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Eastern Europe 
 
Polls in Ukraine show a sharp drop 
in support for President Petro 
Poroshenko, whose approval rating has 
fallen to 24%, compared with 55% in 
September last year. The government 
of Prime Minister Arseny Yatsenyuk 
fared even worse, with only 10% of 
respondents supporting government 
policies, and 84% opposed. 

The US Department of Commerce has 
expanded its list of Russian entities 
embargoed because of Russia's involve-
ment in the conflict in Ukraine. Another 
29 persons were included in the list. The 
EU followed suit and also extended its 
sanctions blacklist against entities and 
individuals of Russia and the self-pro-
claimed republics in eastern Ukraine until 
March 15 next year. 

American boxer, rapper and actor Roy 
Jones Junior's application for Russian 
citizenship was confirmed. And Limp 
Bizkit frontman Fred Durst has also 
applied for a Russian passport. They will 
join French actor Gerard Depardieu as 
citizens. 

 
 
Russia's liberal opposition parties 
failed to muster enough votes to 
pass the 5% threshold in nationwide 
regional elections held on September 
13. The poor showing highlights the 
death of liberalism in Russia, which is 
gripped by a wave of nationalism stoked 
by President Vladimir Putin's stance  
on Ukraine. 

A free-trade pact between Ukraine 
and the EU that takes effect in January 
will likely result in a trade embargo by 

Moscow against Kyiv, Russian Economy 
Minister Alexei Ulyukayev warned. 

Odesa region governor Mikheil 
Saakashvili added another colleague 
to the “Team Georgia” of fellow 
nationals serving in the Ukrainian 
administration. He appointed his close 
ally Davit Sakvarelidze as top prosecutor 
in the region. Ukrainian billionaire Ihor 
Kolomoisky called Saakashvili a "filthy 
snotty junkie" who should be "put 
down", as the two battle for control over 
the important port in the region.  

 
Central Europe 
 
CEE countries top the list of EU mem-
bers that are suffering most from the 
agricultural trade war with Russia. 
Food exports from Slovakia, Slovenia, 
Hungary, and the Baltic states fell the 
most between August 2014 and April, 
with Slovakian exports falling about 
17% on year during that period. In some 
instances, such as Lithuania, falling 
agriculture exports have prompted gov-
ernments to revise down projections of 
economic growth for 2015. 
 
Wary of last year’s abduction of security 
officer Eston Kohver by Russian forces, 
Estonia plans to build a fence along its 
border with Russia. Construction on the 
fence, planned to be about 110km long 
and 2.5m high, is set to start in 2018. 

 

Agrofert, the agricultural and chemical 
group owned by Czech Finance Minister 
Andrej Babis, was the biggest Czech 
corporate recipient of EU funds in 
the 2007-2013 programme period. 

Southeast Europe 
 
Croatia’s centre-left ruling coalition 
led by the Social Democratic Party SDP 
has signed up a new member, the 
Labour Party, which holds six seats in 
parliament. The parliament will most 
likely dissolve on September 25, to pave 
the way for elections this autumn. 

Activists from the nationalist 
Vetevendosje (Self Determination) 
organisation threw eggs at the escort 
of Kosovo’s Prime Minister Isa 
Mustafa on September 9. Its members 
have been angered by Mustafa’s 
support for Serb communes, giving 
the country’s Serbian minority greater 
autonomy in local affairs, as agreed 
between Pristina and Belgrade at a 
summit in August. 

The head of the Romanian tax 
office’s anti-fraud department 
is being investigated for alleged 
corruption. Romeo Nicolae is accused 
of demanding around €5,000 from 
an unnamed company in return for 
re-calculating its taxes.  

 
Eurasia 
 
EU-Azerbaijan relations hit a new low 
as Azerbaijani lawmakers on September 
14 responded to a damning resolution 
passed by the European Parliament over 
the deteriorating human rights situation 
in the country by voting to review Baku’s 
cooperation with the EU’s flagship 
policy to forge closer ties with countries 
in the South Caucasus. 

Kazakh President Nursultan 
Nazarbayev appointed his eldest 
daughter Dariga Nazarbayeva to the 
post of deputy prime minister. The move 
will be pored over by those devoted to 
speculating about who will eventually 
succeed the 75-year-old Nazarbayev, 
who has ruled Kazakhstan with an iron 
fist since it gained independence from 
the Soviet Union in 1991. 

Politics
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Eastern Europe 
 
S&P said it expects the Russian 
economy to grow by only 0.5% a year 
between now and 2019. The forecast is 
among the most pessimistic currently in 
circulation. 
 
The World Bank will give Ukraine a 
$500mn credit to shore up its wob-
bly banking sector. The credit was 
approved on September 15 and is the 
second of two such loans to bolster 
Ukraine's Deposit Guarantee Fund.  

S&P said that the Russian state has 
already injected RUB2.5 trillion into 
the banking sector this year to shore 
up the system and will probably have 
to provide more funds if it’s to avoid a 
systemic collapse.  

The number of Russians living below 
the poverty line jumped by 2.8mn to 
21.7mn in the first six months of the year.  

Ukrainian President Petro Poroshenko 
formally launched Ukraine's tax reform 
initiative at a meeting of the National 
Reform Council on September 3. Porosh-
enko said business is weighed down by 
tortuous administration, fluctuations in 
tax legislation and the shadow economy. 

