaggerated either, given the possible health 
risks stemming from the products. ”We are talking here 
about smuggled goods, which had no certificates and other 
documents and no one would assume responsibility and 
guarantee that the goods, which can look very palatable,  
do not pose risk to human health,” he said.

Meanwhile, federal authorities are now proposing to extend 
the ban on EU goods to limit imports of X-ray machines and 
defibrillators for hospitals, which are already complaining 
of poor equipment. Condoms are another possible item that 
will be barred under the Kremlin's import substitution drive 
to make Russia more efficient at producing its own goods. 
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5% of those surveyed in the CEE ended up launching an actual 
business, as compared with 6% in the EU-15.

This clash between desire and execution “is not only about 
capital”, Manger notes, and CEE countries are notable for 
a general lack of emphasis on research and development. 
McKinsey found that CEE countries invest about 0.9% of 
GDP on research and development, compared with 2.1% 

in the EU-15 and 1.4% in the so-called BRIC countries. The 
study ultimately recommends “further develop[ing] industry 
clusters in knowledge-intensive industries and increase 
industry–university collaborations and support for startups.”

Still, generalizations are difficult and within the CEE region 
itself there is a wide array of approaches designed to cultivate 
new tech businesses. As is often the case, it looks to be places 
with the weakest startup cultures that offer the biggest 
potential returns.

Among the most successful state interventions, Estonia’s 
Arengufund used to invest directly in startups, but now 
partners with VCs in doing so. The government put €60mn 
of state money into the fund in late 2013. Poland likewise 
uses government money to help back new tech businesses. 
Though not exclusively focused on tech, the Polish Agency 
for Enterprise Development (PARP) spends about €1bn a 
year giving direct grants to businesses or financing incubator 

projects. Slovakia has a state VC fund, the Fund of Innovation 
and Technologies. 

Go southeast
Elsewhere, policy is less progressive. Though Earlybird’s Digital 
East Fund targets all of the CEE, thus far the investments have 
exclusively targeted Southeast Europe. Of the eight companies 
they have committed money to, four are in Turkey, one is in 
Bulgaria and two are in Romania. The eighth investment, 
though closed, has not yet been made public, but Manger 
confirms that it too is in Southeast Europe. This regional skew 
reflects that Earlybird has four Turkish partners, but also the 
thirst for investment from the region’s most promising firms. As 
Manger puts it: “[the region] was even more under-penetrated”.

Here, Manger notes a clear distinction between investing in 
a place like Poland versus Bulgaria. “In Poland it’s the most 
advanced, you actually have a lot of EU and government 
money going into funds,” Manger says. “In Bulgaria and 
Romania, there are some EU-funded activities, but they are 
much less. In Bulgaria you have two relatively established 
incubators, but the focus is on acceleration, not on venture. 
This makes the business more dependent on Western VCs.”

Among Earlybird’s investments are Metrekare, a Turkish real 
estate listing platform; Flipps, a Bulgarian mobile video app; 
and TJobs, a Romanian cross-border jobs site. Their Digital 
East Fund is comprised of “seven or eight typical institutional 
investors and some high net worth individuals with smaller 
investments,” Manger says. It will last 10 years.

“The modus operandi in Southeast Europe is different,” 
Manger says. “We take a long time to evaluate companies, 
but we started to build a pipeline and we already know some 
future candidates.” 

“Mental gifts are distributed evenly 
across the world, but capital isn’t”

Kazakhstan’s tenge showed signs of stabilisation toward 
the end of August after the government abolished the 
currency trading corridor, allowing it to float freely on 

August 20, which caused the national currency to slump in 
value by almost 29% against the dollar.

Naubet Bisenov in Almaty

Tense times  
in tenge land

bne:FX

The pressure on the Kazakh economy and currency has 
built up over the past year as the oil price dropped and the 
currency of Russia, Kazakhstan’s largest trading partner, fell 
alongside with it. Having spent $28bn on propping up the 
tenge over the last 18 months after a 19% devaluation in 
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February 2014, the Kazakh government has reasoned that a 
new monetary and credit policy based on inflation targeting 
would create the necessary conditions to revive economic 
growth and boost investment. Kazakhstan’s year-on-year GDP 
growth slowed to 1.7% in the first half of 2015 from 4.3% in 
2014 and 6% in 2013.

Following the announcement on August 20, the value of the 
tenge plummeted to KZT255 to the US dollar, though the 
recovery was immediate and by the next day it had risen to 

around KZT240 to the dollar. A further jump on August 24 
took place as local companies converted dollars into tenge for 
tax payments, leaving it trading around KZT219 to the dollar.

Unsurprisingly given that Kazakhstan is run by an autocrat, 
the move by the central bank was welcomed by the president, 
whose prior approval was certainly necessary. Nursultan 
Nazarbayev, at a meeting with business representatives, 
explained that Kazakhstan had three options to cope with 
the deteriorating economic conditions in the country and, 
"having considered all the possibilities, the most correct was 
the introduction of a free floating exchange rate and a new 
monetary policy based on inflation targeting”. The president 
added that many countries have allowed their currencies to 
depreciate recently. As well as Russia, Kazakhstan’s two other 
largest trading partners – the EU and China – have also seen 
their currencies fall against the dollar.

Kazakhstan’s business community, which has been calling 
for government action since experiencing a flood of cheap 
Russian imports thanks to a weaker ruble, also hailed the latest 
devaluation and rushed to show support for the move in the 
face of possible public protests that traditionally accompany 
one-off devaluations in Kazakhstan. 

Kazakhstan and Russia, along with Armenia, Belarus and 
Kyrgyzstan, are members of the Moscow-led free-trade 
Eurasian Economic Union and have formally abolished 
customs borders between the countries. The strong tenge 
has damaged the competitiveness of Kazakh products on the 
domestic market, prompting calls from local entrepreneurs 
and banks for devaluation. The overvalued national currency 
encouraged a shopping spree in border regions of Russia, 
which were flooded by Kazakh shoppers snapping up bargains. 

According to the Atameken national chamber of 
entrepreneurs, Kazakhs bought RUB151bn ($2.8bn) in 

bureaux de change between October 2014 and June 2015, 
importing from Russia 79,332 cars in 2014 and another 
151,085 vehicles in less than six months of 2015. In response, 
the Kazakh government offered KZT15bn in soft loans to buy 
Kazakhstan-assembled cars and pledged another KZT10bn 
for the programme.

According to the chamber, the government’s lack of action 
over the tenge resulted in a contraction of the local food 
industry by 15% and of machinery by 30% in the first half 
of 2015, including a 37% slump in production of poultry, a 
20% fall in production of confectionary and sugar and a 12% 
drop in cooking oil and fats. As a result, the share of Russian 
imports increased to 33.8% in January-July from 32.6% in 
the same period of 2014, despite the dollar value of imports 
falling to $5.2bn from $6.3bn respectively.

Meyram Pshembayev, chairman of the Union of Kazakhstan’s 
Machine Builders, called the announcement to allow the tenge 
to float freely as a “necessary and timely measure”, while 
Andrey Lavrentyev, chairman of the Association of Kazakh 
Auto Business, said the floating exchange regime was a “long 
awaited and great victory”. The country’s machine builders, 
especially car assemblers, have been the biggest victims of the 
strong tenge.

The devaluation will also benefit Kazakh oil and metals 
producers, as the low global prices of minerals and sluggish 
demand have forced them to cut investment and production, 
threatening to make thousands of people redundant. The 
autocratic government is extremely sensitive to anything 
that might upset the social order, especially in light of recent 
events elsewhere in the world as revolutions have toppled 
regimes.

While the long-expected devaluation is largely seen as 
a positive move in Kazakhstan, the announcement sent 
shockwaves through the currency markets in neighbouring 

Kyrgyzstan and Uzbekistan, as well as Azerbaijan. Currency 
dealers in Kyrgyzstan raised the sell rate of the dollar to 
KGS70 on the tenge news against the usual KGS64-64 to the 
dollar. In neighbouring Uzbekistan, where dollars can only 
be bought freely on the illegal black market, currency dealers 
sold the dollar for UZS4,680 on August 20 against UZS4,500 
the day before. 

“Having considered all the 
possibilities, the most correct 
was the introduction of a free 
floating exchange rate”

“It was a “necessary and timely 
measure”
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Ukraine’s 
wartime  
privatisation
Sergei Kuznetsov in Kyiv
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privatisation, intends to hire interna-
tional advisors for the sales of the largest 
assets. The caveat is that the main stra-
tegic companies, including the oil and 
gas network operators and the railway 
network, will stay in government hands.

The International Monetary Fund 
(IMF) has thrown its weight behind 
the “ambitious privatisation and 
restructuring agenda” unveiled by 
Ukraine’s government. “Following the 
preparation of a priority-privatisation 
list of 10 state-owned companies and 
respective privatisation action plans, 
the authorities will seek adoption, by 
cabinet resolution, of the action plans 
for five companies by end-September 
2015,” the IMF said in its country 
report published in August.

Jewels in the crown
Ivan Dzvinka of Kyiv-based Eavex 
Capital tells bne IntelliNews that the 
companies set for privatisation are a bit 
of a mixed bag. According to him, there 
are companies for which there will be 

“considerable competition”, in particular 
Odesa Portside Plant and the chemical 
fertiliser producer Sumykhimprom, but 
others “that would be difficult to give 
away for nothing, such as the [unprofit-
able coal] mines.”

The State Property Fund wants to sell 
Odesa Portside Plant as soon as pos-
sible, Audickas says, adding that such a 
“sizeable asset in the region” is already 
well known to potential investors. 
“We expect that we will have strong 
competition for such kinds of assets,” 
he believes. According to the market-
ing materials of the economy ministry, 
Odesa Portside Plant is a major chemical 
production company accounting for 17% 
of Ukraine’s ammonium nitrate capacity 
and 19% of urea production capacity.

Due to its strategic location and con-
nections to the chemical transportation 
infrastructure, the plant is export-ori-

“It is not the best time to privatise assets”

ented: export sales constitute up to 85% 
of the output, while the major export 
destinations are the EU and US.

The starting price for the 94.5% stake 
held by the state in Odesa Port-
side Plant will be no less than $500mn, 
the head of the property fund, Ihor 
Bilous, told a meeting of the plant 
supervisory council on August 18. 
Bilous added that ten potential inves-
tors have already expressed interest in 
Odesa Portside Plant, while the authori-
ties plan to attract a global investment 
bank as the advisor for the privatisation 
by the end of August, while a road show 
for investors will begin in September.

Ukraine’s second largest thermal power 
generator Centrenergo is considered 
another choice asset in the upcoming 
privatisation programme. However, 
Audickas underlines that the privatisa-
tion of the utility, which operates three 
power plants in the Kyiv, Kharkiv and 
Donetsk regions and has its own repair 
services company Remenergo, might 

be postponed. “Currently, the energy 
ministry is considering different options 
concerning what to do with this asset,” 
he explains.

Not the best of times
Audickas says the authorities are 
relying on heavy participation by 
foreign investors in the privatisation 
campaign, and that the government 
intends to create the necessary 
conditions for competition to be as 
fierce as possible for these assets 
– something that was singularly 
lacking in previous rigged tenders. 
“In this way, we will be able to get fair 
prices for these assets in the current 
circumstances,” he says.

Audickas talks a good game, but it still 
remains unclear if there will be any com-
petition at all for the bulk of the names 
on the list, let alone a fierce fight. Given 
the current financial crisis and the mili-

Desperate to raise money, the 
Ukrainian government is deter-
mined to start a massive privati-

sation campaign before the end of this 
year. A total of 345 companies are on 
the list, including some of the state’s 
most attractive assets. But will there be 
any buyers? The economy is in melt-
down and there is war in the east of the 
country. The risk appetite of a potential 
purchaser will have to be very high or 
the price on the assets very low if the 
gavel is to fall on any deals at all.

Some buyers will certainly be tempted, 
as there are very attractive assets on the 
list that includes power plants, ports, 
coalmines, agricultural firms, and horse- 
and fish-breeding farms. The authorities 
are ready to sell 302 of the companies 
straight away, while the remaining 
43 will be sold after the parliament 
approves amendments to relevant Ukrai-
nian laws.

“The government is [too] focused on 
managing these enterprises and not 
on more important things like improv-
ing the [country's] business climate or 
creating necessary regulations – that is 
why we want to sell controlling stakes 
in these companies,” Adomas Audickas, 
a Lithuanian-born senior advisor to 
the Ministry of Economic Develop-
ment and Trade, who previously helped 
manage state property reforms in his 
country, tells bne IntelliNews.

Ukraine already has a petty good track 
record of privatising state property since 
the collapse of the Soviet Union in 1991. 
The trouble was that many assets ended 
up in the hands of the country's oli-
garchs, in particular the energy and steel 
industries, with the inevitable accom-
panying corruption scandals. Today, the 
Ukrainian state still owns more than 
1,800 active companies, many of which 
are operating at a loss: in 2014, state-run 
companies posted a combined net loss 
of UAH115.4bn ($5.26bn), according to 
official statistics.

“We want to conduct a very transparent 
privatisation [programme],” Audickas 
tells bne Intellinews in an exclusive inter-
view, adding that the country’s State 
Property Fund, the body responsible for 
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tary conflict in the Donbas region in the 
east, investors will likely offer lowball 
prices in what could end up becoming a 
fire sale of assets.

“It is not the best time [to privatise 
assets],” says Alexander Paraschiy of 
Kyiv-based Concorde Capital. “During 
wartime, interest from foreign investors 
is limited. An example is the Roshen 
group, controlled by [President Petro] 
Poroshenko. He promised to sell it 
a year ago, but wasn’t able to do so, 
because nobody offered a good price.”

Paraschiy also believes that the problem 
of the inefficiency of these state compa-
nies, the result of poor management and 
high corruption, could be resolved by 
passing these assets to private manage-
ment companies, but keeping owner-
ship with the state for the meantime. 
“Perhaps this could even be a foreign 
company with experience in asset man-
agement,” he suggests.

While the government argues that it 
has no spare resources to modernise 
these state-owned companies and 

improve their attractiveness before 
putting them on the block, Paraschiy 
points out that such arguments are 
at odds with the government's stated 
desire to strengthen its position in the 
oil and gas sector by merging assets 
under the management of the state. “It 
appears that in some aspects the state 
is an inefficient owner, but at the 
same time it could become an efficient 
one,” Paraschiy says.

Meanwhile, Eavex Capital’s Dzvinka 
says that the successful sale of state-
owned enterprises will only work under 
certain conditions. “The privatisation 
should be fair and transparent, while 
the winner should not necessarily be 
the bidder who offers the maximum 
price, but the bidder who provides a 
plan for the company’s reorganisation 
and development. Such a blueprint may 
include investment for modernisation 
and plans for output growth,” he 
underlines.

Dzvinka also believes that it would be 
wise to have independent (preferably 
Western) experts conduct regular 

monitoring of the fulfilment of the 
privatisation agreements. “In case of 
failure to meet obligations without 
grounded reasons, the enterprise can be 
re-privatised,” Dzvinka says.

No Russian money, please
The one pool of investors that the 
Ukrainian authorities are definitely  
not chasing are also some of the richest 
and most experienced in Ukraine: 
Russian investors. In April, President 
Poroshenko urged the leaders of the 
parliamentary coalition factions to 
“limit participation by beneficiaries  
of Russian origin”.

Russia is considered an aggressor state 
by Ukraine given its annexation of 
Crimea and support for the rebels in 
the east, and the Ukrainian govern-
ment has prepared a law that bans the 
participation of Russian capital in the 
privatisation process, Audickas explains. 
“If the law is approved by parliament, 
companies that represent the aggressor 
country will not be able to buy assets. 
We hope that the law will be passed 
soon,” he says.

Top-five 
Ukrainian  
state-owned 
companies to  
be privatised

 

Odesa Portside Plant (OPP)
• State shareholding: 99.57%
• Performance (2014):  

Revenue – $246mn  
Ebitda –  $6mn 
Net profit – $12.2mn

• OPP is a major chemical production 
company accounting for 17% 
of ammonium nitrate and 19% 
of urea production capacity in 
Ukraine. Privat Group, controlled by 
Ukrainian oligarch Igor Kolomisky, 
could be one of the main bidders for 
the asset.

 

Centrenergo
• State shareholding: 78.3%
• Performance (2014):  

Revenue – $343mn  
Ebitda – $14.1mn  
Net profit – $3.2mn

• Centrenergo is Ukraine’s second-
largest thermal power generator 
with a capacity of 7,600 MW.  
The company accounts for 7%  
of the total electricity production 
in Ukraine (18% of the total 
production by thermal power units).
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However, Paraschiy points out that 
imposing restrictions on participants 
from any particular country of origin 
is not a simple task. “It’s possible to 
register any holding in Europe today,” he 
says. “However, it is possible to limit the 
share of direct or indirect participation 
by a given state. For example, earlier 
there were limits on admission to the 
competitions, according to which the 
potential investor could not belong to 
any government by more than 25%.”

Another thorny issue is making good 
on the promises made by politicians 
to limit the involvement of Ukrainian 
oligarchs keen to expand their empires 
during privatisations. Poroshenko 
has launched a campaign to defang 
the oligarchs and already openly 
clashed with some of them, such 
as Ihor Kolomoisky and Dmitry Firtash. 
Allowing these industrialists to further 
concentrate more of the country’s best 
assets in their hands would certainly 
raise money quickly, but is unlikely 
to be healthy for Ukraine’s long-
term development. “This is a more 
complicated issue – it will be difficult to 

create a law that discriminates against 
local investors,” Audickas notes.

Paraschiy warns that the government’s 
intention to sell state-owned minority 
stakes in many energy distribution and 
generation companies would provide an 

opportunity for oligarchs “to concentrate 
the final stakes” in those companies 
already in their hands. “But probably this 
is the right thing to do, as these packages 
do not add anything for the state,” he says.

In general, Paraschiy believes that any 
plan to prevent certain local investors 
from participating in the privatisa-
tion process sound “very strange”. 
“Firstly, who will participate if there 
are no foreign investors? Secondly, it is 

unclear how exactly the oligarchs will be 
screened in the competition. It is not a 
Western practice. In any case, there is an 
Anti-Monopoly Committee, which, as in 
any other country, must give the green 
light for any transaction to be finalised. 
This body should examine all the pos-

sible risks of concentration and monopo-
lisation,” Paraschiy explains.

Ultimately, the need by the govern-
ment to raise a lot of cash quickly could 
trump all other considerations. With an 
economy in free fall, debt rising above 
100% of annual GDP, and recalcitrant 
creditors unwilling to write off some of 
that debt, a healthy dose of money from 
selling assets would be a huge help in 
stopping the rot.    

“If the law is approved by parliament,  
companies that represent the aggressor  
state will not be able to buy assets”

 
 
Yuzhny Commercial Seaport
• State shareholding: 100%
• Performance (2014):  

Revenue – $58.9mn 
Ebitda – $28mn  
Net profit – $17.4mn

• Yuzhny is the largest (by cargo 
turnover) and the deepest port in 
Ukraine. In 2014, the port handled 
about 33% of Ukraine’s total cargo 
turnover. In late 2013, System Capital 
Management (SCM), controlled by 
oligarch Rinat Akhmetov, expressed 
its desire to acquire the port.

 

Sumykhimprom
• State shareholding: 100% (in 

2013, the state tried to offer for 
privatisation its 92.75% stake;  
the process was not completed)

• Performance (9M2014):  
Ebitda – $0.86mn  
Net profit – $2.68mn

• Sumykhimprom is the core entity 
of Ukraine’s chemical industry, 
producing phosphate mineral 
fertilizers (80% of the country’s 
total production capacity).

Illichivsk Commercial Seaport
• State shareholding: 100%
• Performance (2014):  

Revenue – $34.9mn  
Ebitda – $12.7mn 
Net profit – $5.3mn

• The Illichivsk seaport is one of the 
largest ports in Ukraine, 19km 
to the southwest of Odesa. Given 
that the Sevastopol, Yevpatoria and 
Kerch ports in Crimea are no longer 
parts of Ukraine’s transport system 
due to Russia’s illegal annexation of 
the peninsula, a part of their cargo 
flows was redirected to Illichivsk.
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to EPFR Global, though they came back 
strongly in the first half of 2015, recover-
ing 22.1%.

Many US investors, in particular, pulled 
out of the Russian market, and turned 
bearish on the whole region, even if Cen-
tral Europe’s trade dependence on Russia 
is now low. In July, the Templeton Russia 
and East European Fund – founded by leg-
endary emerging markets investor Mark 
Mobius – said it would liquidate its assets, 
partly because of Russia's involvement in 
Ukraine and the threat of further sanc-
tions. “Russia-Ukraine was very unfavour-
able for the whole region,” says Margarete 
Strasser, senior fund manager of CEE 
fixed income for Pioneer Investments.

The latest severe bout of emerging 
market turbulence has capped 
what has been a very trying 12 

months for funds investing in Central 
and Eastern Europe/Commonwealth 
of Independent States (CEE/CIS), and 
could well snuff out early signs of a 
revival.

Renewed fears of imminent monetary 
tightening by the US Federal Reserve 
(which has pushed up the dollar), 
together with stagnating growth in 
China and the devaluation of the ren-
minbi, ricocheted through other emerg-
ing markets in August, several of which 
– notably Brazil – were already in deep 
crisis. Other currencies plunged – the 
JPMorgan Emerging Markets Currency 
Index fell to its lowest level since it was 
founded in 2000 – and commodities, 
bond markets and equities suffered, with 
the MSCI Emerging Markets Index fall-
ing to a four-year low.

Investment in CEE/CIS was already suf-
fering from the woes of its two biggest 
markets, Russia and Turkey. The current 
emerging markets turmoil has only mag-
nified concerns over Russia’s geopoliti-
cal isolation and its dependence on oil. 
Similarly for Turkey, the turbulence has 
revived concerns over its domestic politi-
cal instability and its external foreign 
exchange vulnerability.

Russia’s invasion of Ukraine followed by 
Western sanctions, together with falling 
oil prices and the depreciating ruble, 
had already depressed the Russian 
economy and assets. Funds investing in 
Russia had a disastrous second half of 
2014, falling 39.8% in value, according 

More turbulence ahead
Robert Anderson in Prague and Vienna

“We are approaching a bottom when Russia 
becomes quite interesting”
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Angelika Millendorfer, head of East 
Europe equities at Raiffeisen Capital 
Management, says that Ukraine has 
been a big issue for equity retail inves-
tors, leading to moderate outflows. “The 
last year has been very difficult for East 
European funds,” she says.

In the second half of 2014 there was 
a net outflow of $3.87bn from funds 
investing in Emerging Europe, according 
to EPFR Global. This slowed to a further 
net outflow of $1.21bn in the first half 
of this year. Equity funds have fared 
worst, losing $2.15bn in the second half 
of last year and $802mn in the first half 
of 2015; fixed income funds lost $719mn 
and $414mn respectively.

In this environment it is not surpris-
ing that the winners of the bne Intel-
liNews Fund Survey 2015 were those that 
did not invest in Russia. The winner of 

the equity fund category is the Danske 
Invest Eastern Europe Convergence ex 
Russia fund, with a return of 9.37% in 
the 12 months to the end of June. Its per-
formance compares with an overall fall 
of 25.7% in net asset value in the second 
half of 2014 for equity funds investing in 
Emerging Europe, followed by a rise of 
9.3% in the first half of this year. 

In the fixed-income category the winner, 
with a return of 3.37%, is the Conseq 
Invest New Europe Bond Fund, which 
focuses on local currency bonds from 
emerging EU members and candidate 
countries. According to EPFR Global, 
fixed-income funds investing in Emerg-
ing Europe were flat in the second half 
of last year (up 0.45%) and barely up in 
the first half of 2015 (up 1.8%).