CEO and co-owner of private Russian 
oil major Lukoil, Vagit Alekperov, has 
slammed Chinese loans as the "most 
expensive in the world" as Western 
sanctions barring Russia from interna-
tional capital markets bite deeper. 

 
Central Europe 
 
Polish unemployment dropped to 10% 
in August, 1.7pp lower in annual terms. 
The rate did not manage to fall into single 
digits, as the ministry claimed it would, 
but is now at its lowest in seven years.  

On a purchasing power parity basis, Slo-
vak GDP per capita will climb to almost 
80% of the EU average in 2017, accord-
ing to a report from the central bank.  

The Lithuanian government has 
reduced its projection of economic 
growth in 2015 to 1.9% The govern-
ment’s previous forecast was 2.7%. It 
projects growth to rebound to over 3% 
in 2016-2018. 

Bank of China will open a branch in 
the Czech Republic this year. Efforts 
by the Czech government to boost trade 
with China have been pushed heavily by 
Czech President Milos Zeman. He was 
the only EU head of state to attend 
China's marking of the end of WWII in 
Asia. He also met Vladimir Putin again at 
the event. 

 

Raiffeisenbank is leading the race 
to buy the Czech retail business of 
Citigroup, unnamed sources claim. 
The Czech unit of Austrian lender Bank 
International is in exclusive talks with 
the US giant over the acquisition, the 
banking sources said. 

Due to the carnage on global markets, 
Poland will delay the sale of state 
stakes in blue chips PKO BP, PZU and 
PGE. Proceeds from the sales were ear-
marked to go to help recapitalise state 
investment vehicle PIR. 

 
Southeast Europe 
 
Romania’s largest lender Banca Comer-
ciala Romana gave up its attempts to 
sell a €2.7bn bundle of non-perform-
ing loans, as bids were below its expecta-
tions. Had the deal gone ahead, it would 
have completely transformed the quality 
of the loan portfolio of BCR, which is part 
of Austrian banking group Erste. 

The National Bank of Serbia executive 
board decided on September 10 to cut 
the key policy rate by 0.5 percent-
age points to 5%. This was the second 
decrease in the key policy rate within the 
last month, since on August 12 the rate 
was also cut by 0.5 percentage points  
to 5.5%.  

According to the central bank, Monte-
negro’s economy expanded by 3.5% 
in the first half of 2015. At the same 
time, the inflation was positive, indi-
cating a moderate improvement of the 
economy. 

 
Eurasia 
 
Foreign direct investment in Georgia 
grew by 4.9% on year to $530mn in 
the first half of 2015, driven mostly by 
inflows into the transport and telecom-
munications sector. FDI dived by 43% in 
the first quarter to $175mn, but made 
a sharp recovery in the second quarter 
with an 81% rise to $355mn. Azerbaijan 
is the top source of foreign investment 
in Georgia at $219mn, followed by 
companies registered in the Netherlands 
($90mn), Turkey ($68mn) and the  
UK ($44mn). 

Azerbaijan’s central bank says it has 
enough foreign currency reserves 
to satisfy the needs of commercial 
banks and population, but warned 
banks not to sell dollars for more than 
AZN1.055 to the dollar after a nearly 
29% one-day drop in the value of 
Kazakhstan's currency on August 20 sent 
the Azerbaijani currency market into a 
dollar-buying panic.  

 

Economics & Business
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coveted and within a year it established an unassailable lead 
in domestic equity and debt capital market league tables. 
What it also inherited from UFG was a very un-Germanic 
free-wheeling and cavalier business style. 

Over the past decade, many of the UFG senior managers have 
departed. Indeed, state-controlled VTB Bank completed a 
daring dawn raid on its best talent in 2008 when it lured more 
than 100 staff to its new investment banking start-up. The move 
had been orchestrated by VTB boss Andrey Kostin in cahoots 
with Yuri Soloviev, Deutsche Bank deputy chairman who felt 
snubbed after he was overlooked as Charlie Ryan's replacement. 

Deutsche Bank tried to grin and bear it, arguing 
unconvincingly it could work with VTB Capital as a partner 
on deals. Kostin publicly poked fun at Josef Ackermann, the 
Deutsche Bank CEO who led the bank for 10 years up to 2012 
and had assiduously and earnestly built up close links with 
the Kremlin and its state companies. 

Loyal man to patsy
One of the few prominent Deutsche Bank/UFG executives 
who didn't take VTB's shilling was Tim Wiswell, an American 
who had been with UFG since 2003. Wiswell was rewarded 
for his loyalty in late 2008 when he was appointed co-head of 
equity sales and trading. Incidentally, Wiswell upbraided this 
reporter for constantly citing VTB's poaching of his colleagues.  

Today, though, Wiswell, who married a Russian in 2010 in a 
glamorous Newport, Rhode Island wedding, is at the centre 
of a probe into possible money laundering involving about 
$6bn of transactions over more than four years.   

Regulators and the bank itself are examining so-called "mirror-
trades" whereby Russian clients might have bought stocks in 

Deutsche Bank 
under siege in 
Russia

Deutsche Bank, the biggest foreign investment bank 
in Russia, is imploding and may be left with a shell 
of a business there following allegations its bankers 

laundered money on behalf of its clients. 