Central strength
The success of the Danske Invest and 
Conseq funds reflects the fact that in a bad 
year, Central Europe’s performance has 
been decent. Eurozone quantitative easing 
has been supporting growth and keeping 

regional interest rates low, but not weak-
ening Central European currencies, which 
have remained resilient in the current 
turbulence. Bond yields are mostly still 
attractive compared to Western Europe, 
and do not share the risks of Russia or 
Turkey, particularly now that a Grexit has 
been averted – for the moment.

“Central Europe has better growth and 
the risk is still limited compared to 
other markets,” says Stefan Pregnolato, 
head of CEE portfolio management at 
Pioneer Investments. Strasser of Pioneer 
concurs: “Central Europe is the best 
positioned at the moment among global 
emerging markets.”

In terms of portfolio allocation, Erste Bank 
recommended in July moving back into 
equities, as bond yields rise on expecta-
tions that monetary easing is coming to 
an end. “We would argue that yields have 

started to rise for a good reason, with 
expectations on inflation and (finally) 
nominal growth behind the weaker bond 
prices. This matches our theme of CEE 
posting a strong economic recovery, even 
outperforming other emerging markets,” 
it said in its CEE Equity Strategy Report.

Among regional picks, Poland has long 
been the favourite, though Erste recom-
mends being underweight because of 
the strong risk of the populist Law and 
Justice Party winning the general elec-
tion in October.

Hungarian assets have been the star 
performer over the past 12 months, 
boosted by stronger-than-expected 
economic growth, as well as interest rate 
cuts. Pioneer says Hungary was the best 
performing local currency fixed-income 
market, registering a 3.8% increase in 
value in the year to the end of June. 
However, it is also seen as one of the 
most vulnerable in the region to a rise in 
US interest rates because of its external 
imbalances.

Rush in
Looking forward, one of the big issues 
for fund managers is when the cheap-
ness of Russian assets will outweigh the 
continuing risks of further geopolitical 
or economic bad news.

Fund managers have already started put-
ting a toe back into the water. According 
to EPFR Global, after a net outflow of 
$32mn in the second half of last year, 
there was a positive inflow of $331mn 
into all funds investing in Russia in the 
first half of 2015. In an interview con-
ducted just before the recent turbulence, 
Millendorfer of Raiffeisen says: “We 
are approaching a bottom when Russia 
becomes quite interesting.”

Strasser of Pioneer is one of those bold 
fund managers. “We are starting to 
step in again” with a neutral weight-
ing on Russia, and that hard currency 
bonds in particular are becoming “very 
attractive”. However, she cautioned that 
“finding the bottom is very difficult” – a 
judgement the recent turbulence will 
only have confirmed.

The second big question is how serious 
the impact of the eventual rise in US 
interest rates will be. The hike will 
make US assets more attractive and 
could hurt emerging market companies 
that have borrowed in dollars. A report 
by the Institute of International Finance 
in May said that aggressive action 
by the Fed would be “the worst of all 
worlds” for emerging market capital 
flows, bringing higher global interest 
rates, less favourable financing condi-
tions and mediocre growth in mature 
economies.

Millendorfer of Raiffeisen is sanguine. 
“This issue has been with us for two 
years,” she says. “This has already had 
a big negative effect, so a lot of this has 
already been seen. When it finally comes it 
will not have been a surprise for anyone.”

However, Heinz Bednar, chief execu-
tive of Erste Asset Management, says it 
remains a worry, even in Central Europe. 
“This is our big challenge today,” he 
says. “This is one of the reasons why we 
try to increase the equity part of our cli-
ent portfolios.”  

“Central Europe is the best positioned at the 
moment among global emerging markets”
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Fund manager Name of fund Return 1 year (to June 30) Total expense ratio/Ongoing charges

ELANA Fund Management ELANA High Yield Fund minus 0.29% 4,14%

US Global Investors Emerging Europe Fund minus 25.09% 2,29%

Raiffeisen Capital Management Raiffeisen-EasternEuropean-Equities minus 13.27% 2,24%

Erste Asset Management ESPA STOCK EUROPE-EMERGING minus 13.49% 2,03%

Trigon Capital Trigon New Europe Fund minus 2.8% 1,5%

Union Investment Central and East Europe equities 8,85% n/p

Metropole Gestion Metropole Frontiere Europe 5,81% n/p

Barings Baring Eastern Europe minus 28.5% 2,12%

SEB Eastern Europe Small Cap Fund minus 2.4% 2,11%

Avaron Avaron Emerging Europe Fund 4,1% 0.28% (excluding management and 
performance fees)

Swedbank Swedbank Russian Equity Fund minus 9.9% n/p

Swedbank Swedbank Eastern Europe Equity Fund 2,1% n/p

Citadele Eastern European Select Equity Fund minus 5.4% n/p

Citadele Russian Equity Fund minus 32.37 n/p

Citadele Baltic Sea Equity Fund 2,23% n/p

Deutsche Asset & Wealth Management DWS Russia minus 11.9% 2%

Deutsche Asset & Wealth Management DWS Osteuropa minus 19.2% 1,70%

Conseq Investment Management - 
Martin Pavlík, Jan Vedral

Conseq Invest Equity Fund 4.22% 1,70%

Franklin Templeton Investments Templeton Eastern Europe Fund minus 10.88% 2,59%

JPMorgan Funds Eastern Europe Equity Fund minus 11.6% 1,5%

Swedbank Eastern Europe Equity Fund 2,1% n/p

Generali Generali IS Central and Eastern European Equities 3,04% 2,04%

Aberdeen Asset Management Aberdeen Eastern European Equity Fund minus 13.27% 1,96%

Natixis Natixis Emerging Europe Fund minus 29.41% 1,2%

Danske Invest Eastern Europe Convergence Fund 9,37% 1,95%

Pioneer Investments Pioneer Funds Austria - Eastern Europe Stock minus 9.8% 2.33% (as per May 2014)

Pioneer Investments Pioneer Funds Austria - Russia Stock minus 11.5% 2.36% (as per Oct 2014)

Pioneer Investments Pioneer Funds - Emerging Europe  
& Mediterranean Equity

minus 7.5% 2.18% (as per Dec 2014)

Fund manager Name of fund Return 1 year (to June 30) Total expense ratio/Ongoing charges

ELANA Fund Management ELANA Cash Fund 2,45% 1,06%

Raiffeisen Capital Management Raiffeisen-EasternEuropean-Bonds 0,03% n.p.

Erste Asset Management ESPA BOND DANUBIA 1,55% 0,8%

Citadele Eastern European Bond Fund - EUR minus 1.26% n/p

Citadele CBL Eastern European Bond Fund - USD minus 2.61% n/p

Conseq Investment Management Conseq Invest New Europe Bond Fund 3,37% 1,57%

Aberdeen Asset Management Aberdeen Global II - Emerging Europe Bond Fund minus 6.78% 1,72%

Generali Generali CEE Emerging Europe Bond Fund minus 0.49% n/p

Finasta Finasta Emerging Europe Bond Subfund 1,6% n/p

Pioneer Investments Pioneer Funds Austria - Central and Eastern 
Europe Bond

minus 0.67% 1.19% (as per Feb 2015)

Pioneer Investments Pioneer Funds Austria - Bond Opportunities 6/2019 1,4% 0.84% (as per June 2015)

Equity

Bonds
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And the winners are…

With a return of 9.37% during the year period of our survey, the winner of the equity 
fund category is the Danske Invest Eastern Europe Convergence ex Russia fund. 
The fund mainly invests in equities in companies based in or with major activities in 
Eastern Europe excluding Russia, with some of its largest holdings as of May being 
in Polish banks PKO Bank Polski and Bank Pekao and Hungary’s OTP Bank, with 
respective weights of 5.7%, 5.3% and 3.3%. The fund has posted an average annual 
return over the last five years of 5.19%, with the return year to date of 15.5%, beating 
the benchmark of 10.5%. 

The winner of the fixed-income category with a return of 3.37% over the year period 
is the Conseq Invest New Europe Bond Fund. The fund focuses on fixed-income 
investments in Emerging European countries, which are either the new entrants into 
the EU or countries with prospects of future entry into the EU. 

“We use the top-down, multi-strategy approach for the management of the fund. 
The key is strategic local currency allocation. We regularly assess the investment 
potential of local fixed-income markets and currencies in ‘New Europe’ countries. 
We consider the complex picture of respective markets, but amongst the decisive 
factors taken into account are the level of real yields, expected inflation development, 
monetary and fiscal policies, balance of payments structure and trajectory. Local 
currency view is then an important assessment input, as we mostly aim to hold the 
local currency positions unhedged or partly hedged,” says Ondrej Matuska, Senior 
Portfolio Manager at Conseq Investment Management.

As per the asset allocation, the fund focused on CE4 and some Eastern Europe 
markets. In terms of currency allocation, the largest position was held in Polish 
zloty bonds (35% of the fund), followed by Turkish, Hungarian and Romanian 
government bonds (10-20% each). At the beginning of 2015, the fund decided to build 
an important exposure (10-15%) in illiquid but high-yielding and promising Serbian 
government bonds. Throughout the first seven months of 2015, the fund managed 
a positive performance (+2.0%), with a strong first quarter, and the second quarter 
delivering even better results. 

“In the remainder of 2015, we see good prospects for Polish or Romanian bonds, 
bearing in mind quite steep local yield curves and tame inflation prospects. We also 
stick to the Serbian exposure, as we are convinced the yield convergence toward 
EUR curve will continue on the back of improved fundamentals and achievements in 
the local economy’s restructuring (thus resulting in further declining risk premia). 
We also expect Turkish yields to peak soon, first the clarity on the political scene 
(early elections), monetary tightening and some geopolitical setback are needed to 
prop up local bonds and currency. Last but not least, we intend to continue adding 
selected non-government bonds by regional issuers offering attractive yield pick-up 
within good corporate prospects,” says Matuska.

bne 
IntelliNews
Best Fixed-

Income Fund 
2015

bne 
IntelliNews
Best Equity  
Fund 2015

Danske Invest Eastern Europe 
Convergence

Conseq Invest New Europe  
Bond Fund
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With a return of 3.75% during the period of the survey, the balanced fund award goes 
to one of the first funds in Bulgaria founded in “the years of glamour for the Bulgarian 
capital market”, the ELANA Balanced EUR Fund.

The fund’s strategy is to balance income from debt instruments with growth from the 
riskier half of the portfolio and look for opportunities mainly in Bulgaria, as well as 
throughout Europe. 

Ivaylo Penev, Head of Asset Management and member of the Board of ELANA Fund 
Management, says the last couple of years have provided the best and the worst 
in terms of investments. He notes that last summer Bulgaria was hit by a banking 
crisis, which caused the country’s foreign debt, one of the lowest in Europe as 
percentage of GDP, to jump, prompting one of the major rating agencies to lower its 
rating to junk status. Neighbouring Balkan states were also in trouble, with Greece 
on the brink of default and Eurozone exit and Croatia in six years of recession. The 
conflict in Ukraine and the scandals in Turkey proved another headwind for the CEE 
region and sanctions imposed to Russia by EU are having marked effect on the CEE 
countries that historically have economic links with Russia. 

“In such an environment we managed to balance well between single investment picks 
and chasing macro themes as the narrowing in spreads before the actual start of ECB’s 
QE program and supply-demand issues in certain industries. Looking forward, it seems 
that some areas of CEE are improving, with Romania leading the way. It will not be 
an easy ride, but positive impact from reforms and policies will make CEE region the 
growth leader in Europe. A major concern for investors is the effect of the expected rate 
hikes by the Fed and perhaps a stronger dollar. This may pose problems for emerging 
economies, but CEE countries have low levels of dollar-denominated debt. I believe that 
we will have excellent investment opportunities in CEE looking forward,” says Penev. 

An exceptional performance of over 10% in the survey period made the winner of the 
real estate category the East Capital Baltic Property Fund II. East Capital says the 
performance “was a result of the profit generated through acquiring the Tänassilma 
Logistics Centre in Tallinn and letting out newly acquired logistics centres to leading 
grocery chains in Riga and Estonia, all of which provide a stable and positive income 
flow and strong equity returns.”

“From the period of July 2014 – June 2015, the fund NAV increased by 10.04%. The 
increase can be attributed to the profit generated from fully occupied Tänassilma 
Logistics, Deglava Prisma and Rimi Logistics, as well as income added by Metro 
Plaza office building acquired in October 2014,” East Capital says.

The fund was launched in May 2012, with the aim of investing in commercial 
properties in the Baltic region, primarily in shopping centres and retail, as well as 
office and logistics properties. The fund focuses on prime locations in and around 
the cities of Tallinn, Riga and Vilnius and acquires properties with well-established 
tenants, sustainable rental terms and stable income. Through subsequent 
improvements in tenant mix, refurbishment, extension or redevelopment, the fund 
aims to increase the value of these properties. 

During the fund survey period, the fund made several acquisitions. At the end of August 
2014, the Fund acquired Rimi Eesti Food’s logistics centre and headquarters near 
Tallinn in a sale-and leaseback deal where Rimi Eesti Food will remain a long-term 
lessee of the property. Rimi, part of ICA group, is one of the leading grocery chains 
in Estonia. Then in October 2014, the fund acquired Metro Plaza A class office in the 
heart of Tallinn CBD, a landmark office building with excellent location and visibility. 
The office areas in the building are fully occupied. Revenues from the property can be 
enhanced by redeveloping and enlarging retail areas in the ground and first floor.

bne 
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of the system in Hungary right now is 
the lack of nurses and doctors,” says Dr 
Denes, a general surgeon who, some-
what ironically, graduated in his native 
Romania before emigrating to Hungary.

The fundamental reason for the exodus 
– which Denes estimates equates 
to an average loss of 1,000, often 
younger, doctors annually over recent 
years – is the appallingly low salaries, 
along with poor working conditions 
in the Hungarian public healthcare 
sector. “The average monthly take-
home pay for a doctor [of ten years 
experience] is around HUF150,000 
(€500),” he says. “In 2011, we have 
conducted a survey doctors working 
abroad, asking why they left and why 
they have not returned. The first answer 
was always low salaries, and the second 
the working environment.”

completed a gruelling, 16-week inten-
sive Swedish language course, Dr Gabor, 
along with his wife and two children, 
began a new life in Scandinavia. Despite 
some aspects of the deal turning out a 
little less rosy “than it read in the bro-
chure”, he has “no regrets whatsoever” 
with the move, he says.

A personal success, no doubt: but Dr 
Gabor's emigration is part of a wider 
trend in Hungary with potential social, 
economic and political implications.

Exodus
Certainly for Tamas Denes, president of 
the Hungarian Residents Association, a 
grouping of doctors seeking reform in 
the healthcare sector, it is a story heard 
all too often. “There has been an exodus 
of healthcare staff into Western Europe 
and even the USA. The biggest problem 

Hungary increasingly finds the doctor 
is not in the house
Kester Eddy in Budapest

When, in the spring of 2012, 
news came through that the 
department in the Budapest 

hospital where he worked was to close, 
Dr Gabor was forced into a decision. “I 
was a relatively young specialist. I had 
two options: either to go back and 
start again from zero, working my way 
up – or I go abroad. The latter had been 
a possibility, in the back of my mind, for 
some time,” he tells bne IntelliNews.

Attracted by promises of good condi-
tions and a salary several multiples that 
of anything legally available in Hungary, 
Dr Gabor – he declines to reveal his sur-
name – sent off his curriculum vitae for 
a job in Sweden. “It was a case of now or 
never,” he says.

Nine months later, having negotiated 
several interviews and successfully 
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If anything, the situation for nurses is 
even worse, with an average monthly 
take-home check of around €400, 
according to Laszlo Kiss, president of the 
Independent Healthcare Union. “They 
have to raise salaries, nurses are leaving. 
The sector is missing about 24,000-
26,000 staff, around one-third of its full 

complement. The depleted staff are ter-
ribly overworked,” Kiss, a veteran of 38 
years in the sector, tells bne IntelliNews.

The result of the staff shortages is long 
waiting lists for operations, otherwise 
dedicated healthcare staff frustrated 
and dispirited, and, ultimately, a 
genuine risk to the lives of patients, 
says Dr Denes. “Nurses are the front 
line of medical care, but often there 
are not enough on duty, especially at 
night. If they don't call me, I shan't see 
the patient. But patients often don't 
understand, they don't feel any danger. 
They see someone [a medical worker], 
but often these are not properly trained 
specialists [needed for that patient's 
conditions],” he says.

Given the often desperate state of 
affairs, it is little wonder that illicit pay-
ments in the form of so-called 'gratitude 
money' continue to be widespread, 
further complicating healthcare issues 
– making some in the service consider-
able sums and creating vested interests 
opposed to reform. “Politicians tell 
us: The doctors? I play tennis every 
weekend with a doctor, and he is a 
millionaire! This is what they see. This 
is the level [of doctor] they meet,” says 
Denes, who admits that, given such 
encounters, it is little wonder politicians 
are reluctant to further fund healthcare 
spending.

Improving pay
Asked to comment on the sector for this 
article, the Ministry of Human Resourc-
es, which now oversees the health 

"There has been an exodus of healthcare staff 
into Western Europe and even the USA"

And despite the government measures 
– real or symbolic – healthcare workers 
appear increasingly frustrated, holding 
a number of public protests this year, 
including two, ironically, on their very 
own July 1 public holiday.

Could the issue further damage the 
Fidesz government's already weakened 
public support? So far, the evidence is 
against that. Dr Denes, for example, 
was aghast that after declaring at a 
press conference that patients' lives are 
endangered due to the lack of properly 
qualified staff, the public reaction was 
inconsequential. “There is something 
wrong when people protest on the 
streets against an internet tax, but then 
do nothing on this [healthcare news],” 
he says.

But Peter Kreko, an analyst with Political 
Capital, a Budapest-based think tank, 
thinks differently. “In a country where 
there are practically 3mn pensioners 
and we have healthcare indicators which 
are not very good, then these pensioners 
are highly exposed to the sector and its 
problems,” Kreko tells bne IntelliNews.

As an example of the implications, he 
points to the Tapolca by-election, won 
by Jobbik, on Hungary's radical right, 

last spring, where a major issue in the 
campaign was the proposed closure 
of the local hospital, which the Jobbik 
candidate skillfully exploited.

With the summer vacation period in full 
swing, and the evening news domi-
nated by stories of illegal migration, the 
troubles in the health sector have largely 
gravitated to the back-burner. But Kreko 
insists they will not go away. “The gov-
ernment is trying to dampen the flames, 
but more and more flames are popping 
up,” he says, “I think it's increasingly a 
political problem.”  

sector, responded with a detailed, if 
somewhat bewildering, list of measures 
it says have been, or will be implement-
ed to address the challenges.

These vary from the largely symbolic 
– such as declaring July 1 a holiday for 
health workers – to the more substan-

tial, such as salary increases imple-
mented in 2012 and 2013 that lifted 
the monthly payments for those with 
university degrees by some HUF41,000 
(€140), with more promised for 2016.

The ministry also emphasised a pack-
age of 'scholarships' payments, varying 
between €330-650 per month, designed 
to boost incomes for healthcare gradu-
ates and discourage any thoughts of 
immediate emigration.

The government “treats the situation of 
health care workers as a special prior-
ity,” and, aware of their “generous con-

tribution to society”, has made “every 
possible effort in the past 5 years, in the 
light of the country’s economic perfor-
mance, to improve their situation,” the 
ministry said.

Nevertheless, it admits that despite the 
improved pay conditions the average 
pre-tax earnings of healthcare pro-
fessionals (ie. those with university 
degrees), including bonuses, is only 90% 
of the national average (some €740, pre-
tax). The average earnings of others in 
the sector amount to 78% of the national 
average.

"Politicians tell us: The doctors? I play tennis 
every weekend with a doctor, and he is a 
millionaire!"
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biggest exporter in the world we’ve got 
our backs against the wall and we don’t 
know what to do with our apples,” Czar-
necki tells bne IntelliNews.

At first many Polish apple growers, who 
were unable to store their apples, pan-
icked and sold their crops to whomever 
they could at below production cost 
prices, because buyers abroad knew 
they were desperate to see some form of 
return. Czarnecki says he lost about 50% 
of his income.

The Polish government stepped in and 
began to compensate farmers for their 
losses and Czarnecki received PLN800 
per hectare. The government also 
bought about 15% of the apple crop 
normally exported to Russia from farm-
ers and gave the apples away to charity 
under an EU scheme.

Polish farmers seek new 
markets
Adam Easton in Warsaw

Krzysztof Czarnecki’s family has 
been growing apples near Grojec 
about an hour’s drive south of 

Warsaw in a region that is now Europe’s 
largest orchard for four generations.

Many of the ripening fruit on his trees 
are Idared apples, a variety grown 
specifically for the Russian market. As 
Russian demand for his apples grew, 
Czarnecki’s family business expanded its 
orchards from 10 to 60 hectares and they 
now produce 1,000 tonnes a season, 
most of which were sold to Russia.

Demand for Polish apples was so great, 
especially from Russia, that in 2014 the 
country was the world’s biggest apple 
exporter. About 55% of all Polish apple 
exports were sold to Russia – until a 
year ago, when Vladimir Putin slapped 
a ban on EU meat, dairy, and fruit and 
vegetables, in retaliation for Western 
sanctions over its aggression in Ukraine.

“It’s had a very important effect on 
Polish food growers. If you lose your 
biggest customer, then the impact must 
be very negative. Now, from being the 

According to the Ministry of Agricul-
ture, Polish apples and other fruit made 
up the bulk of Polish exports to Rus-
sia, which was worth about €100mn 
a month in 2013. After the ban was 
imposed the value of Polish food exports 
to Russia fell to about €40mn a month 
and this year it has dropped to €30mn a 
month.

But by spring of this year apple prices 
rebounded and there was not enough in 
storage to meet demand. So where did 
the apples go?

Fruit smuggling
According to Marcin Hermanowicz, an 
apple grower who owns a large modern 
fruit-packing warehouse in the region, 
many Polish fruit growers still sold their 
products to Russia via other routes. 
“There were a lot of apples from Poland 
sent to Belarus, to Serbia, to countries 
that had no embargo, and everybody 
knows that those apples were not for the 
customers there but they were re-export-
ed to Russia, so this is how it was going 
on,” he says.

Middle men in Serbia and Belarus 
charged about €500 per lorry to change 
the paperwork in order for the Polish 
apples to be resold to Russia. “Everybody 
knew about it. During his New Year’s 
speech, Mr Putin said he was completely 
aware that there are Polish apples and 
cabbage on the Russian market. The big 
losers of this ban were the Polish grow-
ers who were paid less for their apples, 
but also the Russian customers who 
needed to pay more for the fruit than 
they were buying in Russia,” Hermano-
wicz says.

Hermanowicz redirected most of his 
trade away from Russia to Western 
Europe after Poland joined the EU in 
2004, but he says the Russian embargo 
still cut his income by 25% last year 
because buyers in all markets used the 
ban to drive down prices.

"A good thing about the embargo is that not only 
our company but other companies in Poland 
started to look for the new markets"
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The embargo has encouraged Polish 
apple farmers to seek new, less risky 
markets. “A good thing about the 
embargo is that not only our company 
but other companies in Poland started to 
look for the new markets, and they are 
not looking at Russia so much as before 
because of the political factor and I think 
those markets are there in Africa and 
Asia,” Hermanowicz says.

“It’s just not possible to get the markets 
in one year, we need new varieties, we 
need sanitary agreements between the 
Polish government and governments in 
other countries to start trading. In the 
long term probably it will have a positive 
result, but it’s not like we will have it 
tomorrow,” he adds.

Zofia Krzyzanowska, counsellor general 
at the Polish Ministry of Agriculture, 
tells bne IntelliNews that the govern-
ment has been working to open up new 
markets for Polish food. Thanks to new 
intergovernmental agreements, Polish 
farmers can now sell beef to Japan and 
Ukraine and apples to Canada.

The Russian ban has been painful for 
some, especially Polish apple growers, 
but its impact has not been as big as at 
first feared, because of a combination 
of Polish state and EU funds, and the 
resourcefulness of the farmers them-
selves to either seek new markets or find 
ways to get around the embargo.

According to a BGZ BNP bank report, 
the value of Polish food exports in 2014 
increased by 4.5% to €21.3bn despite the 
Russian ban as growing exports to France 
and Belgium, as well as rising apple sales 
to Serbia and Belarus, offset the 30% fall 
in sales to Russia. The UK and Germany 
account for about 80% of Polish food 
exports, while the third biggest market, 
Russia, accounts for just 4%.

BGZ BNP estimates that Polish food 
exports will rise 8% this year thanks to 
rising prices. And Krzyzanowska says 
Polish apple farmers are in a better posi-
tion this year. “Thanks to their experi-
ence last year producers can decide to 
wait for a better price for their apples or 
just export to Serbia if they have those 
channels,” she says.  

Henry Kirby in London

Poland’s opposition Law and Justice (PiS) party has registered its 
biggest lead to date over the incumbent Civic Platform (PO) party in the 
run-up to the October parliamentary elections, according to the latest 
opinion polls.

Poland’s ruling party appears to be on course for a heavy electoral 
defeat at the hands of the Eurosceptic PiS, with the right-wing party’s 
lead growing to over 25 percentage points (pp) after the latest round of 
polling, published on August 23.

Despite steering the country through eight years of uninterrupted 
growth, which has seen Poland’s economy expand nearly 28% 
(Germany’s grew by 12.1% over the same period), many Poles appear 
to be seeking an alternative to PO’s regime of fiscal conservatism, with 
the PiS promising populist measures like a lower retirement age and an 
increase in state benefits.

The swing in public opinion away from the ruling PO party follows 
the shock victory in May’s presidential election of PiS’ Andrzej Duda, 
who ousted the PO incumbent Bronislaw Komorowski.

PiS’ proposed fiscal liberalism and Eurosceptic rhetoric already appears 
to be spooking investors months before the October 25 election. Since 
polling began in May, the Warsaw Stock Exchange’s WIG index has fallen 
by over 6%.

Polish opposition pulls away in election poll

The Law and Justice party pulls away from Civic Platform in polls
Voting intention, percentage. 
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Lithuania seeks to steady 
political gas ship
Tim Gosling in Prague

Lithuania pulled down the curtain 
on several years of bitter feuding 
with Gazprom on an emotional 

day in December when it launched 
its new terminal to receive liquefied 
natural gas (LNG) – the first alternative 
to Russian gas in the Baltic region. 
However, that only put the fight onto 
a new footing: Vilnius is now pushing 
to turn the politically led project into 
a viable economic venture; Moscow is 
looking to exploit any weakness.

20th century events bequeathed the 
Baltic states of Estonia, Latvia and 
Lithuania an isolated post in the EU, 
with infrastructure links heading east 
only. Its status as an “energy island” in 
the EU left the Baltic region entirely 
dependent on Russian gas, with Gaz-
prom controlling the supply and the 
pipelines in all three states. Playing 
the role of pioneer, Lithuania took on 
its giant neighbour in 2012, wrestling 
the gas grid out of Moscow's grip in a 
vicious fight.

That opened the way for the arrival in 
the port of Klaipeda late last year of 
the Independence – a floating LNG 
terminal with a capacity of 4bn cubic 
metre (cm), leased at a reported cost of 
€52mn per year from Norway's Hoegh. 

However, the terminal, known in the 
trade as a floating storage & regasifica-
tion unit (FSRU), was a politically-led 
project, Mantas Bartuska, CEO of state-
owned operator Klaipeda Nafta, admits 
to bne IntelliNews. “The LNG terminal is 
a game-changer in the Baltic region that 
was purely driven by security supply 
considerations,” he admits.

The higher costs of LNG make it tough to 
compete with gas that's sent down pipe-
lines; the gas needs to be turned into a 

liquid, transported by ship or rail, and 
then turned into gas again at the other 
end. But Brussels' Energy Union strategy 
“makes it clear that the EU will explore 
the option of LNG despite the price 
constraints,” notes Tatiana Romanova of 
St Petersburg State University in a recent 
research paper, because LNG offers sup-
ply flexibility and, especially for the iso-
lated Baltic markets, a link to global gas 
prices. Gazprom is currently fighting a 
European Commission lawsuit over what 
Brussels claims are the Russian state 
company’s anti-competitive contract 
terms that limit cross-border trading 
between states and the indexation of gas 
prices to oil. Until the arrival of the Inde-
pendence, Russia supplied 100% of the 
Baltic region's gas.

But Vilnius needs to reduce the 
losses being incurred by the Indepen-
dence quickly. The strain on the small 
country's budget, major companies and 
population expose Lithuania to Russian 
mischief.

Paid off
By ending Russia's dominance of its gas 
market Lithuania is already being com-
pensated somewhat for the higher cost 
of LNG, argue some analysts. In 2013 the 
country was paying the highest price in 
the EU for Russian gas, $500-plus per 
1,000 cm according to many estimates; 
six months ahead of the launch of 
the Independence, Gazprom agreed to a 
cut of up to 23% on the current con-

tract, which runs out at the end of 2015, 
notes independent Baltic energy analyst 
Andres Mae.

The LNG alternative has also given Vilni-
us leverage in talks on a new gas supply 
deal. “The LNG platform has operating 
costs of €60mn-70mn per year,' Bartuska 
notes. “The Gazprom discount is worth 
€200mn, so the project has already paid 
off handsomely.” However, efforts are 
now underway to “optimize” the costs, 
he adds.

"The project has already paid off handsomely"
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Vilnius has asked the Norwegians to 
allow it to buy the terminal earlier than 
the 2025 date stipulated in the lease, but 
Hoegh refused, according to reports in 
early August. Lithuanian Prime Minister 
Algirdas Butkevicius has claimed a pur-
chase would help save around €70mn 
over the 30 years that Lithuania expects 
to be operating the facility.

Meanwhile, Klaipeda Nafta plans to take 
advantage of the low borrowing costs 
across Europe. Local media reports the 
company is preparing to take on a long-

term loan of €300mn, with a final deci-
sion to be made in the autumn. “Quan-
titative easing is very much driving that 
effort,” Bartuska says. “As a state-owned 
company, we would expect any loans to 
be well priced. Bonds are also an alter-
native.” Energy Minister Rokas Masiulis 
claims the move could cut the LNG 
platform's costs by up to 25%.

However, Lithuania needs to do more, 
as Butkevicius has made plain. “Now the 
LNG facility's costs are fully included 
in a natural gas supply security charge, 
which is added to the price of natu-
ral gas,” the PM explained in August. 
“Our assessments show – and it's very 
important given the decrease in natural 
gas consumption both in Lithuania and 
the Baltic countries – that the share of 
infrastructure costs may increase.”

Vulnerable
The PM's comment on consumption 
levels is key. The Independence needs to 
sell more gas if it wants to trim its losses. 
A lot more.

The 4bn cm annual capacity of the 
terminal – equivalent to around 80% 
of Baltic demand – is anything but 
stretched. Norway's Statoil is contracted 
to deliver 0.54bn cm per year to 2020, 
but Vilnius is already reportedly seeking 
“flexibility” on the deal. While Lithu-

anian gas supplier LitGas has signed 
seven non-binding supply agreements 
with other LNG producers, new supplies 
are unlikely to be arriving in the near 
term, unless the company can whip up 
more customers.

Gazprom is more than aware of the 
challenge for the Independence, and 
the pressures it creates on Vilnius. On 
top of a 5% security supplement on gas 
prices, Lithuania's major consumers are 
very unhappy the government is forcing 
them to support the terminal via special 

installation and exploitation fees. 
Chemicals company Achema has refused 
to pay and is in the midst of a legal fight 
over unpaid fees reportedly close to 
€100mn. Achema claims the charge is a 
threat to its financial health. And recent 
reports that Russian peer Eurochem 
was sniffing around Achema – which 
accounts for around half of Lithuania's 
annual gas consumption – drew a quick 
and sharp response from the very top. 
Lithuanian President Dalia Grybauskaite 
pledged in late July that the government 
would block any such deal.

Whether a genuine approach, Lithua-
nian paranoia, or a simply a typical piece 
of Russian mischief, the issue illustrates 
the vulnerabilities that will persist whilst 
the Independence fails to pay its own 
way. “It's very important to utilize the 
LNG terminal's capacity,” notes Bartus-
ka. “We want the LNG supplement paid 
by companies to be as low as possible.”

The wider Lithuanian population will 
feel the pain late next year, which of 
course will do little for government sup-
port. Gazprom is currently paying com-
pensation for overcharging Lithuania for 
gas in past years. A chunk of that cash is 
currently being used to cap household 
bills, but it will run out in autumn 2016.

However, Gazprom's trump card is next 
door.

Even smaller
Efforts to raise revenues of the Indepen-
dence are being stepped up. Klaipeda 
Nafta announced in recent weeks that 
it will invest in an onshore distribution 
station from where it can load gas onto 
trucks to supply consumers not con-
nected to the country's pipeline network. 
And in July it signed a memorandum of 
understanding with Norway’s Statoil to 
set up a maritime operation to ship gas 
around the region, with similar targets 
– particularly in the Nordic countries – 
in mind. “There are several small-scale 
LNG terminals planned,” says Bartuska. 

"Latvia’s politicians and decision-makers gave  
in to the interests of Gazprom"
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“Our terminal is perfectly situated as 
a hub to build that market.” However, 
there's competition there; Finland's 
Gasum told bne IntelliNews last year 
that it's working on a similar strategy.

Klaipeda Nafta is also eyeing oppor-
tunities further afield. It hopes that 
the planned GIPL pipeline linking it to 
Poland will open the way for it to supply 
customers on a wider European scale 
when it opens in 2019. It is also pushing 
a – rather unlikely – bid to sell gas to 
Ukraine by sending it through Belarus. 
While Bartuska admits the going is 
tough, he says the company hopes to 
“weave its way through” the politics.

However, the key for any Baltic LNG proj-
ect is the development of a liberalised 
regional gas market. At around 5bn cm, 
total annual demand in the three Baltic 
states could keep the Independence run-
ning at full capacity. While that is not the 
vision, points out Bartuska, Lithuania has 
no choice but to push to make inroads 
into its neighbouring markets.

However, while Lithuania managed 
to sell around 60mn cm to Estonian 
customers in the first four months of the 
year, its reach is constrained by Latvia. 
The region's second largest consumer 
at around 1.3bn cm per year, Latvia sits 
in the middle of the three and, most 
crucially, hosts the region's strategic gas 
storage facility Inculkans.

Yet national utility Latvijas Gaze is con-
trolled by Gazprom. Unsurprisingly, it's 
not keen to play ball. Under a privatisation 
agreement, the company controls all sup-
ply and pipelines in the country to 2017, 
and it has stated categorically it will not 
buy any gas from Lithuania. “The Baltic 
market is very small,” Bartuska laments. 
“Without Latvia, it becomes even smaller.”

While Latvijas Gaze has allowed small 
volumes through to Estonia, its control 
in Latvia is a clear obstacle to the cre-
ation of any regional market. Bartuska 
prefers to focus on the small steps. 
Although Latvia made it “difficult” to 
open the trade, “the first gas transfers to 
Estonia were important,” he insists. “It 
was the first step towards a liquid mar-
ket, and proved the case to gas traders.”

Stronghold
However, as energy analyst Reinis 
Albotins points out: “If market partici-
pants cannot access [the storage facil-
ity], then there is no effective market in 
the Baltic states.”

That, in turn, makes Gazprom's control 
of Latvijas Gaze key. Yet unlike Lithuania 
and Estonia, which pushed the Russian 
giant out of their pipelines using the leg-
islation in the EU's Third Energy Package 
over the past couple of years, Latvia 
has put up little fight. Riga's energy 
legislation states the gas industry must 
be unbundled by April 2017, but there's 
little confidence that will happen.

The country's “politicians and decision-
makers [gave] in to the interests of 
Gazprom,” when they voted last year 
to delay the move by three years, notes 
Albotins. “The gas lobby is very strong 
and confident. It's quite sure it can 
achieve any decision it needs.”

That leaves Lithuania's efforts to increase 
energy security vulnerable to Russian 
lobbying next door in Latvia, where 
Gazprom has its regional headquarters. 
It may be that in bowing out of the fight 
in Lithuania and Estonia, the Russian 
state-controlled giant realised it stood 
a better chance of scuppering efforts to 
drive Baltic energy independence from a 
stronghold in the midst of the region.

Lithuania's Independence could be fac-
ing a struggle to boost its activity then. 
Just 15% of the terminal's capacity is 
currently being used, and a significant 
rise in that is unlikely in the immedi-
ate future, with “market conditions 
unclear”, Bartuska admits. LitGas has 
booked the same capacity for 2016, he 
notes.

While in economic terms Gazprom is 
unlikely to worry too much about los-
ing such a small market as the Baltics, 
the leverage that its dominance hands 
Moscow has only taken on new signifi-
cance over the last couple of years as 
the standoff with the West over Ukraine 
has deepened. Until Latvia frees up its 
pipelines and storage facility, Albotins 
believes, “gas remains the dividing fac-
tor among the Baltic states”. 

A smoker’s paradise

Central and Eastern European countries are among 
the few that still allow smoking in their bars and 
restaurants. These relaxed smoking laws, along 
with the renowned cheap beer, make places such 
as the Czech Republic a haven for the smokers of 
Europe. And a new study by accountancy firm KPMG 
will give these smokers even more to cheer about, 
as it reveals that cigarettes in this part of the world 
are the cheapest in all of Europe.

Based on 2014 data, KPMG says the average price 
for a pack of ciggies in the Czech Republic was 
CZK75 (€2.78). This beats the equivalent price 
of CZK81 in neighbouring Slovakia and Estonia. 
Only two EU countries managed to beat the Czech 
Republic with cheaper cigarette prices, Bulgaria 
and Lithuania, where the average price was CZK66. 
The most expensive cigarettes in Europe are found 
in Norway, where a pack sold for an average of 
CZK349.

The reasons for such cheap prices can be attributed 
to the comparatively low levels of excise tax in 
the region: every 1,000 cigarettes sold in the 
Czech Republic generates about €86 in tax and in 
Slovakia €91. Compare this with Germany at €155 
of tax generated for every 1,000 cigarettes. 

Notwithstanding the harmful effects of tobacco, 
the low prices bring the benefit that they can 
depress demand for contraband cigarettes. In the 
Czech Republic in 2014, illegal sales made up only 
3.1% of total sales, around 440mn cigarettes, 
which compares with total consumption of around 
14.29bn cigarettes. 

In Lithuania in 2014 illegal sales made up 28.3% 
of total sales, in Latvia 29.3% and Greece 20.6%. 
These three countries have the highest sales of 
illegal cigarettes in Europe, which gives the Czech 
Republic much to celebrate in having both very low 
cigarette prices, and low levels of illegal sales on 
the market. And you can still smoke in a hospoda.
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POLAND'S 
PARLIAMENTARY 
ELECTIONS: TREMOR  
OR EARTHQUAKE?
6pm-8pm, Tuesday, October 27, 2015
Cass Business School, 
106 Bunhill Row
London, EC1Y 8TZ
Register to attend at j.mp/Oct27London

Chaired by: Liam Halligan, Editor-at-Large, bne IntelliNews

Confirmed panel members include:
Charles Crawford, Former British Ambassador to Warsaw
Magdalena Polan, Senior European Economist and Executive 
Director at Goldman Sachs.

Following their surprise victory in May's Presidential election, 
Poland's Law & Justice party look set to take power after  
Parliamentary elections on Sunday 25th October.

Eurosceptic, and fiercely opposed to joining the single currency, 
what would such a change of government mean for Poland's mem-
bership of the European Union? Would Law & Justice jeopardise 
Poland's efforts at fiscal tightening? Or will the party's return to 
government clear the way for the EU's fastest-growing economy to 
become the commercial powerhouse of Eastern Europe?

Join bne IntelliNews on Tuesday, October 27 to find out.



46  I Southeast Europe bne  September 2015

EBRD reasserts control over 
Moldova’s Victoriabank
Iulian Ernst in Bucharest

Often criticised for being too 
cautious, the European Bank for 
Reconstruction and Development 

(EBRD) has taken the bold step of 
calling for a shareholder meeting to 
take back control over Victoriabank, the 
third largest lender in Moldova, whose 
banking sector has suffered a series of 
massive frauds.

The EBRD’s call on August 7 for an 
extraordinary general meeting (EGM) of 
shareholders in Victoriabank, in which it 
holds 15.06% of the shares, is designed to 
elect a new supervisory board and restore 
corporate governance at the bank.

Victoriabank is one of several banks 
that have been the target of fraudulent 
takeovers. Last year, in what some in 
Moldova are dubbing the crime of the 
century, around $1bn was taken out of 
Banca de Economii, Banca Sociala and 
Unibank, given out in loans to compa-
nies linked to one of Moldova’s richest 
businessman, Ilan Shor, and then trans-
ferred into offshore accounts, according 

to an investigative report commissioned 
by the central bank and carried out by 
US audit firm Kroll. Shor maintains his 
innocence, though few believe he should 
be the only suspect.

Minority shareholders in Victoriabank 
have not had formal control over the 
bank’s management since last autumn. 
Victoriabank was “raided” – the term 
used in the former USSR for a fully or 
partly illegal attempt to take over a 
company – by groups planning to take 
control of the bank, head of the board 
of directors Vlad Turcanu warned in 
September 2014, pointing to a couple 
of overnight court decisions that fully 
blocked shareholder control.

Hijacking Moldova’s weak and cor-
rupt legal system is a common tactic of 
raiders. In this case, the Buiucani Court 
invalidated, at the request of a minor-
ity shareholder, the supervisory board’s 
decision to dismiss the managing board, 
the investigation into its activities and 
invalidated some of the board’s deci-

sions. The Buiucani Court also suspend-
ed the supervisory board and renewed 
the contract of the managing board, thus 
leaving the shareholders with no formal 
control over the bank.

The agenda proposed by the EBRD 
includes the early termination of the 
powers of the current supervisory board 
of Victoriabank, which has been sus-
pended by court order since September 
2014, as well as the election of a new 
board.

Since the EBRD holds only 15.06% of 
Victoriabank’s shares, versus the 25% 
stake required to get an EGM scheduled, 
its request for a meeting depends on 
the support of other shareholders of the 
bank. None of the other shareholders 
have so far yet endorsed that call nor 
even commented on it, though some 
concerned, yet so far anonymous, share-
holders asked the multilateral lender 
to step in and help restore corporate 
governance in a letter circulated in the 
media last October.
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The political tone of that letter, though, 
has raised some questions. The letter was 
very critical of Vladimir Plahotniuc, the 
vice-president and most influential leader 
of the Democrat Party. The letter, without 
revealing evidence of nor any implica-
tion of Plahotniuc’s involvement as the 
mastermind of the raider attack at Vic-
toriabank, blamed him for the takeover 
attempt. However, Plahotniuc’s untold 
wealth has been the subject of numerous 
investigations, some by bne IntelliNews.

In another open letter, published by jur-
nal.md, with no political bias this time, 
the bank’s former supervisory board 
members, including the board’s presi-
dent and bank founder Victor Turcanu, 
asked the government to intervene and 
stop what they called the “raider attack” 
facilitated by the bank’s managing board 
headed by Natalia Politov-Cangas.

EBRD seeks to consolidate stake
The EBRD has already received approval 
from the central bank to increase its 
stake in Victoriabank up to 100%. But a 
deal for just a majority stake is far from a 
done deal.

In a letter sent to the Moldovan authori-
ties on June 29, the EBRD complained 
about legislative obstacles being put 
in the way of its attempt to increase its 
stake in Victoriabank.

Alpha Bank Romania, owner of 12.5% 
of Victoriabank, would be a potential 
seller to the EBRD, according to sources 
on the financial market. But current 
trade regulations at the Moldovan Stock 
Exchange do not allow for the direct 
sale of stakes, explained EBRD Financial 
Institutions Group Director Henry Rus-
sel. “The EBRD has offered to work with 
the Moldovan authorities to establish 
stock exchange rules that would permit 
a block sale of shares between two par-
ties in a transparent manner that is con-
sistent with European and international 
best practice,” he added.

At the same time, the EBRD has already 
set up a special-purpose vehicle in 
order to take over Victoriabank shares 
contributed by other shareholders as 
capital. But the government invalidated 
such a procedure by an amendment to 

Law 550/1995 on financial institutions, 
prompting protests from the EBRD. The 
new regulations, passed on April 12, 
blocked its plans “in what appears a 
deliberate and cynical move,” the EBRD 
said on June 29 in a letter leaked to the 
local media.

The country’s new premier, Valeriu Stre-
let, assured the EBRD resident represen-
tative Julia Otto on August 10 that the 
government will remove an amendment 
to the financial institutions law that is 
blocking the bank’s attempts to increase 
its stake in the lender. Those obstacles 
will be removed if a bill drafted by the 
government and under public debate 
until August 12 passes. The bill still 
needs to be endorsed by parliament.

Russel said that restoring previous pro-
cedures and allowing bank sharehold-
ers to contribute their stakes as equity 
capital in third companies, conditional 
on the central bank’s endorsement and 
in a transparent manner, would be an 
encouraging step taken by the new 
government of Prime Minister Strelet, 
besides the other encouraging steps 
announced by the central bank related 
to the liquidation of the three troubled 
banks involved in the $1bn fraud.

Dental problems
The EBRD currently owns 15.06% and 
Alpha Bank Romania holds 12.5% of the 
bank. The family of the bank’s founder 

Victor Turcanu – including his former 
wife Valentina Turcanu, Valentina’s 
sister, Galina Proidisvet, and Galina’s 
daughter, Artemenco Elena – control 
some 25%.

Yet the bank’s largest shareholder is 
Insidown Ltd, registered in Cyprus, with 
39.2%. The final beneficiary of the stake 
is a listed as Dr. Peter Paul Fischer, born 
Tabsch. Victoriabank reports list Fischer 
as a dentist who operates in Bucharest 
and Berlin. Many doubt he is the final 

beneficiary of such a large shareholding, 
given the financial resources necessary 
to buy such a stake. Another key ques-
tion is why Fischer would invest in a 
Moldovan bank in the first place.

Born in Lebanon in 1962, he studied 
in Beirut until he was nine and then 
moved in 1971 to West Berlin, where 
he completed high school. He later 
moved to Romania to study medicine 
in Bucharest between 1982-1987. After 
practicing medicine in Germany, Fischer 
later opened a clinic performing tooth 
implants in Bucharest.

Mold-street.md quotes public registrars 
in Cyprus as disclosing that the owners 
of Insidown Ltd are Belserve Consultants 
Limited and Vaspaco Properties Limited, 
both related to major Russian compa-
nies. Greek Real Newsrevealed that the 
two were involved in other money-laun-
dering cases such as a €10.2bn fraud 
committed in Greece in 2012 allegedly 
by three high-ranking politicians.