One insider said Germany's biggest lender may can over 
1,000 people by shuttering its investment banking, private 
banking and wealth management in Russia, and moving its 
huge IT centre to another country if the charges are made to 
stick. All that would remain would be a couple of hundred 
employees along with the unsexy global transaction business, 
which provides cash management, trade finance and custody 
services for corporates. 

"Frankfurt is reeling over these investigations," a source 
close to Deutsche Bank told bne IntelliNews. "There was 
a nuclear option a few months ago to shut most of their 
Russia operations, but it's now looking increasingly likely 
unless they can magically finesse some deal with all these 
regulators." Marietta Nikolaeva, a Moscow spokeswoman 
for the bank, declined to comment on how any plans should 
the lender's employees be found guilty of money laundering 
and taking bribes. "No decision has been taken," she said by 
phone on September 14. 

In another blow, Joerg Bongartz, the bank's management 
board chairman in Moscow and head of global transaction 
banking in Russia, is leaving for Frankfurt after nine years. 
The bank insisted his departure is unconnected, but it does 
leave the Moscow business increasingly rudderless at a 
critical time as sanctions, a deepening recession and this 
trading scandal take their toll.

 Slow burner
The touch paper for the current crisis may have been lit as 
long ago as 2003 when Deutsche Bank decided to buy 40% 
of a local broker UFG for $70mn rather than try to continue 
growing organically. They bought the remaining 60% from 
US banker Charlie Ryan and former Yeltsin minister Boris 
Fedorov in 2006 for the mouth-watering sum of $600mn. 

The two-step deal gave Deutsche Bank the platform it 

Jason Corcoran in Moscow

"Frankfurt is reeling over these 
investigations" 
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rubles via Deutsche Bank, and simultaneously made trades 
through London in which the bank purchased the same stocks 
at similar amounts in US dollars. Such transactions could have 
enabled Russians to move money offshore without telling the 
authorities. A Deutsche Bank executive is believed to have 
been initially approached by a client involved in real estate 
in St Petersburg. These trades carried on for years until an 
employee in middle office started to notice and tried to flag 
them up the chain. An internal fight later spilled out between 
this individual and the front office. 

The employee, who was later cut from his role, was unhappy 
with his exit and settlement from Deutsche Bank, and 
threatened to go to British regulators. He followed through on 
his threat. Some insiders believe Wiswell is just a scapegoat and 
a "patsy" who was thrown under a bus when the regulators were 
alerted. The fact he is American also "plays very well for the 
Russian press", said one executive close to the bank. 

Nick Harwood, a South African banker then working at 
UBS, was approached previously by the same St Petersburg 
company about taking on the trade, according to two people 
familiar with the matter. Harwood, who now works in a 
senior role at Sberbank CIB in Moscow, turned them down 
flatly. Harwood declined to comment by email. 

Wiswell, a clean-cut looking sportsman who loves sailing, was 
relieved of his duties in August by Deutsche after a four-month 
suspension. He has left Russia and is now believed to be living 
in a stunning 252-square-metre property set in eight hectares in 
Essex, Conneticut. Wiswell has previously declined to comment 
and could again not be reached on the latest developments. He 
had initially been suspended in April along with more junior 
colleagues Dina Maksutova and Georgy Buznik. 

Such is the paranoia within the bank that the probe into 

potential money laundering is said to have been extended to 
other asset classes such as fixed income. What is certain is 
that Deutsche Bank doesn't have much appetite for Russian 
risk in this current environment, where Russian clients are 
frozen out of the capital markets. 

Under siege
Deutsche Bank's new co-CEO John Cryan said in a July memo 
that the bank "has been damaged by instances of serious 
misconduct". More widely, the bank's current employees and 
alumni believe it is imploding under siege from the various 
regulatory probes in different jurisdictions. One US-based 
banker said morale was in pieces and cited a recent incident 
when its head of Asian equities Robert Ebert was arrested in 
June after crashing his Ferrari and killing a security guard in 
Hong Kong. 

Another banker said former co-CEO Anshu Jain had created 
a ''Game of Thrones Fiefdoms'' across the bank with "tribes 
from Morgan Stanley, Bankers Trust and Morgan Grenfell" all 
out to compete and destroy one another. 

Juergen Fitschmann, Jain's former co-head who surprisingly 
retains his role until May, 2016, has responsibility for Russia, 
but has never shown the same affection or devotion for the 
country as Ackermann. He was due to participate at the St 
Petersburg Economic Forum last year but never turned up, as 
Wall Street turned its nose up at President Vladimir Putin's 
Davos-lite showcase. 

To make matters worse for the top brass in Frankfurt, a 
former banker from UFG’s heyday is planning to soon publish 
a lurid and candid book being dubbed as a cross between 
the "Wolf of Wall Street" and "Liar's Poker". The author, who 
is currently negotiating with a publishers, asked not to be 
named given the bank's current toxic reputation. 

Kyiv's Pechersk court ordered PrivatBank on June 10 to 
provide police investigators with access to confidential 
documents relating to the allegations of fraud, which 
were first reported internationally by bne IntelliNews. 
Financial sector regulators the National Bank of Ukraine 
(NBU) and the State Financial Monitoring Service both  
said police investigators were acting independently, without 
their assistance, according to Interfax Ukraine.