On November 13, 2014, 38.3% of Victo-
riabank’s shares were sold in 14 deals at 
a price of MDL19.5 per share. The total 
price was MDL186.7mn (€10mn). The 
buyer was Insidown Ltd. The sellers were 
firms reportedly related to Veaceslav 
Platon, known as the most active raider 
in the former Soviet region, who in the 
past has purchased stakes from a non-
transparent entity reportedly controlled 

by Vlad Plahotniuc, the deputy head of 
the Democrat Party of Moldova.

Victoriabank first attracted EBRD funding 
in 1995 and began adhering to strict 
corporate governance standards. 
However, in 2005 murky shareholders 
began wresting control of the bank. The 
EBRD’s call for an EGM is a first step 
toward restoring proper management, and 
this newfound resolve is to be applauded 
– even if it has come almost 10 years after 
the first troubling signs emerged. 

"Hijacking Moldova’s weak and corrupt legal 
system is a common tactic of raiders"
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Slovenia’s recovery from its 
banking crisis just three years ago 
has been remarkable, on paper 

at least. In an interview in Ljubljana, 
Finance Minister Dusan Mramor told bne 
IntelliNews that the country’s quiet 
but effective programme of reform, 
privatisation and fiscal consolidation 
would continue, despite the political 
ructions that have seen three successive 
governments fall before their terms 
were up. But hold-ups in the sale of the 
state telecommunications company and 
political pressures have raised concerns 
that progress may be slowing.

“I would say very clearly, yes, there were 
changes, very quick ones,” Mramor said. 
“However, if you look at the course, it was 
pretty straightforward. The course was 
the same all the time – fiscal consolida-
tion, recapitalisation of banks, structural 
reforms. When the government ran out 
of steam, a new one came in and contin-
ued the same course, and it’s the same 
with our government – we didn’t stop 
anything, we just pushed, continued and 
upgraded.”

Mramor is widely seen as the brains and 
driving force behind the current Slovenian 
government, headed by fellow academic 
Miro Cerar, which came to power in Sep-
tember 2014 after a snap election following 
the collapse of the administration headed 
by Alenka Bratusek. Positioning himself 
as a technocrat with little interest in poli-
tics, Mramor served as finance minister 
previously, between 2002 and 2004.

Little Switzerland
Not too long ago, Slovenia was touted 
as a “Little Switzerland”, not only for its 
stunning Alpine scenery, but its relative 

economic success as the country not 
just in the former Yugoslavia, but in the 
wider region. Its citizens had a reputation 
as doughty and hard working. In 2003, 
the Economist described “the richest and 
primmest country" in the region.

But the export-oriented economy was 
knocked sideways by the global economic 
crisis. A savage recession in 2009 saw 
the economy shrink by more than 8%, 
and was followed by further retreats 
in 2012 and 2013. In 2013, the coun-
try was hit by a serious banking crisis 
that particularly beset the three largest 
state-owned lenders: the government’s 
dominance of the sector (with a 60% 
share in 2013) is a throwback to Yugo-

slav times. Rather than Switzerland, 
the country came to be compared to 
Cyprus and was heavily touted as being 
the next Eurozone country to require a 
international bailout. "There are three 
kinds of banking – Anglo-Saxon, Islamic 
and Slovenian,"Central Bank governor 
Bostjan Jazbec said in an interview dur-
ing the crisis.

But in December 2013, the government 
announced that Slovenia would finance 
the €4.8bn banking bailout itself, with-
out recourse to the funds – and policy 
straitjacket – of the troika of the Interna-
tional Monetary Fund, European Central 
bank and European Commission. For 

Mramor, this was particularly signifi-
cant – Slovenia retained the confidence 
of the international markets, which has 
been confirmed several times since by 
successful bond issues. The economy 
has rebounded strongly: growth in 2014 
was a striking 2.6%, which is almost four 
points higher than forecast, as Mramor 
notes.

Meanwhile, the government has con-
tinued the programme of fiscal tighten-
ing started by the government of Janez 
Jansa in 2012. “In 2014 our budget 
deficit including so-called ‘one-offs’ for 
recapitalising banks was 4.9% of GDP, 
and without one-offs it was 3.3%, just 
0.1 point higher than what was expected. 

For 2015, we expect to have below 3% of 
GDP, within the Maastricht criteria.”

The aim is to bring the structural deficit 
down to zero by 2020. In order to do 
so, the government has lined up a raft 
of measures, primarily de-indexisation 
of public sector wages and spending 
commitments. The changes introduced 
in the supplementary budget adopted in 
February put a strong emphasis on lower-
ing spending rather than hiking taxes: for 
every unit of increased revenue, it com-
mits to six units of reduced expenditure.

In all, 57 measures were adopted, which 
Mramor defines as “horizontal” or “verti-

INTERVIEW: 

Slovenia finance minister 
insists turnaround can be 
sustained
Andrew MacDowall in Ljubljana

"When the government ran out of steam, a new 
one came in and continued the same course"
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cal”. Horizontal measures cut across the 
public sector, including rationalisation of 
management, the procurement process, 
and office space use. Vertical reforms 
included the requirement that each gov-
ernment department find areas of waste 
and “irrationalities” and eliminate them. 
Other measures included the elimination 
of tax breaks on student work, which had 
led both to lower revenues and workforce 
segmentation.

For 2016 and onwards, Mramor’s goal is 
to make short-term measures adopted 
in response to the crises permanent – 
and where they are not, find savings or 
revenue-raising measures with the same 
fiscal impact. Health and long-term care, 
pension, and educational reform are 
other areas to be grappled with. “Slove-
nia has the problem that we retire first, 
and get into the labour force last,” says 
the minister.

Then of course there is privatisa-
tion in an economy in which the state 
still plays a remarkably active role. In 
2013, before the €4.8bn bailout was 

announced, the Bratusek government 
announced the privatisation of 15 
companies to help plug the budget gap, 
including NKBM (the second-largest 
bank), Ljubljana’s airport, food com-
pany Zito – all now sold – and jewel-in-
the-crown Telekom Slovenije.

Much attention has focused on this list, 
but Mramor points out that the country 
has actually conducted a wide-ranging 
review of 91 state-owned enterprises 
for potential privatisation, part-privati-
sation or restructuring. Some 47 were 
marked for sale without restrictions, 20 
can be part-privatised on the condition 
that the government retains a 25%-plus-
one-share stake and remains the largest 
shareholder. For the remaining 24, 
classified “strategic” and concentrated in 
the energy sector, the government must 
retain a minimum 50%-plus-one-share 
stake. As well as the companies being 
directly sold off by the sovereign holding 
company (SDH), others once part-
owned by state banks have been sold via 
sales by Slovenia’s bad bank, including 
retailer Mercator and brewer Lasko.

Doubts creep in
For all the progress made thus far, 
Mramor’s is a substantial to-do list, 
and sceptics question whether the 
government can achieve all it aims to 
do. Ivan Drazetic, a trader at regional 
brokerage InterCapital Securities, 
points out that the 2015-16 reform 
programme puts a strong empha-
sis on consensus with trade unions, 
which are starting to grumble about 
long-term austerity. There are also 
downside risks to the fiscal outlook 
both from GDP growth – expected to 
trim this year as exports slow and EU 
funding that has buoyed the economy 
tapers – and hurdles to privatisation.

A sign of the difficulties came on August 
4, when the SDH said it was ending the 
sale of Telekom Slovenije after the sole 
bidder, private equity fund Cinven, 
pulled out, citing regulatory issues. 
Given Telekom is one of Slovenia’s most 
prized assets, this doesn’t bode well for 
the sale of the others. 

Emerging Markets Direct –  
your data source for emerging markets
Bulgaria Country Report – July 2015
j.mp/bulgaria-report

Bulgaria's consumer sentiment deteriorated slightly 
in July after reaching its best level in eight years in 
April. The business climate worsened for the second 
consecutive month in July.
• The CPI edged down 0.2% y/y in July, reversing a 

0.4% y/y increase in June;
• Bulgaria reported an estimated consolidated budget 

surplus of BGN801mn (€410mn), equal to 1% of the 
projected 2015 GDP, for January-July, the finance 
ministry said in a preliminary estimate;

• The current account balance reported a surplus of 
€206.2mn in January-May, reversing a deficit of 
€472.9mn in the same period last year.

Montenegro Country Report – July 2015
j.mp/montenegroreport

Montenegro’s budget deficit increased by 50.5% y/y 
to €117.9mn in the first half of 2015 as spending grew 
faster than revenue. At the same time, Montenegro 
public debt totalled €1.96bn at end-March, equalling 
57.8% of the full-year GDP forecast.
• The number of foreign tourists visiting Montenegro 

increased by 11.4% y/y to 163,294 in June, speeding 
up from a 6.4% y/y rise in May;

• Industrial output rose 29.7% y/y in June, after staying 
flat the month before, boosted by growth in all 
sectors;

• Unemployment rate stood at 13.54% as of August 3;
• Bank assets rose 7.7% y/y to €3.24bn at end-June, 

slowing from an 8.2% annual growth the month before.

store.emergingmarketsdirect.com



bne  September 201550  I Eastern Europe

Pinchuk enters the Firtash firmament 
because according to documents 
obtained by bne IntelliNews, his pipe and 
steel wheel company Interpipe Group has 
engaged in some puzzling deals with 
UkrGazEnergo – a 50-50 joint venture 
between Firtash’s RosUkrEnergo and the 
Ukrainian state gas company Naftogaz, 
although widely believed to be controlled 
by the former. RosUkrEnergo itself is 
50% owned by Russia’s giant state gas 
company Gazprom.

The deals specified in the documents 
are complex, but involve payments for 
gas through related third parties. 

Paying the piper
Interpipe, like other large Ukrainian 

companies, has been a major purchaser 
of gas from Naftogaz over the years. 
Gas is the main fuel used by industry 
to generate electricity. But like many 
companies in Ukraine over the past 
decade of upheaval in the country, it 
has failed to keep up payments, which 
led to Naftogaz bringing a number of 
court cases against Interpipe in Ukraine 
to recover monies owed. One of these, 
in June 2013, sought UAH239.3mn 
(at the time about €21.8mn) from 
Interpipe, most of which was for unpaid 
gas deliveries. But instead of paying 
Naftogaz direct, to whom it owed the 
money, bne IntelliNews can reveal that 
Interpipe made several payments to 
UkrGazEnergo to pay down the debt. 
The evidence for this is disclosed in a 

Interpipe keeps rum company  
in Ukraine

Nick Kochan in London

Controversial Ukrainian 
businessman Dimtry Firtash's gas 
trading house RosUkrEnergo 

has had many dubious partners during 
its role as middleman in Ukraine’s 
gas industry for the past decade. At 
one end of the spectrum these have 
allegedly included Semion Mogilevich, 
the Russian mafia don, and at the other 
Ukrainian politicians Vitali Klitschko and 
the current president, Petro Poroshenko. 
The pro-Russian Firtash’s connections 
can now be revealed to extend to Victor 
Pinchuk – a man once reputed to be 
Ukraine’s richest, who has spent the 
time since the February 2014 revolution 
busy aligning himself with pro-Western 
politicians in Ukraine, as well as with 
Tony Blair and Bill Clinton.

Photo: www.DmitryFirtash.com
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letter written by the law firm Norton 
Rose Fulbright on April 2, 2014, and 
obtained by bne IntelliNews.

The letter contains copies of 15 bank 
transfers made between Interpipe 
NTZ and UkrGazEnergo, dating back 
to September 2012. According to the 
letter, Naftogaz had handed over a 
$43.5mn debt incurred by Interpipe for 
gas purchases made from Naftogaz to 
the Firtash-controlled UkrGazEnergo. 
According to the letter, Interpipe gradu-

ally paid off this debt to UkrGazEnergo 
over a period of two years.

In spite of the payments, Naftogaz’s 
court case against Interpipe continued 
into last year, with the Ukrainian 
state gas company still seeking full 
repayment of the amount sought. 
Observers question why Naftogaz 
should still be seeking repayment of the 
UAH239.3mn if Interpipe had already 
paid down the debt by $43.5mn.

The arrangement to bypass Naftogaz 
was made by a group of managers 
at the notoriously corrupt state 
gas company. In a separate matter, 
Ukraine recently decided to prosecute 
former managers of Naftogaz for 
alleged corrupt relationships with 
Firtash’s RosUkrEnergo. The Ukrainian 
authorities are expected to use this latest 
evidence as they develop their case.

The agreement between Naftogaz, 
Interpipe and UkrGazEnergo led 
to the transfer of this $43.5mn 
‘receivable’. Observers have noted that 
both Interpipe and Naftogaz were in 
a precarious financial condition at 
the time that the deal was arranged. 
Interpipe has not published full 
financial results online since 2012, 
when it reported a loss of $71.7mn, 
casting doubt on its ability to continue 

as a going concern. The company 
has been hit by the crisis in Ukraine, 
Western sanctions that have forced it 
to stop supplying products to Russia, 
and recently allegations in an article 
in Newsweek that it violated US 
sanctions by supplying pipes to Iran in 
2011-2012.

According to Philippe Thomas, a 
Swiss lawyer representing a Russian 
bondholder in Interpipe, “a discount 
is almost certain to have been applied 

both to Interpipe and to the debt 
between Naftogaz and UkrGazEnergo, 
although this may have been illegal, as 
negotiating discounts with state-owned 
companies is technically prohibited.” 
Ukrainian state monopolies control the 
prices they charge, so any cuts in the 
prices they charge customers are widely 
assumed to be obtained by paying 
kickbacks and are thus illegal.

“Naftogaz had substantial receivables 
against various Interpipe companies 
– as evidenced by their published 
financials,” Thomas tells bne 

IntelliNews. “Quite likely, Naftogaz 
might have written those receivables 
down to a low and thus realistic 
valuation. Thereafter, Naftogaz might 
have sold those receivables to others 
who might have been so lucky as to 
collect them at face value.”

The Norton Rose Fulbright letter admits 
that the law firm had been “informed 

by Interpipe in September last year 
(2013)… that it was not customary 
in Ukraine to enter into settlement 
agreements with state owned 
companies.”

Neither Firtash nor Naftogaz responded 
to requests for comment, though 
Interpipe said in a statement: "All 
transactions Interpipe has made 
with UrkGazEnergo were in strict 
compliance with applicable regulations 
and legislation."

Teflon Firtash
The controversial oligarch Firtash has 
been much in the news lately. In April 
he successfully resisted extradition 
to the US, where the FBI wanted to 
prosecute him for alleged bribery over 
an Indian contract. His $125mn bail 
was provided by a business partner 
of the Western-sanctioned Rotenberg 
brothers, former judo sparring partners 
of Russian President Vladimir Putin. 
Meanwhile, President Poroshenko 
and the new reformist government in 
Kyiv have taken action against local 
oligarchs, including Firtash, stripping 
them of assets in an attempt to curtail 
their power.

Interpipe’s non-payment to Naftogaz 
for gas supplies, meanwhile, was the 
subject of a letter in December 2014 
by then congressman Steve Stockman 
to the US Department of Treasury, 
who noted that it was “another 

anticompetitive subsidy, impacting 
American steelworkers who play by fair 
trade rules.” Interpipe had just been 
penalised for anti-dumping by the US 
Treasury. Stockman went on to urge: 
“Appropriate action by you and the IMF 
would go far to encourage reform in 
Interpipe’s financial priorities.”  

"The arrangement to bypass Naftogaz  
was made by a group of managers at the  
notoriously corrupt state gas company"

"All transactions Interpipe made with 
UrkGazEnergo were in strict compliance  
with applicable regulations and legislation"
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that are necessary for reforming the 
economy and obtaining donor support. 
Criticism of the recent sharp rise in util-
ity tariffs, which is a condition for the 
receipt of a support package from the 
International Monetary Fund (IMF), has 
been front-and-centre of Tymoshenko’s 
rhetoric for many months. In May, 
Tymoshenko described the government’s 
refusal to index pensions and salaries as 
“financial genocide”.

Oleksiy Haran, a professor of compara-
tive politics at the Kyiv-Mohyla Acad-
emy, in an interview with bne IntelliNews 
has described Batkivshchyna as a part 
of an “interim opposition” that exists 
within the ruling coalition. And this role 
is proving fruitful for Tymoshenko, who 
spent more than two years in prison dur-
ing the rule of ousted president Viktor 
Yanukovych for what many considered 
trumped-up charges of abuse of office, 
and was freed on the same day that 
Yanukovych fled the country in Febru-
ary 2014.

According to a recent poll by the Kyiv 
International Institute of Sociology 
(KIIS), in a hypothetical presidential 

election held in July with expected 
turnout at 54%, support for Poroshenko 
was down to a record low of 26.9% 
since his 54.7% first-round election win 
in May 2014. Tymoshenko was already 
hot on his heels with 25.6%. Other 
Ukrainian politicians were far behind 
Tymoshenko and Poroshenko.

Collapse of Yatsenyuk’s rating
KIIS also held a poll for hypotheti-
cal parliamentary elections. With an 
expected turnout of 56%, Batkivshchyna 
would obtain 22.7%, slightly behind 
Poroshenko’s Bloc with 23.5%. Signifi-
cantly, the People’s Front, headed by 
Prime Minister Arseniy Yatsenyuk, who 
led Batkivshchyna during Tymoshenko’s 
imprisonment, could count on just 2.8% 
of the vote. This represents a crushing 
fall for the party that won last October’s 
parliamentary elections.

“Yatsenyuk`s performance as Ukraine’s 
prime minister has been weak, especially 
when it comes to reforms (he is mostly 
blocking them). Endless rumours that 
he is taking over, or at least resisting 
initiatives to clean up previous corruption 
schemes, have hurt his and his party’s 
rating,” Balazs Jarabik, visiting scholar 
at the Carnegie Endowment for 
International Peace, tells bne IntelliNews.

The expert believes that the legacy of 
Euromaidan – the street protests that 
ousted Yanukovych and his corrupt 
regime – has mainly been taken up by 
Poroshenko and Samopomich, a party 
which positions itself as a younger 
generation in Ukrainian politics. “In 
many people’ eyes, the People’s Front 
has become a party of hawks. It has less 
and less support in society,” Jarabik says.

In such a situation, it would be strange 
if Tymoshenko refused to lobby for 
new parliamentary elections, which 
theoretically could give Batkivshchyna 
significant control over the 
government. And it appears that the 
charismatic Tymoshenko has already 
started to campaign for fresh polls. 
“This parliament has no right to exist, 
because it does not serve the people, 
it does not feel responsibility [for the 
country],” she said in an interview with 
Inter TV in July.

Tymo makes a comeback
Sergei Kuznetsov in Kyiv

When Batkivshchyna (Father-
land), the party headed by 
former prime minister Yulia 

Tymoshenko, barely scraped over the 5% 
barrier required to secure representa-
tion in Ukraine’s parliament during snap 
elections in late October, many experts 
declared that Tymoshenko’s political 
shelf-life had expired. Society wanted 
to see new leaders in post-Euromaidan 
Ukraine, they argued. However, nine 
months later and Tymoshenko is staging 
a comeback as one of the country’s main 
political leaders, which could lead to 
a new wave of infighting in Kyiv and a 
major reshuffle of the political elites.

There is "only chaos, irresponsibility 
and corruption today,” Tymoshenko 
lamented in an interview with Inter 
TV in mid-July. Of late, such emotive 
language has been characteristic for 
Tymoshenko, who played a leading role 
in the 2004 Orange revolution.

As a member of Ukraine’s ruling coali-
tion, Tymoshenko and other members of 
her party have used every opportunity to 
denounce unpopular measures imple-
mented by the government – measures 

Photo: Drop of Light
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Local elections
Tymoshenko will have her first battle 
with the post-Euromaidan elites on 
October 25 in local elections. And it 
looks as though she is ready to taste 
victory. In her interview with Inter 
TV, she called the upcoming local 
elections “a unique chance to change the 
country”, adding that a change of local 
authorities will provide an opportunity 
to prevent the government from 
enacting its current policies. “Today, 
all the issues that hurt the people are 
generated in the government.”

Poroshenko announced in late May 
that the elections would take place 
“despite numerous appeals to cancel 
[them]”.  There has been a lot of media 
speculation in Ukraine that some of 
Poroshenko’s advisors and members of 
his party had insisted that the campaign 
should be cancelled due the decline in 
the popularity ratings of Poroshenko 
and Yatsenyuk.

Success for Batkivshchyna during the 
local elections would be especially 
valuable to Tymoshenko because 
Poroshenko has started a process 
of devolution in Ukraine, which 
envisages, in particular, additional 
financing for local authorities. “We 
believe that the best pattern for Ukraine 
in implementing a real decentralisation is 
just to use Poland’s model. We are similar 
[countries], and if we adopt Poland’s 
model in Ukraine, this will definitely 
work,” Yatsenyuk said in late April.

Jarabik says that Tymoshenko has 
learned “to be silent and patient”: she 
is willing to act as an ordinary member 
of parliament whilst also employing 
radical populist rhetoric. This puts 
her closer to the Radical Party of Oleh 
Lyashko than to the “mainstream” 
parties of Poroshenko and Yatsenyuk. 
“Tymoshenko is riding the waves of 
dissatisfaction with the post-Maidan 
government,” he underlines.

Meanwhile, one of the main questions 
now is whether Tymoshenko’s return 
to the main political stage means that 
bitter infighting between different 
parts of the democratic camp in Kyiv 
is now inevitable. After the Orange 
Revolution, pro-Western president 
Viktor Yushchenko found himself 
locked into a long drawn-out battle 
with Tymoshenko.

Yushchenko is now warning about a 
possible repeat of this situation as a 
result of Tymoshenko’s desire to gain 
more power in Ukraine. “Putin has no 
greater political destabilising factor 
in Ukraine than Tymoshenko. When 
Poroshenko stumbles on the threshold 
first time, you will see her mission… 
When the public authorities shout, ‘we 
are for peace’, she will provoke a war. 
When the public authorities offer a 
war, she will offer peace,” Yushchenko 
said in a December interview with the 
Ukrainian website Ukrainska Pravda. 

Belarus to pursue Europe 
banks over Delta collapse 

intentional bankruptcy and the 
concealment of bankruptcy.

Show me the money
The Belarusian law enforcement 
authorities have announced that funds 
from Delta Bank were siphoned off into 
the account of a Belize-registered firm, 
without revealing its name. According to 
information obtained by bne IntelliNews 
from Ukraine's central bank, Lagun had 
business links with Belize: the busi-
nessman controlled a Belize-registered 
company called Rupsel Developments 
Ltd, which in turn controlled Astra Bank 
via a Cyprus-based firm.

The Delta Bank funds were diverted using 
what’s called a back-to-back loan scheme, 
whereby a loan is made by two compa-
nies in different countries, often borrow-
ing offsetting amounts from one another 
in each other's currency in order to avoid 
foreign-exchange losses. With the advent 
of currency swaps this type of transac-
tion is no longer used very often, though 
it became something of a speciality at 
Lagun’s banks in Belarus and Ukraine.

According to experts, the Belarusian 

The banking authorities of Belarus 
and the temporary administrator 
of Delta Bank, owned by Kyiv-

based businessman Mykola Lagun, are 
considering launching lawsuits against 
the European banks that were allegedly 
used to fraudulently siphon off funds. 

In its first meeting on August 6, up to 
100 representatives of creditors of Delta 
Bank in Belarus gathered in the dimly 
lit premises of a cultural centre in one 
of Minsk’s industrial districts. Their 
objective was to discuss the activities of 
Delta Bank’s temporary administrator, 
who was appointed by the central bank 
in March a week after the regulator 
withdrew the bank’s licence because 
it was experiencing serious financial 
difficulties.