PrivatBank, part of Kolomoisky’s empire which encompasses 
aviation, television and energy, received the funds as 
stabilisation loans from the NBU as the February 2014 

PrivatBank, Ukraine's largest lender partly owned by con-
troversial oligarch Ihor Kolomoisky, has confirmed it is 
under criminal investigation by the authorities for alleg-

edly fraudulently diverting around what was then about $1.8bn.

"We are aware of the existence of criminal proceedings. 
PrivatBank fully cooperates with the investigators and 
provides all the information and documents necessary to 
establish the objective truth of the case," a bank spokesperson 
told bne IntelliNews on August 20. In a statement cited by 
Interfax Ukraine, the bank put the amount in question at 
UAH19bn (today worth about $855mn).

A PrivatBank affair

Graham Stack in Kyiv
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revolution and ensuing conflict with Russia unleashed 
economic turmoil in Ukraine. The funds were in turn 
paid to PrivatBank by the central bank as part of an IMF 
bailout of Ukraine in May 2014. “We are convinced that the 
investigation by examining the documents to which access was 
granted by the court will be able to objectively assess all the 
circumstances together, and to establish the truth," PrivatBank 
said in its statement.

Paper trail
As bne IntelliNews reported, the paper trail suggesting 
PrivatBank moved $1.8bn out of the country was hiding in 
plain sight in Ukraine's online database of litigation. But 
regulators and law enforcement agencies ignored the signs 
until the international press picked up the story in the wake 
of bne IntelliNews’ story.

Indications of suspicious activity were the scores of 
apparently pro-forma lawsuits brought against offshore 
vehicles for failure to deliver imports as contracted that hit 
courts in the Dnipropetrovsk region, starting in September 
2014. At the time of the alleged fraud, Kolomoisky was 
also governor of Dnipropetrovsk, where PrivatBank is 
headquartered.

The lawsuits were brought by Dnipropetrovsk-registered 
companies against the offshore companies for failing to 
deliver on massive import contracts paid in advance, and 

which in turn were funded by PrivatBank loans. This is a 
common scheme for illegal capital exports, and effectively 
means that PrivatBank funds had been siphoned out of  
the country.

Ukrainian law stipulates that where advance payment is 
made on an import contract without any subsequent delivery, 
the “deceived” Ukrainian company has to sue the foreign 
counterparty in Ukrainian courts for the sum of the advance 
payment within six months.

Processing these cases, journalist investigations identified 
six firms from the UK and British Virgin Islands as having 
received the “advance payments” in May-August 2014 totalling 
$1.81bn, with no subsequent delivery of goods.

42 firms registered in Dnipropetrovsk made the payments 

from their accounts at PrivatBank, funded by loans from 
PrivatBank collateralised with the goods ordered. All the 
Dnipropetrovsk firms are owned via offshores, but journalist 
investigations linked them via cross-ownership or trading 
operations to structures belonging to the so-called “Privat 
Group” of companies.

The six non-resident recipients of the funds also have 
links to Privat Group trading operations, according to 
the investigations. Tellingly, their accounts are held with 
PrivatBank's subsidiary in Cyprus owned by the six UK and 
BVI firms. Three separate journalist investigations came to the 
same conclusions, drawing largely on open sources and thus 
easily verified.

PrivatBank denied the allegations to bne IntelliNews. “We 
have already stated a number of times that the information 
about moving capital abroad does not correspond to reality 
and is based on fabricated data,” PrivatBank told 
bne IntelliNews.

Asked about the alleged scheme in a previous interview, the 
head of the central bank, Valeria Gontareva, said that she “did 
not notice” any such scheme.

Captive bank?
The criminal investigation adds to concerns over PrivatBank's 
stability, given ongoing depositor flight from the lender.

PrivatBank's business model combines that of a national 
savings bank, dominating retail deposits and retail credits, 
with that of a ‘pocket bank’ serving a single financial 
industrial group – the so-called Privat Group of companies 
controlled by bank shareholders Ihor Kolomoisky and 
Hennady Boholyubov. Thus, while PrivatBank holds 26% 
of Ukraine's retail deposits, with over one fifth of Ukraine's 
total bank branches, as much as 95% of the bank's corporate 
lending reportedly goes to companies registered in its home 
region of Dnipropetrovsk, presumed to belong to Privat 
Group, according to Ukraine's respected weekly zn.ua. 
PrivatBank dismisses the conclusions of the report.

Privat Group, in striking contrast to other oligarch holdings, 
has never been consolidated into a legal entity, which would 
put a limit on bank lending to the group because of banking 
regulations over lending to a single customer. Without such 
consolidation, it is impossible to fully know how much the 
bank has been lending to related parties, although the bank 
does list 26 firms as related parties.

Even without group consolidation, the bank's disclosures 
reveal that fractionally over 20% of lending goes to one 
customer. NBU limits lending to one customer to 20%. The 
bank is well within all other regulatory limits. PrivatBank 
accounts show around 25% of lending goes to Ukraine's oil 
refining sector, where Privat Group dominates, with just  
under 15% going to the iron alloy sector, also dominated  
by Privat Group.

“We have already stated a number 
of times that the information about 
moving capital abroad does not 
correspond to reality and is based  
on fabricated data”
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A cornerstone of Kolomoisky's operations for over a decade 
has been effective control over state-owned oil producer 
Ukrnafta, with opponents accusing him of siphoning off funds 
from the company by selling oil and oil products at far below 
market prices to other Privat Group structures – an accusation 
that Kolomoisky has always denied.

But in March 2014 Kolomoisky clashed with President 
Petro Poroshenko over Privat Group control of the state-
owned companies, leading to his dismissal as governor of 
Dnipropetrovsk and decisive moves to reduce Privat Group's 
role in the state energy sector, including the switching of 
Ukrnafta deposits from PrivatBank to state-owned banks.

Sustainability in question
PrivatBank has suffered severe deposit outflow since 2014, 
and continued to receive stabilisation funds from the NBU to 
prop the bank up, totalling just over UAH10bn ($0.46bn) since 
December 2014, as detailed by the NBU. The central bank said 
that the bank's shareholders had provided personal guarantees 
for the latest stabilisation loans. 

According to analysts at Investment Capital Ukraine (ICU) –  
a brokerage founded and until 2014 run by current central 
bank governor Valeriya Gontareva – PrivatBank's loss of just 
25% of deposits since early 2014 has in fact strengthened the 
bank's position on the market, compared with the average 
deposit outflow in the banking sector of 39%.

But whereas dominant banks with an extensive branch 
network like PrivatBank usually offer below-average 
market rates on deposits, PrivatBank strangely offers above-
market rates, with recent marketing promotions offering 
rates as much as 5-6 percentage points higher than the 
market average, according to ICU. 

Offering interest rates clearly above the market average often 
signals a bank is desperate for funding. "In our opinion, this 
indicates a clear misbalance in the Ukrainian banking sector 
and throws the sustainability of the country's largest bank 
into question," conclude ICU analysts. 

But PrivatBank spokesman Serga refutes this. "PrivatBank's 
interest rates on deposits do not differ from market 
indicators… Our maximum interest rate of 25% p.a. is less 
than the 30% rate offered by the NBU, while the 2-3% bonus 
offered is a marketing program," he tells bne IntelliNews. The 
2-3% bonus requires depositors to leave the money on 
deposit for at least one year, according to the bank's website.

But the most immediate challenge faced by the bank was 
to restructure a $200mn Eurobond due for payment on 
September 23, which it successfully did. According to the 
bank, the bondholders agreed on September 7 to extend the 
maturity date of the Eurobond until January 2018. In return, 
the bondholders were rewarded with a rise in the interest 
rate on the bonds to 10.25% from 9.375% per annum. 97% of 
bondholders supported the restructuring. 

Emerging Markets 
Direct – your data 
source for the 
developing world

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.

j.mp/emdstore
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improvements in neighbouring countries, our traditional 
markets. You are aware of the trends. Therefore, we will have 
to be aggressive, to compete with others and penetrate new 
markets.”

Offering funding, not reforms
Traditional giants of the industry, including the Minsk-based 
tractor maker MTZ, truck manufacturer MAZ and the Gomel-
based producer of agricultural equipment Gomselmash, 
appear to be in the most dire straits. As a result, in late June 
the Belarusian authorities were forced to offer assistance to 
those plants, as they have done for many other failing state-
owned enterprises in the past.

According to special decrees signed by Lukashenko, MTZ was 
allowed to raise up to $150mn through a domestic bond issue, 

and ordered the finance ministry to raise up to $426mn by 
selling a special bond issue to Belarusian commercial banks 
with the aim of supporting Gomselmash.

“The government will continue to support these enterprises, 
however I believe the Belarusian machinery industry has 
no future,” Stanislav Bogdankevich, former governor of the 
Belarusian central bank, tells bne IntelliNews. He points out 
that in previous years the authorities refused proposals from 
Russian companies to create joint ventures, in particular with 
state-owned truck maker MAZ, which could have helped the 
Belarusian giants survive in the current difficult times.

Indeed, the Russian truck maker KAMAZ, which is controlled 
by state corporation Rostekhnologii, previously failed to 
secure an agreement on a merger with MAZ. In April this 
year, Russian Deputy Prime Minister Arkady Dvorkovich 
told reporters that this project is off the table, as "there 
is no common understanding regarding the management 
structure."

State companies 
on the brink in 
Belarus

Manufacturing in Belarus, including its core 
machine manufacturing sector, has been badly hit 
by weakening demand in neighbouring Russia. 

Unreformed industrial giants, relics from Soviet times, are 
being forced to cut or suspend production as orders fall, 
weighing on the rest of the country’s faltering economy. Even 
so, the authorities show little appetite to start badly needed 
reforms.

On August 25, the National Statistics Committee of Belarus 
(Belstat) published a disappointing set of foreign trade data 
for the first half of the year. Belarusian exports to Russia, its 
traditional market, dropped by 33.3% on year in January-
June; Russia’s share of Belarusian exports fell to 36.5%, 
compared with 40.3% during the same period last year.

Machine manufacturing, which accounts for roughly a 
quarter of employees in the overall manufacturing sector, 
appeared to be at the centre of this storm. Exports of tractors 
(to all markets) dropped by 33% in the first half from the 
year before, truck tractors by 81.5%, trucks by 68.7% and 
agricultural engineering products by 42.5%. The contraction 
in exports, combined with sluggish domestic demand, has hit 
the country’s industrial output, which decreased by 7.2% on 
year in January-July.