Among the companies unable to 
withdraw funds from Delta Bank are 
Beltechexport, a Belarusian exporter of 
weapons and military equipment, and 
mobile operator MTS, 51% of which is 
controlled by the Belarusian government 
with the remaining 49% owned by the 
Russian mobile firm with the same name.

“$40mn of Delta Bank’s funds [held in 
correspondent accounts in European 
banks] were used as collateral [for 
agreements with third parties], and at 
the beginning of this year we discovered 
that these funds had been lost by the 
bank,” Aleksandr Pedko, who heads 
the temporary administration team, 
said at the meeting. He added that 
law enforcement bodies had initiated 
two criminal proceedings: regarding 

Sergei Kuznetsov in Minsk
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authorities have uncovered that Delta 
Bank funds in accounts at Lichtenstein’s 
Bank Frick & Co. and Austria’s Bank 
Winter & Co. were used as collateral for 
loans to the Belize company that were 
provided by the EU banks. As a result of 
the Belize company’s intentional failure 
to repay these loans, the funds were 
debited by the European banks.

Meanwhile, Delta Bank in Ukraine, a sepa-
rate bank owned by Lagun which was also 
declared insolvent in March, appears to 
have acted in a similar fashion. The lender 
allegedly siphoned off up to $480mn into 

accounts at European banks, including 
the two aforementioned lenders alongside 
Luxembourg’s East-West United Bank and 
Austria’s Meinl Bank.

The Belize company is believed to be 
either controlled by Lagun, or was 
acting in his interests. However, Pedko 
underlined that “there are no juridical 
connections” between Lagun and this 
Belize company. “However, Lagun knows 
what actions he is suspected of”, the head 
of temporary administration team added.

Pedko also noted that the aforemen-
tioned transaction was carried out 
“behind the backs” of the bank's employ-
ees who should have been notified. 
“Currently, the investigating authorities 
are finding out who carried out these 
deeds on behalf of the bank," he said.

“With assistance from the central bank, 
we are studying the possibility of taking 
action against the banks if they can be 
suspected of misconduct,” Pedko went on, 
adding that the temporary administration 
team and the country’s authorities “are 
also searching for the final recipients of 
the funds with the aim of filing a lawsuit”.

Later the same day, Pedko told bne 
IntelliNews that Bank Frick and Bank 
Winter were reluctant to enter into 
direct cooperation with the temporary 
administration team. As a result, the 

administrator and the Belarusian central 
bank have been forced to request the 
relevant information via the regulatory 
authorities of Lichtenstein and Austria. 
“Bank Frick & Co was recently contacted 
by the Liechtenstein Financial Market 
Authority (FMA) regarding loans to 
foreign clients, for which foreign banks 
provided the necessary guarantee. The 
FMA examines in detail all notifications 
it receives regarding persons from Liech-
tenstein and abroad, thereby proactively 
ensuring compliance with the high stan-
dards it prescribes as well as protection 
of the clients of Liechtenstein’s financial 

service providers and banks,” Sigvard 
Wohlwend, a spokesperson for Bank 
Frick, told bne IntelliNews.

Bank Frick “fully supports” the thorough 
approach taken by the FMA, Wohlwend 
adds. All dossiers held by Bank Frick that 
relate to the FMA request are available 
for inspection and examination by the 
authority, he underlined.

Commenting on the potential risks of 
back-to-back loan deals with clients from 
the former Soviet Union, Wohlwend 
underlined that, “the national courts of 
the respective country are responsible 
for establishing whether any breaches 
of national legislation have occurred as 
a result of providing loans to clients of 
third countries, for which third-party 
banks provide the guarantee”.

Wohlwend said that the bank “takes a 
highly diligent approach to assessing 
potential risk, regardless of where the 
client is from”. “One – and certainly 
not the only – decisive factor in these 
assessments is the question of whether 
the transaction conforms to the legal 
requirements of the country from which 
the funds and/or clients originate. In 
order to establish if this is the case, Bank 
Frick calls upon the legal opinions of 
third-party experts,” he explained.
Due diligence investigations are also a 
part of the bank’s procedures. “These 

investigations concern the origins of 
the funds and the beneficiary, as well 
as a number of other factors, and serve 
to ensure the legality (in accordance 
with both national and international 
legislation) of the transaction. Specific 
contract negotiations are only entered 
into if the findings of all investigations 
are positive,” Wohlwend said.

Bank Winter ignored requests for com-
ment sent by bne IntelliNews, while East-
West United Bank and Meinl Bank were 
not able to provide answers to questions 
before this article went to press.

Through the back-to-back door
The Austrian regulator also ignored 
a request for comment sent by bne 
IntelliNews. And, Beat Krieger, 
spokesman for Liechtenstein's FMA, 
avoided commenting on any particular 
issues related to Frick Bank, underlining 
that “possible supervisory provisions are 
under professional confidentiality and 
thus cannot be published”.

The Luxembourgian regulator 
recognises that back-to-back 
transactions could bear significant risks 
for banks. “In general, back-to-back 
transactions can be used by banks in 
the normal course of business and are 
not forbidden as such. We consider 
that back-to-back transactions could 
bear significant risks (reputation, 
legal or fraud),” Patrick Hommel, a 
member of the secretariat general at the 
Commission de Surveillance du Secteur 
Financier (CSSF), told bne IntelliNews.

Hommel added that the regulator 
therefore requires that banks define 
“a prudent risk policy, set up adequate 
risk management and implement 
appropriate independent risk controls”. 
He also stated that, “We would intervene 
if we detected a back-to-back transaction 
of an illegal or fraudulent nature”.

On the other hand, the CSSF has no spe-
cific requirements regarding operations 
conducted by lenders with clients from 
the former Soviet Union. “More gener-
ally, whatever the location of the client, 
the CSSF has not issued specific require-
ments. However, banks have to observe 
existing sanctions,” Hommel said.  

"Lagun knows what actions he is suspected of"
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daily, the weekly MSN and Kyrgyz-
language Zhany Agym, as well as 
the second most-visited news and 
current affairs website vb.kg and 
the Rubikon advertising agency – 
says the authorities are using the 
former co-owner of the media group, 
who lost his stake in 2000 when 
former president Askar Akayev’s 
administration tried to take control 
of the newspaper in the run-up to the 
presidential election in 2000.

“I am having a feeling of déjà vu,” Kim 
tells bne IntelliNews in his plush office 
in the group’s headquarters in central 
Bishkek. He explains that in 1999 
ahead of the election, Akayev, who was 
overthrown in March 2005 in what 
has become known as the first Kyrgyz 
revolution or “Tulip Revolution”, 
needed a powerful media resource to 
create favourable public opinion and 
chose Vecherniy Bishkek, whose Friday 
edition sold 80,000 copies at the time. 

“That was the first time in Kyrgyzstan’s 
media history when the authorities 
applied methods of blatantly illegal 
seizure of a media outlet.”

Alexander Ryabushkin and his wife, 
then co-owners of the Vecherniy 
Bishkek group, ended up selling 
their stake to a company controlled 
by Akayev’s son-in-law Adil 
Toiganbayev. Following the ouster of 
Akayev, a court in Bishkek ruled to 
remove Toiganbayev’s company as a 
shareholder of the group because the 
absence of its representative at the 
group’s shareholder meetings hindered 
the adoption of business decisions, Kim 
explains. As a result, Toiganbayev’s 
share was handed over to Kim and his 
wife, making them the sole owners of 
the group.

Now, Kim explains, the authorities 
decided to involve Ryabushkin in 
reclaiming half of the ownership of the 

Paper tigers in Kyrgyzstan
Naubet Bisenov in Bishkek

In a further troubling sign of 
Kyrgyzstan’s descent from 
democracy to autocracy, the 

authorities there have launched an 
attack on an influential independent 
newspaper using dubious commercial 
disputes in an attempt to seize control 
of it, bne IntelliNews can reveal.

The owner of the country’s biggest 
Russian-language newspaper believes 
President Almazbek Atambayev and his 
entourage need to silence critical voices 
ahead of October’s parliamentary 
election, which they regard as crucial 
for securing their future in a country 
that has seen two bloody revolutions in 
the past decade.

Alexander Kim, the owner and 
general director of Vecherniy Bishkek 
Publishers [sometimes transliterated 
as Vecherny] – a vast media 
empire that includes the Vecherniy 
Bishkek (The Evening Bishkek) 
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group from August 2014 despite the 
expiration of statutes of limitations on 
a deal concluded in 2000. On August 
10 this year, the newspaper's editorial 
office received a June 17 ruling 
from Kyrgyzstan’s Supreme Court 
that upheld the rulings of two lower 
courts on handing over a 50% stake 
in the Rubikon advertising agency, a 
legal parent of the media group, to 
Ryabushkin and his wife Galina. “In 
our understanding this is nothing but 
the raiding of a successful business. 
Given the procedural violations and 
the absence of the substance to bring 
a legal case, the courts should have 
dismissed the case,” he says, referring 
to trials held without the presence of 
newspaper officials or its lawyers.

This has given rise to the notion that 
the case had been orchestrated by the 
president’s administration. “I don’t 
believe such a [Supreme] court ruling 
could be passed without the president’s 
involvement,” Kim posits. “This is 
a political case because everything 
relating to a major outlet cannot be a 
purely commercial case.”

Poll plays
The October 4 parliamentary election 
is key for Atambayev and, above all, 
his associates to secure their personal 
security and business interests; previous 
experience shows that a change of 
president in Kyrgyzstan has led to the 
redistribution of businesses and assets.

Atambayev has got two years of his 
presidency left and already announced 
he would not stay in politics when his 
term ends. The Kyrgyz constitution, 
adopted after the violent overthrow 
of Kurmanbek Bakiyev in 2010, sets a 
one-term, six-year limit on presidents. 
As a result, the incumbent Atambayev 
cannot stay in power without changing 
the constitution or going the Putin way 
of becoming prime minister by securing 
a majority in a 120-strong unilateral 
parliament and then being re-elected 
president after his close associate 
serves a term.

Despite the incumbent’s announcement 
about leaving politics after his term 
ends in 2017 for health reasons, 

blame for his relatives’ deaths. “It is 
absolutely insane that he blamed us for 
the death of his mother, as we didn’t 
have anything to do with the death of 
his mother in 1996. As for the death 
of his brother, this information was 

widely accessible and was released by 
the Interior Ministry. It was official 
complaints filed to the Prosecutor 
General’s Office by businessmen 
who suffered from the actions of 
Atambayev’s brother,” Kim explains the 
20-year-old case in which Atambayev’s 
brother didn’t fulfil his obligations to 
business partners.

During that meeting President 
Atambayev also commented on 
Ryabushkin’s litigation indirectly, 
pointing out that he had support from 
on high. “All these commercial disputes 
sooner or later will end and you will 
see for yourselves what team is behind 
Ryabushkin.”

With the Kyrgyz presidential 
administration behind Ryabushkin, it 
effectively voids Vecherniy Bishkek’s 
attempts to appeal the court rulings to 
defend their property rights. “In the 
current situation there are no chances 
of defending our rights, because all 
court decisions are under full control 
of the authorities and we know in 
advance what decisions will be taken,” 
Kim sighs. “That’s why we don’t see any 
point in appealing court rulings.”

Smear campaigns
Kim’s allegations are backed by others. 
Cholpon Jakupova, director of the 
Adilet (“Justice”) legal firm, believes 
that the president’s comments about 
the litigation against the newspaper 
points to the fact that he himself is 
orchestrating the case. “Before [the 
interview] the public tried to guess 
who from the president’s entourage 

“Atambayev’s departure from power is 
absolutely unbeneficial to his entourage 
and it started trying to clear up the 
media field from outlets critical of the 
government last year,” Kim argues. 
“The main goal is very simple, which 

is for Atambayev’s Social Democratic 
Party to win over half of the vote, and 
so the government’s media and punitive
resources are being thrown into 
destroying all opponents.”

If and when the authorities 
establish control over the media 
group, Vecherniy Bishkek will be 
instrumental in shaping public opinion. 
With a print run of 40,000 for the 
Friday edition and around 16,000 
for the weekday ones and 35,000 
unique users a day to its website, the 
newspaper is a powerful machine 
that churned out $1.3mn in profits on 
$4.2mn in revenue in 2014, 80% of 
which came from advertisements and 
20% from subscriptions.

In addition to the election, Kim 
suggests there is a degree of “personal 
enmity towards me and Vecherniy 
Bishkek” by Atambayev. Speaking to 
pro-government Kyrgyz media outlets 
and political analysts in late July, 
Atambayev blamed the newspaper 
for the deaths of his brother earlier 
this year and his mother in 1996. “My 
brother suffered a stroke only because 
he was worried about dirty articles on 
various websites, namely Vecherniy 
Bishkek. In which country does a 
president’s brother face a smear 
campaign that leads to death?” 
Atambayev asked rhetorically. “We 
haven’t got freedom of the press, but we 
have got uncontrolled democracy and 
freedom of speech.”

Kim rejects Atambayev’s allegations 
that the newspaper was somehow to 

"I don’t believe such a Supreme Court ruling 
could be passed without the president’s 
involvement"
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might have been exerting pressure 
on the courts that were passing 
unlawful rulings one after another,” 
she told Vecherniy Bishkek. “And now 

we all of a sudden learn from the 
president himself that he is perfectly 
aware of the situation and this gives 
rise to question whether the president 
himself has ordered the case.”

Jakupova has urged the prosecutor 
general to respond to the president’s 
statement, because his comments could 
be seen as an instruction to courts on 
how to act over the case.

In a smear campaign launched by the 
authorities through the state-run and 

pro-government media, Vecherniy 
Bishkek has even been accused of 
being linked to Maxim Bakiyev, a 
fugitive businessman son of the former 

president, and of receiving money from 
Americans to fund another revolution 
in the country. Kim calls the allegations 
ridiculous, saying the newspaper has 
not even received any moral support 
from the West, let alone money. “We 
are not under any indirect influence by 
either Europeans or Americans, even 
though we would have liked to see at 
least some moral support from them. 
But there is none, as no one has made 
any official statement that this is a 
blatant attack on freedom of speech,” 
he complains.

Following Atambayev’s election as 
president, Kyrgyzstan closed the US air 
base at Bishkek airport in July 2014 and 
abrogated a 1993 assistance agreement 
with the US this July. Earlier this year, 
the country’s parliament debated bills 
modelled on Russia’s controversial 
“foreign agents” and “gay propaganda” 
laws. This is in line with the pro-
Russian policy of Atambayev who 
took the country into the Moscow-led 
Eurasian Economic Union in May.

“There are objective reasons for the 
situation, as Atambayev has sided 
with Russia because it is impossible 
for him to make a choice between the 
West and Russia since he has to adhere 
to democratic principles and observe 
human rights to choose the Western 
path of development,” Kim says. “It is 
much easier, simpler and beneficial to 
stick to pro-Russian positions because 
it is all clear and tried and tested there 
– fighting NGOs, fighting people with 
non-traditional sexual orientation. It is 
not even worth talking about freedom 
of speech in Russia and Kazakhstan.”  

"There are no chances of defending our rights, 
because all court decisions are under full control 
of the authorities"
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Kyrgyz gold industry sees 
JVs as saviour
Naubet Bisenov at Taldy-Bulak Levoberezhnyy mine and in Bishkek

Kyrgyzstan’s struggling gold 
industry is suffering from the 
twin problem of a lack of funds 

and low gold prices, which is being 
further exacerbated by the heated 
politics surrounding the development 
of the sector in this Central Asian state. 
National gold operator Kyrgyzaltyn now 
sees joint ventures as the solution to the 
problem of developing its mines with 
foreign investors.

On July 29, Kyrgyzaltyn and China’s 
Superb Pacific Limited, a subsidiary 
of Zijin Mining, launched a trial run 
of the $246mn Altynken project to 
develop the Taldy-Bulak Levoberezhnyy 
gold mine, the country’s third largest 
after Kumtor and Jerooy.

Almaz Alimbekov, head of Kyrgyzaltyn, 
told journalists that the Altynken joint 
venture, in which the Chinese investor 
holds a 60% stake and the rest belongs 
to Kyrgyzaltyn, would produce nearly 
1mn tonnes of ore at the mine this 
year and would gradually increase the 
output to 4mn tonnes of ore a year. 
According to Prime Minister Temur 
Sariyev, the joint venture is expected 
to produce 1,002 kg of gold this year. 
Alimbekov said that the mine would 
produce a total of 65 tonnes of gold 
over the next 19 years, achieving a 
capacity of 3.7 tonnes of gold a year 
over the next five years.

Underinvestment in the development 
of gold mines operated by Kyrgyzaltyn 

over the past two decades due to a lack 
of funds has led to the deterioration 
of infrastructure, machinery 
and equipment, Bektur Sagynov, 
Kyrgyzaltyn’s vice president for 
economics, finance and investment, 
explains to bne IntelliNews. “The 
principal problem we are facing now is 
that our main production assets – three 
enterprises: Tereksai mine, Solton-
Sary mine and in particular Makmal 
Gold enterprise – have fixed assets, 
machinery and equipment, that have 
heavily worn out,” Sagynov says.

Another problem is that these assets 
have been in operation well beyond 
their initial design lifespan: Makmal 
Gold, when it was initially launched 
in 1985, was supposed to operate 
for 10 years, but is still in operation, 
exceeding the initially planned life 
of the mine by some 20 years. The 
Tereksai mine has been operating 
for about 50 years in total, while the 
Solton-Sary mine has been developed 
since 1994. This has resulted in 
Kyrgyzaltyn’s average production 
costs of gold being very high because 
equipment and machinery are 
obsolete and extraction indicators are 
not high compared to gold mines in 
other countries. Production costs at 
Makmal Gold total $1,316 an ounce, 
which means that Kyrgyzaltyn has 
to subsidise the enterprise to keep it 
going. “Besides internal issues with 
assets, infrastructure and funding, the 
company also has to adapt to external 
factors, for instance, investment risks 
and gold prices, which have recently 
dropped from $1,800 in 2012 to $1,080 
in 2015,” Sagynov explains.

Help wanted
Issues over raising funds and running 
assets efficiently have prompted 
Kyrgyzaltyn to adopt a new approach 
to the company’s development and 
draft a “specific plan of actions” to 
reach its goals. “The main strategy for 
the development of our company is to 
turn our production assets into joint 
ventures,” Sagynov says. “This is still a 
blueprint, as we have not yet received 
an approval from our sole shareholder, 
the Kyrgyz government… We have 
obtained an overall go-ahead, but we 
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hope to receive official endorsement for 
our strategy.”

The vice president explains that in 
line with the new strategy Kyrgyzaltyn 
is currently reassessing the realistic 
market value of its production assets 

in order to provide “constructive and 
productive proposals” to potential 
investors. When investors show 
interest, he says, the company will 
know how much its assets are worth 
and can jointly define how much 
investment is required for exploration, 
renovation and modernisation of 
production facilities. “Taking all these 
factors into account, we will be able 
to negotiate our ownership shares in 
future joint ventures.”

Kyrgyzaltyn plans to choose partners 
for joint ventures in open tenders. “As 
a result of creating joint ventures, our 
mines will get separated into self-
sustaining legal entities and when they 
become independent, there would be 
no need for subsidising loss-making 
subsidiaries at the expense of profitable 
ones,” Sagynov suggests.

Alternatives to funding the 
development of mines, like through 
IPOs or issuing Eurobonds, are not 
being considered. “Kyrgyzaltyn is not 
planning an IPO or issuing Eurobonds 
because it is much smaller in size 
compared to companies, for example, 
from Kazakhstan to attract attention 
from global investors,” the vice 
president explains. “Nor does it plan 
to acquire ratings from international 
agencies because it does not plan to 
seek foreign loans.”

However, Kyrgyzaltyn may face 
enormous problems in persuading 
foreign investors to enter a sector 
that has been plagued by political 

interference. The longstanding 
battle the Kyrgyz government has 
been engaged in to win an increase 
in the country's share of the flagship 
gold mine Kumtor has tarnished 
Kyrgyzstan’s image as a reliable partner 
for foreign investors. Via Kyrgyzaltyn, 

the government holds a 32.7% stake 
in Kumtor’s developer Centerra 
Gold, a Canadian company. In an 
effort to renegotiate the joint venture 
into a 50-50 deal, it has hijacked 
environmental, health and safety, and 
other legislation to hinder the mine’s 
operations. The failure to reach a 
deal over Kumtor brought down the 
government of Djoomart Otorbayev 
in April, the third to fall since 2010, 
raising concerns over political stability 
in the country.

The mess over Kumtor 
has contributed to the complicated 
situation regarding the mining sector, 
turning Western investors away. 
Sagynov says the management of 
Kyrgyzaltyn is aware of the bad press 
that the Kyrgyz gold sector gets from 
the situation around Kumtor. “We 
understand that the dispute with 
Centerra and outcomes of negotiations 

that have been going on for the last 
two years have a negative impact on 
the investment climate in the country 
and perceived political risks of doing 
business in Kyrgyzstan,” he admits.

At the same time, he points out that 
since Kyrgyzaltyn is a state-owned 

company, “creating joint ventures with 
its participation would bear much 
less risks”. For example, at Jerooy and 
Kumtor, “the local population have 
been against the development of the 
mines, because they are developed by 
foreigners”. But it would be different 
with future joint ventures with 
Kyrgyzaltyn, Sagynov hopes, because 
“people understand that joint ventures 
should be created, funds should be 
invested, and infrastructure should be 
renewed to keep employing thousands 
of people, creating new jobs and paying 
taxes”.

Sagynov believes the Kyrgyz 
government also realises that it needs 
to reach a compromise with Centerra 
Gold because of the mine’s significance 
for the country. Kumtor accounted for 
7.4% of GDP and nearly a quarter of 
industrial output in 2014.

The jewel in Kyrgyzaltyn’s crown is the 
country’s only gold-refining plant Kara-
Balta, which produces Good Delivery 
gold bars, Sagynov says. With a London 
Bullion Market Association (LBMA) 
certificate in the bag, Kyrgyzaltyn 
hopes that in addition to ore produced 
at Kumtor and Altynken, the plant 
will also process ore produced by 
future joint ventures, fully utilising its 
capacity of 40 tonnes of gold a year. 
It is now operating at 50% capacity, 
Sagynov notes.

Having separated its production assets 
into independent entities, Kyrgyzaltyn 
will be able to turn into a holding 

company expanding its activities 
beyond gold and covering other 
minerals too, the vice president hopes. 
It also plans to develop its transport 
subsidiary and make use of giant 
warehouses to offer logistics services to 
other mining companies operating in 
the country.  

"Kyrgyzaltyn is not planning an IPO or issuing 
Eurobonds" 

"As a result of creating joint ventures, our mines 
will get separated into self-sustaining legal 
entities" 
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infighting within the Democratic Party’s 
own ranks remains.

A bill passed by the parliament will see 
Saikhanbileg retain his post under the 
reformed government, but, for now, 
remaining members of his cabinet will 
take on the duties of the six ousted 
Mongolian People's Party (MPP) 
ministers. The reshuffle will inevitably 
result in some loss of voting power for 
the Saikhanbileg government. The grand 
coalition now includes 47 out of the 76 
lawmakers in the parliament, including 
35 members from his Democratic Party.

A split with the MPP from what was 
a five-party grand coalition had 
been expected in the lead-up to the 
parliamentary election scheduled 
for July 2016, but came sooner than 
expected. Parliament still has not 
decided on crucial mining projects that 
Saikhanbileg was counting on to give 
the economy a boost before the election. 
“Whatever little political and national 

consensus there was on major projects... 
we argue that there will be even less 
with MPP becoming the opposition,” 
Dale Choi wrote in a note to subscribers 
for his research company Mongolian 
Metals & Mining.