“I understand that there are difficulties. But imagine that 
there is a war in the economy or an emergency situation. We 
must do our best to hit all our targets this year in these war-
like economic conditions,” Belarusian President Alexander 
Lukashenko said on August 6 as he met with the country’s 
prime minister, Andrei Kobyakov.

However, this “wartime” rhetoric won’t change the reality. The 
majority of machinery plants in Belarus have been running 
below capacity, while employees have seen their salaries cut as 
the plants fail to sell goods already produced. The International 
Monetary Fund (IMF) predicts the country’s GDP will contract 
by 2.3% in 2015; the European Bank for Reconstruction and 
Development (EBRD) forecasts a 3.5% decline.

“External factors created 80% of this situation – it is not 
our fault,” Lukashenko complained. “We cannot wait for 

Sergei Kuznetsov in Minsk

“External factors created 80% of  
this situation – it is not our fault”
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that will reduce the possible shocks. “The creation of new jobs 
in small and medium-sized businesses should act as an airbag 
during any layoffs,” Grits underlines.

But mass layoffs at Belarusian state-owned enterprises are 
off the table for now, especially in the year of a presidential 
election. Lukashenko, who has been in power since 1994, is 
expected to win a fifth consecutive term with a big majority on 
October 11. “We cannot allow any ill-advised action: no mass 
layoffs, no telling people they are surplus to requirements, 
nothing of this kind. We have to preserve the labour collectives 
and jobs,” Lukashenko said on July 1, clearly in campaign 
mode. “This is a key task because crises come and go, but once 
the crisis is over and labour collectives and enterprises have 
been destroyed, we will have nothing to rely on and protect 
our independence with.”

Yet Bogdankevich believes the Belarusian economy needs 
a comprehensive programme of transformation, which 
should involve changing the system of management at 
public companies. According to the World Bank, state-owned 
enterprises account for over 50% of output and two-
thirds of employment in Belarus. "State-owned companies 
should be put on an equal footing with private companies," 
Bogdankevich says.

"For instance, the [industry] ministry each year provides output 
targets to MAZ and MTZ. However, we need a transition to a 
new economic model that will be based on market rules… The 
state should do what it is responsible for – it should secure a 
low level of inflation, a stable exchange rate of the domestic 
currency, and lower taxation," Bogdankevich says. 

Meanwhile, Georgy Grits, deputy head of the Belarusian 
Confederation of Industrialists and Entrepreneurs, believes 
that the possible creation of “supranational groups” through 
mergers between Belarusian and Russian corporations could 
still provide the Belarusian manufacturers with a chance 
to avoid the worst-case scenario of bankruptcy. “Mutually 
beneficial co-operation in production and supply is necessary,” 
Grits tells bne IntelliNews.

Grits adds that the military vehicles producer MZKT, known 
globally under the Volat brand, could benefit from such a 
scheme. “Belarus is negotiating the possible integration of this 
enterprise into Russia’s military-industrial complex,” he says.

However, these plans could remain unimplemented. “I would 
not want to see the assets… privatised and sold,” Lukashenko 
said on August 14, as he visited MZKT, adding that the 
company could continue its cooperation with Russia without 
requiring a merger. “We have always been responsible people 
who have implemented all contracts and agreements with 
Russia. We are ready to [continue to] work.”

Excessive workforce
“According to the World Bank, up to a third of the workforces 
of Belarusian [state-owned] enterprises is excessive to 
production demand. The numbers of employees do not 
correspond to production volumes and the efficiency of the 
enterprises,” Grits says.

He adds that the management boards and the Belarusian 
government “understand” the necessity to reduce the number 
of employees, but they want to create a system of measures 

brain work better. Some of this seaweed is still used in 
the toothpaste and indeed its extracts are used in vitamin 
supplements because of the high concentrations of important 
nutrients and minerals.

Russian red seaweed may sound like an unlikely basis for 
a toothpaste, but business is good. “Splat’s products are 
doing well and even getting more shelf space in Russian 
supermarkets, as people want to buy quality Russian-made 
goods over foreign-made ones,” says Anna Jackson-Stevens, 
communications director, during a recent company visit by  
bne IntelliNews.

To an Anglophone, “Splat” is a weird name for a 
toothpaste brand, but obviously not to the Russian ear. 
This home-grown company has expanded fast over the 

last 14 years and is now the second biggest selling brand in 
Russia after the multinational toothpaste giant Colgate.

The name actually has nothing to do with the onomatopoeia 
that comes from dropping a tube of toothpaste from a great 
height. It is actually a Soviet-style contraction of “Sparlingia 
pertusa” – an edible red algae found in Korea, Japan, Russia 
and the Bering Sea. In the 1990s there was a fad in Russia 
for the seaweed that was widely believed to make your 

‘Splat’ for whiter 
teeth

Ben Aris in Moscow
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As might be expected, Splat is a mix of being very Russian 
and identical to any beauty and healthcare product maker 
in the West. The modern factory is set in the boundless (and 
mosquito-infested) forests located half way between Moscow 
and St Petersburg. The company was founded in 2001, but 
moved to its current site in 2009, taking over a facility that was 
originally built for Russia’s premier juice and dairy producer 
Wimm-Bill-Dann, which has since been sold to PepsiCo.

Splat reconfigured the facility to produce healthcare 
products, importing almost all of the equipment from 
places like Germany and Switzerland. Close to the Valdai 
resort, more famous for hosting an annual meeting between 

President Vladimir Putin and the international intellectual 
elite, a sort of Jackson Hole of Russia, the factory is not far 
from the M10 motorway that connects Russia’s twin capitals, 
two of the biggest cities in Europe. Indeed, thanks to the 
ongoing investment into Russia’s roads, the adjacent M11 
motorway has already been upgraded and cut travel times to 
both Moscow and St Petersburg to about four hours.

It’s not a particularly big factory, but it churns out enough 
tubes of toothpaste to fill shelves in shops from Kaliningrad 
to Vladivostok, and increasingly beyond. Today, the company 
has a 14% share of the domestic toothpaste market and is 
currently exporting its products, which as well as toothpaste 
also include toothbrushes, mouthwashes and floss, to over  
30 countries.

Light manufacturing, weighty problems
Splat’s success as a light manufacturer is actually surprisingly 
rare in Russia. In the first few years following the collapse of 
the Soviet Union, Western manufacturers flooded into the 
former Warsaw Pact countries looking to capitalize on the 
cheap but skilled labour force there, building up a foundation 
of light manufacturing as they went.

However, Russia almost entirely missed out on that stage 
of development. Its oil exports had driven up the value of 
the ruble, making Russian labour more expensive. More 
importantly, its 19-year-long saga to get into the World Trade 
Organisation (WTO) – the longest of any applicant country to 
date – meant few Westerners dared invest in the “wild east”. 
Russia eventually got a lot of retail investors interested in the 
143mn strong population, but few companies that actually 
make anything.

Splat is typical of the few light manufacturers that have 
benefited from the wave of national pride that has 

accompanied the imposition of sanctions on Russia, but are 
also suffering from the flip side of those sanctions.

At the heart of the factory are three giant vats that cook up 
the hodge podge of ingredients that go into toothpaste, before 
the resulting mixture is piped into the next room where a 
variety of machines fill the tubes, label them and put them 
in boxes ready for the trucks to transport them across the 
country. The rooms are scrupulously clean (with an ISO 14001 
environmental certificate to prove it) and everyone wears 
hygienic uniforms so as to not contaminate the toothpaste. 
Even wedding rings are banned in the clean area, where the 
rooms are kept at a slightly higher pressure than outside to 
prevent dust drifting into the room. All the products are safety 
tested in Russia, Japan and the EU, certified to international 
standards.

But the problem is that like much of Russia’s industry, Splat 
remains almost entirely dependent on imported inputs: while 
90% of the packaging and labels are Russian-made, around 
90% of the actual chemicals and essences that go into the 
toothpaste are imported, mostly from Europe. “There are 
Russian analogues for many of the things we need, but the 
problem with the Russian produce is the quality is not stable 
so we prefer to import,” says Andrei Tishin, the factory’s 
technical director.

The storeroom is a wholesaler’s Aladdin’s cave of ingredients. 
Edible gum from Germany, menthol tablets from Spain and 
sacks of silicon dioxide from Warrington in the UK. Splat’s 
ingredients have almost entirely escaped the sanctions 
regime imposed by both the EU and Russia. Bizarrely, the one 
exception is chemically pure salt (sodium chloride), which 
apparently has a military use in making rocket fuel. The 
company is hoping to replace it with a Russian equivalent soon.

The depreciation of the ruble has obviously driven up the 
costs of these imports, but that has been offset to some extent 
by increased sales. Growing nationalism means Russians 
are happy to choose Splat’s products over the obviously 
American competition, and as exports slowly start to rise 
the growing hard currency revenue is also helping. In a 
recent industry-organized blind tasting in Germany, Splat’s 
Blackwood toothpaste won hands down over the international 
competition and the company has now added Germany to its 
growing list of export customers. 

“Splat’s products are doing well  
and even getting more shelf space  
in Russian supermarkets”

“There are Russian analogues for 
many of the things we need, but the 
problem with the Russian produce is 
the quality is not stable so we prefer 
to import”
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and returns went down,” says one fund manager. “The interest 
in the region dramatically declined”.

Pekka Maki, managing partner of 3TS, says Central Europe’s 
problem is that, “when times are bad, they are spectacularly 
bad in this region.” 

Robert Manz, managing partner of Enterprise Investors, 
says the shortage of local investors means that fundraising is 
dependent on cyclical international investor appetite, which 
often has an outdated view of the region’s risk profile. Only 12% 
of CEE private equity fund money was raised within the region, 
according to EVCA, half the proportion for Europe as a whole.

Blood bath
Even among the smaller funds, there is likely to be blood spilt, 
according to another manager, who estimates that there are 
around a dozen funds in the €80mn-200mn fund size bracket 
that currently need to raise fresh money. “There are a number 
at the smaller end of the market which have to go to the 
market soon and raise money,” he says. “Probably a quarter  
of the groups are not going to raise money.”

He named Bancroft Private Equity, Royalton Partners, Argus 
Capital, Krokus Private Equity, Resource Partners, ARX Equity 
Partners and AxxessCapital as among the funds that were 
rumoured to be considering or to have started fundraising. 
Value4Capital was also mentioned by another manager.