Choi worries the government break-
up could hurt Mongolia's investment 
position by signaling to investors 
a return to instability. Mongolia's 
president, Tsakhia Elbegdorj, has a 
similar opinion, writing in a letter to the 
government that the change up could 
result in a “negative impact on society, 
economy, and the country’s reputation 
in the international arena.”

Investors began to lose interest in 
Mongolia after numerous disputes over 
mining projects made the authorities 
appear too difficult to cooperate 
with. Consistent declines in foreign 
investment from 2012 to 2014 were 
followed by slowing growth from 12.3% 
to 7.8%, respectively.

Friend or foe?
The MPP, which will be the Democrats' 
main rival in the election next 
year, joined the government after 
Saikhanbileg took over from ousted 
prime minister Norov Altankhuyag late 
last year. However, the Democrats in 
recent months had begun calling for the 
removal of the MPP, arguing they were 
undermining the government and acting 
as a roadblock to passing legislation. 

Getting deals such as an investment 
agreement worth $4bn for the Tavan 
Tolgoi coal mine – the country's largest, 
which is owned by the government – will 
be harder in the lead-up to the July 2016 
election. Mining deals with investors 
are often unpopular with voters, who 
see mineral deposits as a form of public 
wealth to be shared among citizens. In 
the last election in 2012, many politicians 
campaigned on resource nationalism 
platforms. Saikhanbileg hoped that the 
grand coalition government would hold 
every party equally accountable for 
mining deals and ease worries of attacks 
once the campaign season kicked off.

Toronto-listed Centerra Gold is also 
waiting on a decision from parliament 

Mongolia's political 
growing pains continue 
ahead of 2016 poll
Terrence Edwards in Ulaanbaatar

Young democracies such as 
Mongolia's, which this year 
celebrates a quarter of a century 

since holding its first free election, face 
enormous challenges in maintaining 
government stability, improving the 
living standards of its population 
and battling institutional corruption. 
Growing the economy can help achieve 
these goals, but it's a difficult feat 
balancing the wants of a constituency 
with that of investors – something 
Mongolia is finding to its cost.

Mongolia appears unable to establish 
political stability long enough to agree 
the development of multi-billion-
dollar projects with foreign investors 
that could open the door to another 
mining boom for this country rich in 
copper and coal. The latest setback 
came on August 5, when Prime Minister 
Chimed Saikhanbileg’s Democratic 
Party removed a party from the grand 
coalition government that some felt 
was the source of conflict, but political 

Photo: Daniel Prudek 
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after it twice rejected deals for 
the Gatsuurt gold mine. Labelled 
a strategically important mine to 
Mongolia, the government is entitled 
to at least 34% ownership, but it can 
choose a smaller stake in the project in 
return for higher royalty payments to 
the state. 

Own worst enemy
Although the Democrats may have 
rooted out some disobedient lawmakers 
from the MPP, there is growing 
disharmony amongst themselves. 
Although Saikhanbileg is head of the 
government, it is Parliamentary Speaker 
Zandaakhuu Enkhbold who leads the 
Democratic Party's executive committee. 
Since they agreed to the arrangement 
last year, the two politicians have 
often been at odds with one another. 
Enkhbold went over Saikhanbileg's head 
earlier this year by blocking at the last 
moment the investment deal for Tavan 
Tolgoi with a private consortium led by 
China's Shenhua Energy.

So when the Democrat's executive 
committee led by the speaker agreed 
that the MPP had to go, Saikhanbileg 
had no choice but to tear apart the 
government that he had so painstakingly 
put together. “[The] PM appears to have 
had no choice but to follow instruction 
of DP, led by Parliament Speaker Z. 
Enkhbold,” wrote Choi.

This kind of inflighting has made 
the public even more cynical about 
government. Mongolia's transition to a 
democracy from a Soviet satellite state 
was followed by a decade of economic 
stagnation and the collapse of industry 
that had been maintained by the Soviet 
regime.

Many had hoped mining would bring 
about social change, but others feel 
it has only widened income disparity 
and made government officials more 
corrupt. “The challenge is how to make 
the politicians more accountable to the 
citizens and the politics transparent,” 
says Erdene Bat-Uul, mayor of the 
capital Ulaanbaatar and one of the 
original leaders of the 1990 Democratic 
Revolution. “We need to follow the letter 
and the spirit of the constitution.”   

bne IntelliNews

The Caucasus and Central Asia have managed to halve undernourishment 
levels since the delicate transition from a command economy to a market 
economy that followed the collapse of the Soviet Union, the Food and 
Agriculture Organisation (FAO) of the United Nations highlighted in its latest 
report on global food security.

“After a difficult transition in the early 1990s, often characterised by 
political instability and economic austerity, economic conditions have 
improved significantly and the political situation has stabilised,” the  
report reads. “This progress has translated into lower hunger burdens 
throughout the region.”

The proportion of undernourished in the total population fell to the current 
7% from over 14% in the region in the early 1990s, the report shows. In 
absolute figures, the number of undernourished people fell to 5.8mn, from 
9.6mn soon after the collapse of the Soviet Union.

At the same time, the FAO report says progress on reducing the incidence 
of hunger from the 1990-1992 baseline has been slow in Central Asia. The 
Caucasus countries – Armenia, Azerbaijan and Georgia – and Kazakhstan 
achieved the Millennium Development Goal target of halving the proportion 
of undernourished (PoU) people, with undernourishment at less than 5% as 
early as 2006, but Kyrgyzstan, Turkmenistan and Uzbekistan achieved this 
goal in 2014-2016, it said. “Indeed, most countries have attained PoU levels 
close to, or below, the 5% threshold.”

However, Tajikistan and Mongolia still have a serious undernourishment 
problem. “The prevalence of undernourishment in Tajikistan was estimated 
at 28.1% in 1990-1992, climbing to 33.2% in 2014-2016,” the report says. 
“Civil war (1992-1997) and rapid population growth (5.5mn in 1991 to 8.2mn 
today) influenced these results.” Further East, Mongolia is also struggling to 
close the gap with a current PoU of 20.5%, from 29.9% in the early 90s.

The region has already attained a high level of dietary energy supply (DES), 
the average total number of calories available per person. All countries of 
the region except one (Tajikistan, again) have a DES above 2,500 calories per 
person per day. The average calorie availability is 2,885, quite close to the 
world average of 2,902, the report said.

The average dietary energy supply is calculated as the caloric equivalent of 
food available to the population per day divided by the population, the FAO 
explained. It thus depends partially on the domestic production of food. In 
the region the average value of food production has been steadily increasing 
over the past 15 years. Between 2000-02 and 2011-13, the value of food 
production per capita in the CCA countries increased by 41%, more than 
double the rate of global agricultural growth, the report notes. The FAO 
singles out Georgia and Tajikistan where the value of food production per 
capita is very low, much below the world average of $331 per capita and the 
average for developing countries of $272.

Halving hunger
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agriculture to medicine, Russian companies have leapt 
on the autarky bandwagon to lobby for state support and 
intervention for their particular sectors.

Companies quickly lined up to petition the government for 
support from the Fund. As early as August 2014, the massive 
state oil producer Rosneft floated the possibility that the 
NWF could buy RUB1.5tn of its bonds – coincidentally or 
not, almost exactly the value of its external debt stock. By 
October, Rosneft’s wish list had risen to RUB2.4tn, despite 
the fact that the company’s total investment programme 

for the year was just RUB730bn. Applications followed 
in subsequent months from private sector gas producer 
Novatek, Russian Railways, the so-called Independent Oil 
and Gas company, the power operator Rosseti, and the 
Gazprom subsidiary Neftekhim Salavat. The combined 
value of the applications exceeded the total size of the NWF. 
Capturing the free-for-all atmosphere, Lukoil’s vice president 
Leonid Fedun told reporters that, “if everyone else is going  
to be applying, then we will too.”

But the Russian government has proved reluctant to hand out 
blank cheques from the NWF to sanctioned companies. As the 
chart below shows, the bulk of NWF assets remain in foreign 
currency held on account at the central bank. As of August 1, 
69% of assets were held in foreign currency, compared with 
77% in January 1, 2014 (applying August 2015 exchange 
rates in both cases). Around $5.7bn has been invested in 
domestic infrastructure projects, but several of these, such as 
the Baikal-Amur Railway and the new Moscow Ring Road, 
were approved before the imposition of sectoral sanctions. 

Since the EU and US imposed sanctions on Russia’s 
banking, defence and energy sectors in mid-
2014, there has been speculation that the Russian 

government would use its sovereign reserves to provide 
cheap financing to companies effectively shut out of 
international credit markets. Yet despite strong lobbying 
from powerful state-owned companies, the government has 
to date been reluctant to commit assets from its National 
Wealth Fund (NWF, a sovereign wealth fund) to large 
investment projects in Russia. As disputes over future  
budget spending intensify, the stability of the NWF suggests 
that fiscal conservatives in the government can still fight 
their corner.

As of August 1, the NWF held the equivalent of just under 
$75bn (RUB4.4tn) in assets, accumulated from surplus 
energy revenues during Russia’s boom years. Under 
government rules, up to 40% of NWF assets can be invested in 
infrastructure projects in Russia, with a further 10% assigned 
respectively to both the Russian Direct Investment Fund and 
the nuclear holding Rosatom.

The official purpose of the NWF is to provide sustainable 
support to the pension system. Its assets are, therefore, 
intended to be placed in secure long-term investments that 
offer a good rate of return. Yet the government has in the 
recent past ignored these rules for the sake of short-term 
goals. Most notably, in December 2013 it loaned $3bn from 
the Fund to the government of former Ukrainian president 
Viktor Yanukovych, despite Ukraine’s low credit rating. Had 
Yanukovych not been overthrown in February 2014, Russia 
would have increased the loan to a massive $15bn.

Autarky bandwagon
Following the imposition of sectoral sanctions by the West, 
expectations were high that the Russian government 
would raid the NWF to bail out companies and provide 
short-term support to those no longer able to tap financial 
markets. Russia’s standoff with the West has consolidated 
protectionist attitudes within the leadership. From 

THE INSIDERS: 

Russia’s surprisingly 
stingy sovereign  
wealth fund

“Rosneft, the most prominent 
supplicant for NWF funding,  
has received short shrift”

Alex Nice of The Economist Intelligence Unit
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high-value infrastructure projects, not as soft loans to cover 
general operations for struggling state companies.

The government’s approach to managing NWF assets has 
wider implications for the likely trajectory of budgetary policy 
over the next few years. It suggests that those in the "economic 
bloc" advocating fiscal prudence continue to be heeded. While 
economic policy has taken a dirigiste turn over the past year, the 
government has so far balanced the demands of industrial lob-
bies for short-term support against the need to maintain good 
macroeconomic fundamentals and maintain external buffers.

However, the struggle for state resources is only beginning to 
heat up. With commodity prices likely to stay low over the next 
few years, Russia’s elite will be riven by deep disagreements 
over the fiscal policy and the division of public funds. The 
finance ministry’s ambitious plans to reduce the deficit 
to under 1% of GDP by 2018 will come into conflict with 
spiralling defence commitments and political pressures to 
boost spending as the next electoral cycle approaches.

The story of the NWF is an encouraging sign of how these 
conflicts will be managed, but it is early days. 

Alex Nice is an analyst at The Economist Intelligence Unit.

Of the funds allocated since mid-2014, a large share of these 
(RUB280bn) has gone to recapitalise systemic banks through 
the acquisition of privileged shares. 

Rosneft, the most prominent supplicant for NWF funding, 
has received short shrift. In February this year, President 
Vladimir Putin gave a public dressing down to Rosneft boss 
Igor Sechin for seeking state support for a proposed refinery 

in the Far East. Of 28 projects put forward by Rosneft by the 
end of 2014, only five were considered by the government. 
And in early August, Vedomosti reported that Putin had 
rejected all but one of these proposals, leaving only an 
application of RUB89bn to support the construction of a 
shipbuilding facility on the table.

Overall, the government has so far refused to raise the 60% 
cap on domestic investments for the Fund, and has broadly 
stuck to the principle that assets should be used to support 

“If everyone else is going to be 
applying, then we will too”

69%

4%

4% 19%

77%

6%
4%

Structure of NWF - 1 August 2015

 Foreign reserves at Russian Central Bank

 Ukraine sovereign debt

 Deposit at Vnesheconombank

 Infrastructure investments

 Privileged shares of systemic banks

 Deposit at VTB and Gazprombank to support infrastructure projects

 Foreign Reserves at Russian central bank

 Deposit at Vnesheconombank

 Ukraine sovereign debt

Structure of NWF - 1 January 2014

4%

13%



bne  September 201566    Opinion

regime, and in any case there is a complex balance of terror 
in place dating back to the Soviet times to prevent any such 
“Bonapartism”. (Even just consider the triangular disposition 
of forces in Moscow itself, where a division of Interior Troops 
responsible to the Ministry of Internal Affairs, three army 
brigades and the Kremlin Guard watch and counter each 
other.) Rather, the threats they pose are multiple.

Home grown
Russia today faces no external, existential threats. Nato is not 
waiting for the moment to roll its shrinking numbers of tanks 
eastwards. (Let’s be honest: it never even wanted Ukraine 
as a member.) China is happy to buy whatever it wants from 
a Russia desperate to sell; who knows what the medium- 
to long-term future may hold, but for now Moscow needs 
Beijing and Beijing, well, finds Moscow sometimes useful and 
otherwise no more than mildly irksome. The North Caucasus 
remains a bleeding wound, but even if IS finds a foothold 
there, it cannot bleed Russia enough to kill it, but at most leave 
the region a necrotic mess.

Why might IS be able to penetrate the North Caucasus? 
Because the region is ruinously under-developed, subject 
to crippling levels of corruption, lawlessness and youth 
unemployment, and as a result prone to the kind of legitimacy 
gap that leaves populations prey to all kinds of radical 
solutions. This is an extreme but useful metaphor for the real 
threats to Russia: they are home grown. Domestic failures 
of governance generate domestic challenges, which may 
be exacerbated by external pressures and translated into 
alien idiom – after all, historically the North Caucasus was 
Muslim, but by no means prone to the kind of jihadist excesses 
for which first Al-Qaeda and then IS stand – but which are 
essentially native.

In this context, the Kremlin’s concentration on the forms of 

Mark Galeotti of New York University

Russia regards itself as under threat. Perhaps that is 
not surprising. Pew Global’s latest survey of attitudes 
towards Russia found only three countries – Vietnam, 

Ghana and, by just 1%, China – regarding it overall in positive 
rather than negative terms. Meanwhile, US military officers 
queue up to describe it (laughably) as their country’s number 
one security challenge, Nato is reinvigorated, and the very 
thing the ill-starred Donbas adventure was meant to forestall, 
closer Ukrainian alignment with the West, is becoming 
increasingly evident.

Even before the present storm of Russophobia and 
Russianoia, though, Vladimir Putin was pre-emptively 
arming with all the profligate enthusiasm he cold muster. 
The 2011-2020 State Armament Programme envisaged a 
massive overhaul of military equipment, while a reform 
process launched in 2008 saw organisational changes meant 
to take fullest advantage of new capacities. Indeed, just in 
August a new Aerospace Forces command was established  
to unite air, air defence and space forces.

Although this is a process still very much underway – the 
smooth occupation of Crimea by elite units should not be 
considered evidence that all Russian troops are as professional 
and capable – it does mean that Russia today has military 
capacities it lacked in 2008, let alone 1998.

So is Russia more secure? There’s the rub. The depressing 
irony is that despite an array of real challenges, from the 
prospect of a rising Islamic State (IS) presence in the unruly 
North Caucasus to the quagmire in the Donbas region of 
Ukraine, in many ways the greatest threat comes from the 
security apparatus itself.

By this I do not mean the prospect of a coup or the like. That 
is not at all likely: in the main they are loyal to the Putin 

STOLYPIN: 
Russia’s biggest  
security threat:  
its security forces
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radicalisation, the brain drain, health, crime and terrorism. 
Halving the overall defence spend would be very unlikely to 
change Russia’s external threat environment. On the other 
hand, it would leave money to spend on schools and hospitals, 
on police officers and social workers, on microfinance in 
Dagestan and grants to encourage resettlement in the Russian 
Far East. In other words, to address some of those real 
problems. At present, though, the military and above all the 
defence industries are eating the funds that might otherwise 
be used more productively.

(In)security states of mind
Meanwhile, the very scale of the military reform programme 
and the way it has allowed at least part of the military to 
brought to a far higher level of operational readiness means 
that it inclines a regime which, after all, is run by people who 
feel a close affinity to the military without ever having served 
in the ranks, to an overconfident assertiveness that causes its 
own problems.

The very ease with which Crimea was taken seems to have 
been a crucial factor in the hasty decision to move on to the 
Donbas. The outcome is a miserable conflict with no good 
outcomes for Moscow, which has seen its global standing 
plummet, its forces sucked into an unacknowledged but 
obvious proxy war, and a downed civilian airliner on its 
record, if not it seems on its conscience.

Furthermore, following the old cliché that every problem 
looks like a nail if all you have is a hammer, the Kremlin 
– watching its soft power and its economic leverage drain 
away – turns to military means in a desperate bid to exert 
influence. Bombers buzzing Nato airspace, warships in the 
Mediterranean and missiles being hawked to the global 
awkward squad do not represent a bid to create a neo-Soviet 
empire, just a desperate and ham-fisted attempt to become 
sufficiently worrying to the West that it seems better to 
make a deal with Moscow rather than maintain the present 
confrontation.

Yet here is the irony: Russia’s new military capacities, while 
actually quite moderate, and its “heavy metal diplomacy” 
have empowered every hawkish Russophobe in the West and 
precisely make Moscow look like a threat. Frankly, if ever 
there was a time for a statesmanlike willingness to step back 
from military postures and, by slashing defence expenditures 
address at once the country’s geopolitical and economic 
threats, it is now. No statesmen of that sort seem to be 
occupying the Kremlin, alas. 

Mark Galeotti is Professor of Global Affairs at the SPS Center 
for Global Affairs, New York University. He writes the blog In 
Moscow’s Shadows (http://inmoscowsshadows.wordpress.com/) 
and tweets as @MarkGaleotti.

military and security power in the name of presumed national 
defence and geopolitical status actually become problems, if 
only the regime were willing to see this.

Eating security
The first and most obvious is the sheer cost of Putin’s 
aspirations. The initial armament programme envisaged 
spending around RUB23 trillion over ten years. While 
assigning a dollar value to this is difficult and meaningless 
in today’s volatile days, that’s something like a sustained 
3.0-3.5% of GDP over that decade, assuming no dramatic 
further economic decline. This is around the same level as the 
US spends on its military: but remember, this is not the total 
defence budget but just procurement, spending on stocking up 
the toy box. Actually maintaining the military, and fighting an 
undeclared war in the Donbas, all that is extra, bringing the 
total up to at least 4.5%.

That is a great deal of money for a country also grappling 
with the need to modernise its infrastructure, diversify its 
economy, top up its pension pot, uplift Crimea, cope with 
massive regional inequalities (worsened by over $100bn in 
regional debt) and also absorb the levels of embezzlement and 
corruption necessary to keep the elite in the style to which 
they have become accustomed.

Despite upbeat claims, there is already evidence of some 
attempts to shave away at this procurement budget, with 
some projects being staged (the usual euphemism for put 

on the back burner) and others scaled down. However, 
ultimately these commitments are at least as much about 
placating a politically powerful defence-industrial complex 
than actually giving the generals what they think they need. 
Considering the plight of so much of Russian manufacturing 
these days, although logic might suggest less spent on tanks 
and more on subsidising cars, the usual result is that the 
defence industrialists leverage this to protect their  
order books.

So what? Every ruble spent on a tank or a missile unlikely to 
be used in anger and in any case hardly necessary for national 
security, is a ruble not spent on something else that might 
actually be more useful. If one accepts that the real challenges 
to the security of the current Russian state are domestic, then 
one has to look at such issues as poverty, under-development, 

“The Kremlin’s concentration on the 
forms of military and security power 
in the name of presumed national 
defence actually become problems”
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as a sign that Turkey’s finances are in better shape than ever 
and that it is not expected to plunge into crisis. It hasn’t 
yet, but the political mess could dangerously change that 
dynamic.

We need to talk about Erdogan
The coalition talks never seemed to have any seriousness 
about them. Prime Minister Ahmet Davutoglu and his Justice 
and Development Party (AK) had more than 40 hours of 
meetings with the main opposition Republican People’s Party 
(CHP), to no avail. When Davutoglu had supposedly last-ditch 
talks with CHP leader Kemal Kilicdaroglu on a balmy evening 
in August, newspapers dwelled on their dinner menu (okra, 
rice and steak with a berry dessert, in case you’re wondering) 
and reported the discussions they had had about art, such 
was the lack of useful information or political substance. 
Davutoglu later claimed the parties were too far apart on 
education and foreign policy. Kilicdaroglu said AK never 
offered a proper, long-term coalition deal. The two other 
parties, the nationalists and the Kurds, ruled themselves out 
right from the start.

PM Davutoglu was at least credited with wanting to form an 
alliance to escape the long shadow of President Recep Tayyip 
Erdogan, AK’s strong-willed founder. He said he was under 
so much pressure that his own side called him a traitor for 
even talking to the CHP. The winner is undoubtedly Erdogan, 
who wants new polls in the hope that AK would gain 18 more 
seats and govern alone again. This could keep alive his hopes 
– dashed once already at the ballot box – for turning Turkey 
into a presidential republic with his good self at the helm. 

Suna Erdem in London

When my son first started at primary school he would 
complain that he spent playtime sitting all alone on 
the euphemistically-named “friendship bench”, as 

no one would come and talk to him. A quick survey of other 
parents revealed that all of his friends had been saying the 
same thing. “Come on,” we rebuked them. “You can’t all have 
been alone on the damn bench at the same time!”

I was reminded of this when observing the disarray in Turkey 
after the June 7 election threw up the need for – gasp – 
cooperation among politicians. Watching the squabbling 
bunch fail to form a coalition, then start preparing for new 
elections just five months later, I was tempted to scold them: 
“Come on, it can’t always be the others’ fault! And if there’s 
another election, you can’t ALL win more votes.”

For a country that was once the region’s rising star – one 
that managed to survive the global financial crisis relatively 
unscathed – the picture is a depressing one. Deja vu seems to 
be the phrase du jour. Uncooperative political parties playing 
the blame game and failing to form the stable coalition 
demanded by election results; a resumption of hostilities 
between Kurdish separatist rebels and the Turkish military in 
the southeast, with the accompanying daily cricket score of 
deaths (military ‘martyrs’ vs Kurdish “terrorists”); attempts 
to lift the parliamentary immunity of Kurdish MPs and send 
them to jail; tourism hit by war and mayhem on Turkey’s 
borders. It’s all so very 1990s. And all after what now appears 
to have been a series of golden years when such behaviour was 
believed to be a thing of the past.

The one major difference today from those lost years is the 
economy. The lira is losing value, but not at 80% a year. The 
stock market is lower, but it hasn’t crashed. Interest rates 
are creeping up, but the 1,000% overnight rates that once 
appeared in the 1990s still seem a distant and somewhat 
incredible memory. The relative lack of panic is being taken 

BEYOND THE BOSPHORUS:  

Turkey needs new 
elections like a 
hole in the head

“There’s no crisis but there is 
stagnation”
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sharply weaker lira, higher interest rates and lower export and 
tourism revenues. The more the conflict escalates, the more 
the bill will increase.

An unnecessary second election budget of TRY600mn 
($215mn) is feeding into a recently stuttering economy. The 
Istanbul stock market has lost 20% of its value this year. Indi-
vidual and private sector borrowing is high and very vulnerable 
to instability, while the consumer boom that has carried AK’s 
economic renaissance is suffering as people shun shopping 

malls for fear of terrorism. The government’s desire to return to 
a majority could also lead to expensive election bribes. As one 
analyst said, Turkey needs new elections like a hole in the head.

What its petulant, childishly arguing politicians need now is  
a clip round the ear. 

What the opposition parties hope to achieve with their own 
intransigence, nobody really knows.

Nail Olpak, the head of the normally pro-government trade 
group MUSIAD, is in despair. A plague on all their houses, he 
says. A second inconclusive election to be held in November, 
followed by further coalition talks, could mean 2016, as well 
as 2015, is lost in terms of any meaningful economic progress: 
“There’s no crisis but there is stagnation. The region is hardly 
a bed of roses. It’s unclear whether Greece will go bankrupt. 
I don’t think you have the luxury, as things stand, to say ‘my 
economy is strong so I can string things along’. We’ve told 
all the parties – if you drag this out, whichever government 
emerges will take charge of a blocked system.”

And if there was any doubt about the potential harm, veteran 
financial writer Zulfikar Dogan has been hard at work with 
his calculator. He cited a government report estimating the 
economic losses from the Kurdish war between 1986 and 
2012 at $1.2 trillion. The government had to borrow billions 
to finance its growing defence budget and would have to do 
so again now. Dogan reckons the violence between July 20, 
(when Turkey responded to a suspected Islamic State-backed 
attack with all-out war on both the Islamists AND the PKK) 
and August 5 has cost the country up to $55bn because of a 

“An unnecessary second election 
budget of TRY600mn is feeding into  
a recently stuttering economy”

Emerging Markets Direct –  
your data source for emerging markets
Malaysia Oil & Gas Industry Report – 2015
j.mp/malaysiaoilreport

Gas exports acts as a major foreign exchange genera-
tor for the country. However, reduced production of oil 
and increasing domestic consumption of gas has sup-
pressed the export growth of gas in the last few years. 
•  Domestic oil and gas industry (mining and 

production) accounted for around 13% of the 
country’s total GDP as of 2014.

• As of December 2013, Malaysia had total proven 
reserves of 5.9 billion barrels (Bbbl.) of crude oil.

• After August 2014, crude prices saw a steep 
depreciation after the lowest price of USD 47.4/bbl 
was recorded in January 2015 while during H1 of 
2015, the average price of crude oil reached  
USD 56.1/bbl.

Indonesia Textile & Garment Industry Report – 2015
j.mp/indonesiatextilesreport

There is a huge opportunity for the textile industry to 
expand and capture a larger market share globally. Ma- 
jor challenges facing the industry include soaring global 
prices of raw material, raw material declining supply, 
and global climate change. Some of the initiatives 
undertaken by the Ministry of Industry to boost 
investment include exempting import duties on raw 
materials and machine imports over a two-year period.
• The export value of textiles and textile articles 

reached USD 13.1bn in 2014, up slightly by 0.6% y/y.
• The general overall industrial production index grew 

by 4.8% y/y in 2014, lower than the 2013 figure, 
while the production index for garments sector grew 
at a moderate 3.6% y/y in 2014, after growing by 
8.4% y/y in 2013.

store.emergingmarketsdirect.com
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Perpetuum Jazzile hits all 
the right notes

Brand PJ
Founded in 1983 with the express aim of singing modern 
rhythmic music – be it jazz, pop, disco or bossa nova – as 
opposed to traditional classical or folk melodies, Perpetuum 
Jazzile too has seen big changes in the past decade, arguably 
developing into Slovenia's best-known international brand.
With anything from 30-40 singers on stage, PJ appeared in 
front of Ban Ki-moon at the UN in New York during their North 
American tour of 2011; received ecstatic audience receptions 
in Germany a year later; and filled the 10,000-seat Stozice 
Arena in Ljubljana twice for their 30th anniversary concerts in 
November 2013.

Kester Eddy in Ljubljana

W hen, in 2005, a colleague at work suggested to Jan 
Trost that he audition for Perpetuum Jazzile – at 
the time a Ljubljana-based a cappella ensemble 

of merely domestic repute – the young advertising account 
manager decided to try it out.

“My colleague knew I could sing, but I didn't have any 
musical background, not even a school choir,” Trost tells bne 
IntelliNews. “Still, I was kind of finishing my basketball 'career' 
and needed something to fill up my free time, so I said: let's 
see what can come up out of this?”

A decade later, Trost, who sings bass, is in his third year as 
elected president of the group: together with his partner, 
first soprano Ursa Cigler, the couple have a six-year-old 
son, Tine, who is still “the only 100% PJ child,” says Trost, 
referring to the group by the standard abbreviation used by 
'insiders'. “We [Ursa and I] met in the group, and it's been 
great ever since. That's the short version of the story, I don't 
think we have time for the long one,” he jokes over coffee in 
a Ljubljana cafe.

“They have a quite unique approach, 
which is why they're so successful, 
and they are a big ambassador for 
Slovenian culture”
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“They have a quite unique approach, which is why they're 
so successful, and they are a big ambassador for Slovenian 
culture,” says Ales Caks, editor of Trendi, a lifestyle magazine 
in Slovenia.

As if to underline the point, Perpetuum Jazzile performed 
at the 2015 World Exposition in Milan to mark Slovenia's 
national day in June, and starred in the Slovenian Tourist 
Board's latest promotional videos released in July.

Not bad for a bunch of part-timers who, until 2009, had 
an international fan base restricted primarily to Slovenia's 
immediate neighbours – Austria, Italy and Croatia.

That all changed with the release of 'Africa' – an a cappella 
cover version of Toto's 1983 Billboard 100 chart topper – in 
which the introduction features the singers imitating a tropical 
thunderstorm through an ingenious mixture of jumping, 
snapping fingers and slapping thighs. The performance went 
viral on YouTube, sparking global interest in the group. To date, 
the original video has attracted almost 19mn views, accounting 
for nearly 40% of total hits on the PJ's official YouTube channels.

The sudden success of Africa, however, was no fluke, but 
rather the result of years of hard work, argues Bostjan Usenik, 
PJ manager, former president and the group's sole full-time 
employee. “The audience just doesn't imagine how much 
work, and how long a period of training it takes to get to such 
a high level musically,” he says.

Indeed, mere musical talent is but one of the characteristics 
essential to become a PJ member. As Trost notes: “It has 
happened that people got through the audition and they 
were great singers, but socially and emotionally, they didn't 
connect. It just didn't work.”

Which is an indicator, perhaps, of the nature of the 
foundations underpinning the group's success. Peder Karlsson, 
a famed Swedish a cappella specialist, was recruited in 2011 as 
a musical mentor. As Karlsson recalls in a documentary video 
on the group: “The very first rehearsal I did with Perpetuum 
Jazzile, I practised a song I'd written called 'Anything can 
happen’… They were so fantastically good. For me, that's 
because they have spent so much time together, so the 
friendship they have, that comes out in the music.”

Both Trost and Usenik credit Karlsson as a major factor in PJ's 
recent development musically. “Scandinavians are at a much 

higher level as far as a cappella music,” says Usenik, as well 
as in terms of managing a group of 50 singers and necessary 
associates.

“He's brought some very important Scandinavian values, of 
working together and dissolving the hierarchical structures, 
for example, encouraging the singers to come up with their 
own arrangements,” says Usenik.

Musical balance
But has 'Africa', the subsequent fame and (much-needed) 
extra income, possibly eroded the very values that were 
essential to the group's success? “You have to find a balance. 
It's not unsustainable to work semi-professional. We have 
always been pursuing professional goals in terms of the quality 
of music, so adding one just more factor, like [the singers] 
getting a bit of money, and we're talking of a bit of money, is 
not such a major change,” says Usenik.

Trost concurs, stressing that PJ is still “more like a social 
association”, in which genuinely binding relationships, loyalty 
and devotion count far more than a mere professional cash-
for-services trade-off.

The success, however, has tested some members in terms of 
the workload: last year, for example, saw more than 120 group 
events, ranging from rehearsals to concerts to video shoots. 
That translates into a personal commitment averaging once 
every three days – an enormous strain for members seeking to 
hold down a full-time job and raise a family. “In the past years, 
in a way, we've maybe over-done some stuff. The singers, at 
some point, said, now that's a lot… so we've had to turn down 
some projects,” Usenik admits.

Concerns of overwork, however, have not thwarted plans for 
what appears to be PJ's most adventurous project to date, 
certainly in terms of logistics – a tour of China planned for the 
autumn. “There are only two concerts confirmed so far, so it 
is not by far the biggest tour [we've undertaken],” says Trost, 
“but it is, perhaps, the first of many to Asia.”  

“It has happened that people got 
through the audition and were great 
singers, but socially and emotionally 
they didn't connect”
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That is not to say criminal activity did not exist in the 
communist era; Arsovska points to links between the 
secret police, Sigurimi, and organised crime, and top-level 
agreements to allow Italian Mafiosi to store contraband 
cigarettes in Albanian airports. However, this involved only a 
small segment of society. Studies of Albanian émigrés before 
the mass migration in the 1990s also find little evidence of 
criminal activity.

Consequently, Arsovska believes that poverty, lack of 
opportunity and unemployment are the main causes of 
organised crime in Albania and Kosovo. In both countries, 
the formation of criminal organisations was accelerated by 
traumatic events in the late 1990s.

The pyramids
In Albania, huge pyramid schemes, many of them endorsed by 
government officials, started to collapse in 1997. Lax financial 
regulation and a lack of financial literacy led to around two-
thirds of the entire population sinking an estimated $1.2bn 
into these schemes. Violent protests and demands for then 
president Sali Berisha, still an influential figure in Albanian 
politics today, to resign erupted into mass unrest, bringing the 
country to the verge of civil war.

The vigilante gangs formed during this period were the 
precursors of many later criminal organisations. “Violent 
groups created small armies for protection and to impose their 
influence on Albanian citizens, and rivalries between criminal 
gangs and individuals increases. Extortion, kidnapping, and 
corruption became common,” writes Arsovska.

The country was also flooded with firearms, as rebels looted 
army stockpiles in the south, while in the north Berisha 
opened depots to allow citizens to arm themselves against 
rebel groups. Virtually every man and boy over the age of 10 
owned at least one firearm.

The collapse of the pyramid schemes also coincided with 
a “highly corrupt” privatisation campaign resulting in the 
closure of state firms and mass unemployment. Desperate 

Clare Nuttall in Bucharest

The rise of an “Albanian mafia” with a reputation for 
closed ranks and extreme violence has aroused fear and 
suspicion in the West for years. Jana Arsovska’s book, 

“Decoding Albanian Organized Crime”, looks beyond the myth 
that Albanian traditions were behind the rise of organised 
crime both in Albania and abroad.

Originally from Macedonia, Arsovska relates how her study of 
Albanian organised crime originated from her personal experi-
ence as a victim of extortion by a local criminal group when she 
set up a coffee bar back in 2001, towards the end of a period 
of violent unrest in the region. Now an assistant professor of 
sociology at the University of Leuven specialising in transnational 
organised crime, she has thoroughly researched the causes of 
the explosion of criminal activity in Albania and Kosovo, which 
reached its peak between 1997 and 2001, and its spread abroad.

One of the key points made in her book is to debunk the myth 
that Albania is an inherently criminal society or that traditions 
– in particular the Kanun, a medieval code of honour that has 
enjoyed a revival since the collapse of communism – are the 
basis for criminal activity.

Arsovska’s interviews reveal socio-cultural confusion and a 
low level of understanding of the content and principles of 
the Kanun. This has, however, not stopped “scarily confused 
young men” from using the code to justify their actions. “The 
myth that the traditional Albanian ‘culture of violence’ and 
the customary Kanun laws have led to a drastic increase in 
organized crime in Albania is just that, a myth. Instead, it is 
life events or transitions that have positive or negative effect 
on people’s decision to get involved in organized crime,” 
Arsovska argues.

Albania’s transition to capitalism was among the harshest 
in the former Eastern Bloc. One of the world’s most isolated 
communist regimes, the socialist security blanket was 
suddenly ripped away at the same time as the population was 
exposed to Western media and advertising that illuminated 
the vast difference in the standards of living between Albania 
and Western Europe.

BOOK REVIEW: 

The Albanian mafia – 
myth and reality
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BOOK REVIEW: 

“We are in power; that is democracy”

Albanians, with no legitimate means to earn an income and 
trying to recover their lost savings, either emigrated or turned 
to crime; as a result, says Arsovska, “this period in Albania was 
marked by exceptionally high levels of violent crime, extreme 
poverty, and corruption.”

During the same period in neighbouring Yugoslavia, the late 
dictator Slobodan Milosevic’s repressive policies against the 
Kosovan minority intensified, leading to the formation of the 
Kosovo Liberation Army (KLA). “There is little doubt that the 
seclusion of Albanians from the formal state apparatus, as 
well as the maintenance of a shadow government, all played 
a causal role in the rise of organized crime in Kosovo,” writes 
Arsovska, referring to criminal activities, in particular drug 
smuggling and extortion from the Kosovan diaspora, used to 
finance the KLA, which “depended on the financing provided 
by patriotic bandits across Europe and the United States.”

The ties forged during these traumatic events in the two 
countries have contributed to the situation where today, 
according to Arsovska, “a thin line divides politics, business, 
and organized crime structures in Kosovo and Albania.”

Innocents abroad
A large part of the book focuses on Albanian criminals 
abroad, who are typically involved in drug smuggling, human 
trafficking and prostitution, gaining a reputation for extreme 
violence even in comparison to other mafia groups. Arsovska 
profiles some of the most notorious including Basri Bajrami, a 
member of the Haemers gang that kidnapped former Belgian 
prime minister Paul Vanden Boeynants in 1989.

Here again, she looks at the discrepancy between myth and 

reality. Some like Besmir (a pseudonym), the Kosovo Albanian 
leader of a criminal group that specialised in the extortion 
of nightclubs, is believed to have collected around €15,000 a 
month for the KLA, fitting the profile of the “patriotic bandits”, 
whose “criminal activities were legitimized in the name of 
“nation building” and “ethnic survival”.

Many Albanian criminals too saw profiting from crime 
against “the West” as justifiable in a way that using violence 

at home was not. However, this does not fit, for example, 
with violent crime within Albania, or the way Albanian 
women have been trafficked, forced into prostitution and 
subjected to violence.

The concept of an “Albanian mafia” analogous to the Cosa 
Nostra is also revealed to be a myth. Instead, there are a 
number of individual criminal gangs made up of ethnic 
Albanians. Rather than being masterminded by criminal 
bosses back home, many Albanians entered a life of crime only 
after failing to find better options when they moved abroad. 

“Decoding Albanian Organized Crime: Culture, Politics, 
and Globalization” by Jana Arsovska, University of California 
Press (2015).

“The concept of an Albanian mafia 
analogous to the Cosa Nostra is 
revealed to be a myth”

afforded to many books which are critical of Russia but, for 
those who really want to understand modern Russia and get 
an unbiased view of the political evolution, this book fits right 
into that category.

“Authoritarian Russia: Analysing post-Soviet regime 
changes” is a book about how and why Russia failed to 
become a democracy after the collapse of Communism, 
and about the “causes and consequences of its trajectory 
of regime changes toward authoritarianism after 1991”. 
Basically it explains how Russia got from communism to the 
current political system and also offers some guidance on 
what could happen next.

Chris Weafer in Moscow

"Boris Yeltsin was able to have a constitution 
adopted in a referendum that guaranteed him 
broad powers and an almost complete lack 

of checks and balances – the first major step toward the 
poisoning of Russia’s political institutions and guaranteeing 
the transition to Vladimir Putin”. That is a statement likely to 
infuriate many who view Yeltsin as the saviour of democracy 
in Russia and Putin as the leader who rolled it back to 
authoritarianism. To those who hold such a simplistic view, 
I encourage they read “Authoritarian Russia: Analysing 
post-Soviet regime changes”, written by Vladimir Gel’Man, a 
professor of political science at the University of St Petersburg. 
It has not been published with the fanfare and publicity 
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The author examines the decisions taken by Gorbachev and 
shows how they combined to steer Russia away from the path 
taken by former Soviet states in eastern Europe and towards 
a path which led to Yeltsin and then to Putin. He explains 
the key difference is that Russian political leaders set out to 
maximise their power and, in so doing, faced much weaker 
institutions and very few political restraints. That was not the 
case in the east European countries.

Specifically, Gel’Man states that the Russian political system 
of the early nineties developed as it did because A) there was 
no meaningful external influence (as was clearly the case in 
other Soviet states); B) the public remained largely passive 
and undemanding in the crucial early years; C) the so-called 
elites (ex-communist and security force leaders) played each 
other to a zero-sum game; and D) ideology played a very 
small role.

In those critical early years the author says that expectations 
about how Russia should develop, ie. similar to a Western 
model, were almost all held by those outside of the country 
rather than by the important players inside. The book explains 
how even those who notionally pursued a democratic course, 
in reality were simply consolidating their own power and the 
position of those around them. In other words, democracy 
was never eliminated from the process but was, and continues 
to be, used as a sort of smokescreen for the building of 
authoritarian regimes. Gel’Man quotes Anatoly Sobchak, the 
former mayor of St Petersburg and one of those credited with 
trying to bring democracy to Russia. Sobchak said when asked 
about what he intended to do to further advance the political 
process: “we are in power; that is democracy”.

Yeltsin’s first term as president is widely viewed as having 
been the most democratic period in Russia’s history. Gel’Man 
points out that through his actions in that period Yeltsin 
actually consolidated the authoritarian nature of the regime 
and grabbed even greater power for the presidency. He cites 
specific examples of how Yeltsin’s team effectively eliminated 
all rivals who had little or no public support, and adopted a 
new constitution that killed off all executive accountability 
to the legislature. In that respect, Yeltsin held exactly the 
same position as Sobchak and is quoted by the author as 
saying, when asked about the lack of accountability in the 
Kremlin: “To put it bluntly, somebody had to be the boss in 
the country; that’s all there was to it”.

There is a lot of debate and relatively little clarity as to exactly 
how Vladimir Putin came to be in the position where he would 
be appointed Yeltsin’s successor. The list of those claiming 
credit for promoting him grows by the month. But one factor 
is very clear: Putin’s path to the presidency would have been 
much less easy had Boris Yeltsin not given him his blessing 
as successor. That he did on New Year’s Eve 1999. Yeltsin, 
having built up unaccountable powers as leader of the country, 
chose to transfer all of those powers to Putin. In return, the 
new president’s very first action was to grant guarantees of 
immunity to Yeltsin and to members of his family.

The author then considers how Putin has been able to build 
on the considerable authoritarian powers inherited from 
Yeltsin to greatly enhance his position. In particular the book 
sets out the sometimes elaborate, often very simple, system 
of positives and negatives, ie. carrots and sticks, which Putin 
created to ensure loyalty from the elite. Putin has been able 
to create a much more elaborate and effective scheme than 
Yeltsin because of the huge amount of hydrocarbon export 
revenue – approximately $3 trillion – which has come into 
the state coffers since 2000. But broadly it is the same plan 
according to the author.  

The future
So, what happens next? Gel’Man highlights the reasons why 
Putin’s position has been safe thus far. These include A) there 
is a prohibitively high entry barrier for non-aligned parties 
and candidates to challenge the incumbents; B) there is one-
sided media coverage in favour of the incumbents; C) the 
use of direct and indirect state funding of the incumbent’s 
political campaigns; and D) more often than not the biased 
resolution of election disputes in favour of the incumbents. 
To put in simply, the author claims that the longer the current 
status quo regime is maintained, the more costly it is to 
overcome it.

But Gel’Man is not pessimistic about the possibility of regime 
change. His conclusion is that this is a question of “when” and 
by “what means” rather than “if”. In that respect the book 
ends in a more hopeful note (to those who wish real political 
rather than just nominal regime change). He says: “from a 
historical perspective Russia deserves to be judged as a slow 
developer, not as an outlier of political regime change”.

As to how this may happen? On the one hand, history shows 
that the “only real incentives for political actors to effect 
changes are genuine threats to their political survival”. In 
other words, when there is no other choice. But Gel’Man’s 
work also cites examples of change that came as a result of 
the poor choices and actions of authoritarian leaders, which 
led to unplanned and spontaneous actions by the opposition 
and by the people. The demonstrations of December 2011, 
which resulted from clumsy vote-rigging in the Duma 
elections, can be put into that category. It can be said that 
Putin’s response to those demonstrations was effective, albeit 
very expensive.

It also explains why the economy matters a great deal to the 
Kremlin. History shows that people are never too bothered 
about politics so long as their disposable income and way of 
life is improving. Choosing geopolitical adventures over the 
wellbeing of the domestic economy is one of those mis-steps 
that the Kremlin seems presently to be very aware of. Its 
survival may depend on how well it manages a post-recession 
recovery. 

“Authoritarian Russia: Analyzing Post-Soviet Regime 
Changes” is published by the University of Pittsburgh Press
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the glasnost policy of openness, and his assertions were largely 
borne out. So much so, that when Conquest's publisher asked 
for a follow-up book, he is said to have suggested calling the 
new version, "I Told You So, You Fucking Fools", after the mock 
title was jokingly proposed by his old friend Kingsley Amis. 
(The final title was "The Great Terror: A Reassessment".

Unrivalled in its bold, painstaking and principled execution, 
the original work had earned the author “the thanks of 
humanity”, Bernard Levin said, calling it a “major contribution 
to civilisation”.

“I urge anyone who considers themselves civilised, or even 
capable of becoming so, to read this mighty and dreadful, 
fervent and controlled, just and merciless, rolling and detailed, 
timely and prophetic and – above all – most necessary book," 
Levin added.

The recognition did not end there. Conquest received 
numerous honours and awards over the years, and in 2005 
he (along with diverse figures like Aretha Franklin and Alan 
Greenspan) received the US Presidential Medal of Freedom 
from George W. Bush at the White House.

Stalin whispers from the grave
While Conquest's death on August 3 was widely acknowledged 
overseas, it generated almost no column space in Russia. 
Practically alone in acknowledging the historian's work, 
journalist Dmitry Bykov wrote in the oppositional Novaya 
Gazeta newspaper that the magnitude of the "The Great Terror" 
lies “not at all in how it opened the world’s eyes to the scale of 
Soviet crimes. It lies in how it explained the nature of this – and 
also the nature of everything that is happening in Russia today.”

Having watched Stalin hold sway from the grave over a 
significant part of the Russian population to his last days, 
Conquest would probably have expected the silence and 
predicted an eventual counter-revision of his work. In its 
stand-off with the West today, President Vladimir Putin's 
Russia is more willing to overlook Stalin's excesses and extol 
his role in the nation’s survival in WWII, ignoring the huge 
damage his purges of the Red Army officer corps caused to the 
USSR’s battle readiness before the Nazi invasion in 1941.
A sign that Conquest’s appraisal of the period may indeed 
come under attack again soon is to be found in the recent 

OBITUARY:  
Robert Conquest –  
he who told us so

Nick Allen in Berlin

Robert Conquest, born July 15 in the revolutionary year 
of 1917, would go on to become what Christopher 
Hitchens called the “single most devastating defector 

the British Communist Party ever boasted as a member”.

He went to Oxford University in 1937, at the apex of the 
Stalinist terror that was still unknown in the outside world, 
but which he devoted his later life to exposing. Graduating 
with a doctorate in Soviet history, Conquest shared a deep 
empathy for the Party's ideals with many left-wingers who 
would later either reject the Soviet system or defend it blindly 
to the end. Conquest believed the latter group did so because 
the truth of Stalin’s horrific purges was “beyond the capacity 
of their provincial imaginations”.

As a British Foreign Office staffer working in Bulgaria after 
World War II, he changed his views when he saw how a harsh 
communist yoke was being thrown onto Eastern Europe. He 
left Bulgaria in 1948, helping his future second wife Tatiana 
also to escape the new regime.

Conquest's fascination for the region and its upheavals 
endured, however, and he moved via journalism into the thick 
of historical analysis of the early Soviet period, publishing 
books and articles that thrust the knife of revision ever deeper 
into Stalin’s legacy.

The sheer weight of his half century of writing on the Soviet 
Union is epitomised by his 1968 work, “The Great Terror: Sta-
lin's Purge of the Thirties”, based mainly on information which 
had been made public during the "Khrushchev Thaw" in 1956–
64, accounts by Russian and Ukrainian émigrés and exiles, and 
on analysis of official documents like the Soviet census.

The resultant picture ripped the veil off the horrendous scale 
of the brutality visited upon the Soviet people under Stalin: by 
Conquest’s most conservative estimates, the years of purges 
and orchestrated famine cost the lives of more than 13mn 
citizens.

Vindicated by time
But not everyone by far accepted his tally or conclusions. 
He was ridiculed and attacked by many peers and diehard 
Party supporters, but lived to savour his vindication in 1991, 
when the Soviet authorities opened the archives under 
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country's biggest telecom company under the Orange brand.

With time, Kulczyk’s business interests started to outgrow 
Poland – not least because he became embroiled in 
controversy because of his middle-man role. At the turn 
of the millennium, Kulczyk’s ambitions to play a leading 
role in PKN Orlen, the state-controlled refiner, blew up 
amid allegations that he had been in touch with former 
Russian spies interested in grabbing a share of Poland's 
energy market. Although nothing was ever proven, the 
embarrassing spectacle of being forced to testify before a 
hostile parliamentary commission convinced Kulczyk to 
shift most of his business interests outside of Poland.  

Instead of hobnobbing with Polish politicians, Kulczyk instead 
turned his formidable social skills to his fellow London-based 
billionaires. Rather than invest in Poland, he began to take an 
interest in Africa, piggybacking on some energy investments 
led by Indian steel magnate Lakshmi Mittal, and undertaking 
other direct investments of his own on the continent.

“Who knows what I’d be doing if not for [the Orlen scandal]. 
Maybe I wouldn’t be playing Indiana Jones in Africa,” 
Kulczyk told Gazeta Wyborcza in 2009.

Kulczyk’s sudden death is unlikely to hit his empire too hard, 
as he had formerly moved aside at Kulczyk Investments in 
favour of his son Sebastian, who became CEO last year.  

Wojciech Kosc in Warsaw

Poland's richest man, Jan Kulczyk, who made his 
fortune early in the country's privatisation drive,  
died unexpectedly aged 65 from complications  

during surgery.

The billionaire's death was announced by Kulczyk 
Investments on July 29. The vehicle was the latest 
incarnation of the Pole's long financial career, which 
kicked off even before the fall of Communism in the 1980s. 
Privatisation deals during the 1990s were the real basis of 
his riches, however. Following a hiatus at the start of the new 
century after a series of controversies, Kulczyk was recently 
trying to reinvigorate his business activity in Poland, with 
energy, brewing and chemicals at the forefront. 

Worth an estimated PLN16bn (€3.86bn), the 65-year-old 
Kulczyk was undergoing what was described as “routine” 
heart surgery in a hospital in Vienna when complications set 
in. The tributes were swift to arrive. Former Polish president 
Lech Walesa told national TV that Kulczyk was irreplaceable. 
Born in 1950 in Bydgoszcz, and a lawyer by education, 
Kulczyk pushed out on his own in the 1980s before the free 
market emerged, when he secured a deal as sole importer of 
Volkswagen cars to Poland. Later, his modus operandi was 
essentially as a middle man for Polish privatisation, buying up 
state companies to offload them to foreign investors. He was 
involved in some of the biggest deals of the time. He delivered 
telecom TPSA into the hands of France Telecom; it is now the 

OBITUARY: Jan Kulczyk, king  
of Poland’s privatisation 

decision of authorities in Russia's Sverdlovsk region to remove 
works by historians Anthony Beevor and John Keegan from 
school libraries, saying they promote Nazi stereotypes. 
Beevor’s work "Berlin: The Downfall 1945" caused particular 
outrage in Russia, as it details mass rapes carried out by 
advancing Soviet soldiers against German women. 

“In some ways I am amazed that it has taken them so long,” 
Beevor told The Guardian. “What depresses me the most is 
that once again we are faced with a government trying to 
impose its own version of history.”

With petition-based moves afoot in Moscow to have a giant 
statue of Felix Dzerzhinsky, the founder of the dreaded 
Soviet Cheka secret police, restored to its former spot by the 

Lubyanka, it seems inevitable that the brush will eventually 
get to work on Stalin’s image again. And if not banned, 
Conquest’s works are at least likely to be assailed so that they 
remain publicly tarnished, although that would surely only 
have brought out the fighter – and biter – in him again in his 
last years. 

“In a jungle full of totalitarian monsters, liberal democracy 
needs teeth,” Conquest once said, among many other 
memorable observations tinged with his mischievous, acerbic 
wit. And even the occasional tragi-comic limerick, as quoted 
by his friend Hitchen’s in his 2011 memoir: There was an old 
bastard named Lenin / Who did two or three million men in. / 
That's a lot to have done in / But where he did one in / That old 
bastard Stalin did ten in. 
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CLIMATE CHANGE COULD OFFER BALTICS TOURISM WINDFALL
Impact of climate change on tourism revenue in 2100 (as % of 2010 GDP)
 

Source: European Commission Joint Research Centre

Rising global temperatures could see the 
Baltic states and the rest of Northern Europe 
enjoy a sharp increase in tourism as holiday-
goers opt for more temperate conditions, a 
European Commission study suggests.

The report analysed potential changes in 
weather over the remainder of the century 
and calculated the possible effects on 
various regions’ tourism revenues.

Regions that are currently popular with tourists, 
such as Southern Europe, will experience tem-
perature increases as high as 2°C – an increase 
the study claims will be enough to force some 
current visitors to seek alternative destinations.

The report suggests that such changes could 
result in a loss of tourism revenue equal to 
0.45% of Southern Europe’s combined GDP. 
Northern Europe, however, could see revenue 
increases to the tune of 0.15% of its GDP.

Former Soviet republics are feeling the 
effects of the increasingly weak Russian 
ruble, as many CEE/CIS currencies are 
either getting slammed in the currency 
markets or being forced to devalue due to 
close economic ties with Russia.

The ruble has hit lows not seen since 
February, dropping to around RUB70 against 
the dollar on August 24, as net-oil-exporting 
Russia immediately felt the effects of $43 
Brent crude – at the time of writing its lowest 
price per barrel since March 2009.

Kazakhstan’s close trading relationship with 
Russia forced the Central Asian state to 
abandon the tenge’s trading corridor on August 
20 – a move that saw the Kazakh currency lose 
29% of its value against the dollar in a day. It 
has recovered somewhat since.

Kyiv is one of the worst cities in the world 
to live in, according to the Economist 
Intelligence Unit’s annual Liveability 
Ranking. 

The Ukrainian capital recorded the second-
biggest fall in its liveability score over 
the last five years out of all 140 countries 
measured in the study, with a 25.8-point fall 
in its score since 2010. Its overall rank of 
132nd placed it eighth-from-bottom overall.

Russia’s recent economic hardship as a 
result of low oil prices and Western-led 
sanctions were enough to see Moscow and 
St Petersburg enter the top 10 of cities with 
the biggest score decreases. Ranking 77th 
out of 140 in the overall city ranking, St 
Petersburg’s score was down by 4.4 points 
since 2010. 74th-ranked Moscow fell 5.6 
points in the same period.

Climate change could offer baltics tourism windfall
Impact of climate change on tourism revenue in 2100 (as % of 2010 GDP)

Struggling ruble drags neighbouring currencies down with it
Value change against US dollar since beginning of 2015, %

Kyiv one of world's most unliveable cities
Change in score out of 100

Source: European Commission Joint Research Centre
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DO YOU THINK PRESIDENT PUTIN IS GUILTY OF ABUSES OF POWER?
Percentage of respondents

Source: Levada Centre

Nearly a third of Russians would have no 
complaints over potential abuses of power by 
President Vladimir Putin if it meant that their 
standard of living didn’t suffer as a result, 
according to a poll.

The survey, conducted by the independent 
Levada Center, gives credence to claims 
that under Putin’s regime, guaranteed 
quality of life comes at the price of political 
acquiescence.

When asked if they believe Putin is guilty 
of the accusations of power abuse that are 
often levelled at him, 31% said that they are 
more concerned with their overall quality of 
life. Even more (36%) said that they believe 
Putin to be guilty of abusing his position.

Despite this, 22% said that Putin has never 
abused his power – the highest proportion of 
respondents offering such an answer since 
the poll was first conducted three years ago.

Do you think president Putin is guilty of abuses of power?
Percentage of respondents

Source: Levada Centre

Growth disappointments in core 
Eurozone areas such as Germany and 
France are a far cry from the promising 
macroeconomic data coming out their 
eastern neighbours, says Michael Mar-
rese, Managing Director and Head of 
EMEA Research at J.P. Morgan.

2015 has been a good year for Cen-
tral and Eastern Europe (CEE), as net 
exporting nations’ currencies have 
plummeted in value – some deliberate-
ly, as with China’s renminbi, and some 
less so, as with the struggling Russian 
ruble.

“So far, the renminbi devaluation has 
been favourable for CEE, as these coun-
tries, on the whole, are net commodity 
importers,” Marrese says. “In addition, 
if you look at the macro, fiscal and debt 
indicators, most of the countries are 
moving in the right direction. Budgets 
are under control and debt as a per-
centage of GDP is moving downwards.”

Marrese cites the Czech Republic’s 
impressive growth figures for 2015 as 
evidence of a broader trend of progress 
in the CEE region. “We’ve increased 
our forecast for the Czech Republic to 
4.5% for 2015 from our previous figure 
of 4.1%, based on GDP releases for the 
second quarter,” he explains.

Poland, Hungary and Romania are also 
high performers for 2015, Maresse 
says, describing them as “relative 
safe havens” for “investors looking at 
returns in euros and not dollars, spread 
over countries whose fundamentals are 
looking good.”

While CEE countries are reaping the 
benefits of their exports being cheaper, 
the story of another net exporter, Rus-
sia, is not as rosy. While the weakened 
ruble – RUB64 to the dollar at the time 
of writing, down from RUB49 less than 
three months ago – goes some way to 
tempering low oil prices (Brent crude 

is at its lowest point all year, at $46 per 
barrel), capital flight, weakened indus-
try and poor access to finance means 
that Marrese and J.P. Morgan forecast a 
2015 fiscal deficit of 3% of GDP.

While many commentators continue to 
forecast a sharp turn East for Russia, 
the Chinese financing that many have 
predicted is unlikely to materialize any 
time soon, Marrese suggests.

“So far, not much money has actually 
come in. The Chinese are supposed to 
be financing and providing some equip-
ment for the rail line between Moscow 
and Kazan. There have been many 
stories, but one needs to actually see 
money crossing the line,” he says.

Pointing toward to the “huge outflows 
from local bond markets and the losses 
that clients have suffered in the last 
three months”, Marrese is unconvinced 
that swathes of Chinese and broader 
Asian funding will find its way to Russia 
and Russian corporates any time soon.

“You have all these outflows from EM 
[emerging market] local market funds 
–  $4.2bn in July – and it’s just hard to see 
Asian investors when, in this environment, 
EM as a whole looks weak,” he says.

CEE is place to be, and Russia shouldn’t hold  
its breath for Chinese financing

Michael Marrese, Managing Director and Head of EMEA Research at  

J. P. Morgan, interviewed by Henry Kirby
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Country 2014 total Annual
Quarter,

latest
Forecast,

2015
GDP per

capita ($)
Agri. Indus. Serv. % GDP % GDP Latest, YoY % YoY

Albania 13,370 2.1 +0.3 +3.4 4,549 22 15 63 -5.2 -14.9 +1.3 Jul 17.3 1Q15 -17.8 1Q15

Armenia 9,529 5.9 +0.5 +3.3 3,551 22 31 47 0.4 -5.5 +4.2 Jul 19.1 1Q15 +1.2

Azerbaijan 75,188 1.4 +5.7 +3.4 8,060 6 62 32 -0.5 17.6 +3.7 Jul 5 2013 -0.7 (2014)

Belarus 75,925 4.1 -2.3 +3.4 7,685 9 42 49 1.0 -0.9 +12.5 Jul 0.5 2014 +6.0

Bosnia & Herz. 19,191 1.1 +0.6 +3.4 4,735 8.1 26.4 65.5 1.6 -5.6 -0.7 Jul 43.3 Apr +1.6

Bulgaria 55,733 2.3 +0.4 +0.8 7,418 6.7 30.3 63 -3.4 -4.6 -0.2 Jul 10.6 1Q15 +5.7

Croatia 57,639 -0.4 +0.1 +0.5 13,415 5 26 69 -3.0 23.7 -0.4 Jul 17.1 May +1.6

Czech
Republic

186,877 4.4 +0.9 +2.5 19,295 2 38 60 -1.8 0.5 +0.5 Jul 6.2 Jun +8.1

Estonia 25,916 4.1 +0.8 +2.3 18,988 4 29 67 1.0 2.5 -0.3 Jul 6.2 1Q15 +3.4

Georgia 16,898 4.7 +3.2 +3.2 3,785 9 24 67 -5.9 -5.4 +4.9 Jul 12.4 2014 2.9 1Q15

Hungary 137,104 2.8 +0.5 +2.4 13,182 34 28 68.7 -2.6 4.2 +0.4 Jul 7.1 May +11.0

Kazakhstan 234,065 4.3 +1.3 +5.0 13,438 5 38 57 -3.4 -2.6 +3.9 Jul 5 Apr +2.1

Kosovo 7,308 5 +3.3 +3.8 4,022 12.9 22.6 64.5 Null -11.5 -0.7 Jul 35.2 2014 n/a

Kyrgyzstan 7,515 4 +3.6 +4.5 1,279 20.8 34.4 44.8 Null -14.2 +5.0 Jul 2.3 2013 +35.6

Latvia 31,920 3.6 +1.2 +2.9 15,973 4.9 25.7 69.4 -1.3 -1.4 +0.0 Jul 10.2  1Q15 +4.2

Lithuania 43,911 3.8 +0.6 +3.0 16,206 3.7 28.3 68 -0.5 0.1 -0.5 Jul 8.2 May +4.6

Macedonia,
FYR

11,327 5.2 +3.9 +3.4 5,066 10 26 63 -3.4 -0.4 -0.4 Jul 27.3 1Q15 +6.4

Moldova 8,337 4.6 +0.7 +3.4 2,284 15 17 69 Null -6.2 +8.6 Jul 8.5 1Q15 +7.4

Mongolia 12,419 7.8 +7.4 +7.5 4,069 16 33 50 Null -12.5 +6.9 Jul 7.4 1Q15 +14.8 2013

Montenegro 4,547 2.7 +3.0 +3.0 7,334 10 20 70 -3.0 -14.2 +1.9 Jul 13.4 Jun +8.9

Poland 543,255 3.3 +0.9 +3.2 13,888 4 33.3 62.7 -1.7 -1.2 -0.7 Jul 10.1 Jul +3.8

Romania 199,903 4.3 +0.1 +2.7 9,794 6 43 50 -3.0 0.3 -1.7 Jul 7.1 May +2.7

Russia 1,261,604 0.6 -4.6 -3.8 6,843 4 36 60 -2.6 3.0 +15.6 Jul 5.3 July -4.7

Serbia 43,866 -3.6 +0.4 0.0 5,890 7.9 31.8 60.3 -4.6 -6.0 +1.0 Jul 19.2 1Q15 +18.6

Slovak
Republic

99,795 2.2 +0.8 +2.5 18,090 3.1 30.8 47 -3.9 0.1 -0.2 Jul 11.5 May +6.4

Slovenia 48,051 2.6 +0.8 +1.8 23,262 2.8 28.9 68.3 -3.4 6.7 -0.4 Jul 12.3 May +3.1

Tajikistan 9,019 6.7 -6.4 +5.8 1,105 27 22 51 Null -2.1 +5.4 Jul 2.4 Mar +14.2

Turkey 843,173 2.8 +1.3 +3.3 10,852 9 27 64 -1.3 -6.1 +6.8 Jul 9.6 Apr +5.5

Turkmenistan 46,371 10.8 n/a +11.5 7,875 7.2 24.4 68.4 Null 0.2 +4.4 2014 10.6 (2013) n/a

Ukraine 162,881 -8.2 -0.9 -2.3 3,792 10 27 63 -4.6 -9.2 +55.3 Jul 10 1Q15 -13.4

Uzbekistan 60,828 7.6 +0.7 +7.1 1,995 19.1 32.2 48.7 1.3 3.9 +2.6 1Q14 4.8 (2012) 7.9 1Q15

MACROECONOMIC INDICATORS

Sources: World Bank; CIA Factbook; CEIC Data; Statistical Office of the Republic of Slovenia; Central Bank
of the Republic of Kosovo; Bloomberg; Finanzen; S&P: CapitalIQ; IMF: WEO October 2014; UNESCO Institute
for Statistics; InFinancials; EuroStat; Trading Economics; International Labor Organization; Asian Develop-
ment Bank; National Statistical Committee of the Republic of Belarus; Haver Analytics

*All data are latest available official fig-
ures or independent estimates

SPACE FOR AD/HOUSE AD SHOWING OTHE..

GDP, $mn GDP composition (%)
Budget
deficit

Current
account

Inflation
(CPI) Unemployment Ind. prod.GDP growth, local currency
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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 58.5

Armenia (-) - - - - - - - - - 99.6 46.1

Azerbaijan (-) - - - - - - - - - 99.8 20.4

Belarus (-) - - - - - - - - - 99.6 66.4

Bos/Herzegovina (SASE) +3.0 -0.4 -1.4 677.3 731.8 - - - - 98.2 23.2

Bulgaria (SOFIX) -1.5 -13.9 -9.6 468.8 560.0 11.4 3,906.8 -33.2 -17.9 98.4 92.8

Croatia (CROBEX) +1.7 -2.9 +3.0 1,707.3 1,930.3 216.5 19,086.7 -11.8 +8.3 99.1 63.0

Czech Republic (PX) -1.0 +3.8 +6.0 901.3 1,058.4 19.4 26,452.0 -14.5 +2.4 99 78.0

Estonia (OMXT) +5.7 +18.6 +19.5 729.0 914.2 12.9 2,004.1 -15.2 +3.5 99.9 33.0

Georgia (-) - - - - - - - - - 99.7 61.6

Hungary (BUX) -1.6 +24.8 +34.7 15,686.7 22,850.5 25.5 16,930.3 +1.4 +22.5 99.4 56.6

Kazakhstan (KASE) -7.9 -37.0 -14.6 761.0 1,312.8 7.0 11,680.0 -43.3 -39.9 99.7 55.2

Kosovo (-) - - - - - - - - - 91.9 47.6

Kyrgyzstan (-) - - - - - - - - - 99.2 -

Latvia (OMXR) +0.7 +3.5 +8.8 405.8 459.2 8.5 973.7 -20.7 -3.3 99.9 69.9

Lithuania (OMXV) -3.6 +5.7 +5.9 444.4 505.7 11.0 3,808.8 -17.8 -2.4 99.8 66.3

Macedonia, FYR (MBI10) +0.7 -1.0 -9.2 1,616.8 1,877.0 - 226.6 -77.4 -75.1 97.5 41.2

Moldova (-) - - - - - - - - - 99.1 38.4

Mongolia (MSETOP) -3.9 -16.9 -10.6 12,477.3 16,167.7 - - - - 98.3 55.5

Montenegro (MONEX20) - - - - - - - - - 98.4 62.2

Poland (WIG) -0.8 +0.3 +1.8 50,058.6 57,379.5 16.7 155,513.7 -18.4 -1.6 99.7 71.5

Romania (BET) -2.5 +5.1 +6.4 6,503.1 7,638.9 10.6 21,907.0 -17.7 +1.1 98.6 51.5

Russia (MICEX / RTS)
+4.4 /
-9.5

+18.2 /
-34.9

+18.3 /
+7.1

1,360.3 /
629.2

1,838.2 /
1,275.6

14.1 634,453.5 -19.6 +15.4 99.7 76.1

Serbia (BELEXLINE) -1.3 +7.0 -1.3 1,240.1 1,499.3 8.4 3,081.7 -15.2 +7.5 98.2 56.3

Slovak Republic (SAX) +1.6 +24.7 +15.4 205.8 268.3 - 51,815.6 +16.1 +40.2 99.6 53.6

Slovenia (SBITOP) +0.2 -7.9 -5.3 720.2 839.4 14.8 6,366.0 -21.4 -4.1 99.7 84.4

Tajikistan (-) - - - - - - - - - 99.7 24.4

Turkey (XU100) -6.7 -4.3 -11.3 75,844.8 91,412.9 16.3 213,099.7 -25.0 -1.9 94.9 7.98

Turkmenistan (-) - - - - - - - - - 99.6 79.3

Ukraine (PFTS) -0.7 -27.0 -15.8 331.4 488.2 5.2 12,401.6 -58.9 -34.4 99.7 78.9

Uzbekistan (-) - - - - - - - - - 99.5 8.87

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

SOCIAL

AD SPACE TO BE CROPPED OUT AD
SPACE TO BE CROPPED OUT 

Stock market Total market cap., all publicly trad-
ed equities

Literacy Tertiary edu.
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Upcoming events 2015

X KAZENERGY Eurasian Forum  (29 September - 1 October)
Astana, Kazakhstan
http://kazenergyforum.com

5th AIFM Directive 2015 Conference  (30 of September)
London, United Kingdom

3rd Annual Retail Banking Forum  (26 - 27 November)
Vienna, Austria , Renaissance Wien Hotel
www.globalleadingconferences.com

3rd Annual Back Office Operations Forum  
(19 - 20 November)
Vienna, Austria , Renaissance Wien Hotel
www.globalleadingconferences.com

October 15, 2015

InterContinental Hotel

Official partner: Sponsors:

Don’t miss out, book your place at  
mergermarketgroup.com/event/cee-poland2015

CEE M&A AND PRIVATE
EQUITY FORUM 2015

30 SEPTEMBER 2015   HILTON WARSAW HOTEL, WARSAW

Strategic partners:

Join over 200 senior-level delegates to discuss cross-border 
deal execution in Central and Eastern Europe, and get insight 
from more than 30 expert speakers as they provide first-hand 
experience on how to execute successful deals within the region.

Contact us:  + 44 (0)20 3741 1069                                            events@mergermarket.com

CEE Forum_85x116_BNE Advert_V2_AT.indd   1 06/08/2015   11:02:01





Cash Management

The world today is moving fast, so why couldn’t your global business move even 
faster? With our Cash Management you are provided with a full range of high 
quality tools, products and services that will make your international transactions 
faster and safer – for you and for your business partners. Our local experts and 
International Desk in almost every country in Central and Eastern Europe will 
support you in your daily CM requirements. Whatever your business is, we will adapt 
our payments and CM solutions to your individual needs. www.rbinternational.com

Raiffeisen Bank International – YOUR BUSINESS PARTNER.

THE CONNECTIONS WE MAKE LEAD TO 
LONG-LASTING RELATIONS

Inserat_CM_Statement_202x272.indd   1 5/7/2013   2:53:55 PM