CEE private equity faces shake-out

The freefall in private equity fundraising for Central and 
Eastern Europe (CEE) since the global financial crisis 
appears to have ended, but fund managers warn that 

there is still likely to be a shake-out before the sector stabilises.
According to the European Venture Capital Association 
(EVCA) annual report on the region (which excludes Russia), 
that was published in August, €1.47bn was raised last year, 
compared with €1.31bn of investments. The market is “getting 
back to equilibrium”, says Brian Wardrop, co-managing 
director of ARX Equity Partners in Prague.

The fundraising total was more than triple the previous year's 
and by far the highest figure since the 2008 crisis, but it was 
still well below the €4.03bn raised in 2007. It was even below 
the €1.5bn that Mid Europa Partners raised by itself in 2007, 
which is still a record for the region.

This year the continuing Russia-Ukraine conflict and the 
recent emerging market turbulence have put paid to any 
lingering hopes of a return to such past glories. Nevertheless, 
many funds raised in those fat years before the crisis will now 
have to raise fresh capital if they want to make more deals, 
which is likely to sort the sheep from the goats.

Many of the huge regional funds raised before the crisis 
underperformed – both compared to their predecessors and 
especially compared to other emerging markets – and raising 
fresh capital is not going to be an easy job. “Risks are going up 

Robert Anderson in Prague
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When they do start fundraising, as well as the gloomy regional 
environment and the disappointing performance of previous 
funds, the fund managers will have to overcome the problem 
of the incoherence of the CEE region as an investment 
proposition.

Countries such as Poland, the regional giant, and the Czech 
Republic and Slovakia have almost caught up economically  
with Western Europe, at least on a purchasing power parity 

basis, and their business environments are often comparable. 
But much of Southeast Europe is way behind on both counts, 
and the tiny size of many of the economies there makes them 
a very different kind of investment. “It’s become more of a 
fragmented story,” says Manz of Enterprise, which raised 
a €314mn fund in 2013. “It’s made it harder for [limited 
partners] to get their heads around what [Central Europe]  
is today.”

“There are less and less investors who want a dedicated 
exposure to the eastern part of the EU and beyond,” says Maki 
of 3TS, which raised a €108mn fund in 2013. He estimates 
there are around 30-50 such limited partners (investors) now, 
one tenth of the 2008 figure.

As well as the shortage of investors, the paucity of 
really big regional deal opportunities is also likely to cut 
fundraising appetite, particularly for the large pre-crisis 
regional funds. Few countries in the region are undertaking 
privatisation programmes, while the wave of disposals by 
foreign strategic investors anticipated after the global financial 
crisis seems to have already petered out.

Private equity investment in the region rose 66% to €1.31bn in 
2014, according to EVCA, with two large buyouts accounting 
for 40% of this. Those buyouts were most likely the acquisition 
of SBB, the leading cable TV company in Southeast Europe, by 
KKR – its first deal in the region – and CVC Capital Partners’ 
purchase of Avast Software, the Czech security software 
provider. 

Too big to succeed
Big deals agreed this year have included TPG’s acquisition of 
Hungarian real estate developer TriGranit, CVC ‘s purchase of 
PKPE Energetyka, the energy subsidiary of Polish Railways, 
and Apollo Global Management’s privatisation of Slovenian 
bank NKBM. But there are not enough to go round. “There 
is a lack of big enough projects for big PE players,” Ludwik 
Sobelewski, chief executive of the Bucharest Stock Exchange, 
told a panel discussion at the EBRD’s annual meeting in Tbilisi 
in May.

Maki notes that there is nothing specific about the 
region. “Most European funds cover this region OK. You don’t 
need a dedicated fund in order to do a deal once every five 
years in Bulgaria.”

“Investors view funds of €500mn+ as too big for the region,” 
says one fund manager. The last big regional fund raised 
was Mid Europa Partners’ Fund IV in 2014, which attracted 
€810mn, half the planned €1.5bn.

Advent International abandoned plans to raise a dedicated 
Central European fund in 2013, partly because it decided it 
could not do three to four big deals a year. Big global private 
equity players such as Advent – which still has offices in 
Prague and Warsaw – now tend to invest in the region through 
their global or European funds. Advent, which typically 
looks for deals of above €100mn, used its global fund to 
buy the Balkan operations of Hypo Alpe Adria, the stricken 
Austrian bank, in an up to €200mn deal completed in July.

Other large global PE funds are likely to only cover the region 
from outside, flying in to seal the big deals. EQT Partners, 
the Stockholm-based private equity fund backed by the 
Wallenberg family, is closing its Warsaw office, its only one in 
the region, though a spokeswoman told bne IntelliNews that 
“our interest in the region remains”.

Hence, in Central Europe there is likely to be a growing 
bifurcation between global PE funds operating from outside 
the region, and smaller locally-based funds. These local funds 
will become more specialised in particular markets, kinds 
of companies and deals. Enterprise, for instance, targets 
deals in the €20mn-50mn equity range, and often founder 
buyouts. “The fundraising strategies are becoming much 
more focused,” says Wardrop of ARX, which looks to invest 
at least €5mn in what it calls Central Europe’s Mittelstand 
industrial companies, also often at a time when the founders 
want to move on. “The whole investment thesis has evolved 
and changed and shifted. It is no longer about rapid consumer 
growth. But it takes time to get that message across.”

Maki of 3TS, which focuses mainly on technology investments 
of between €2mn-10mn, says it has learnt that its fundraising 
pitch works better when it is based on the individual deals it 
is doing, rather than the overall regional picture. When 3TS 
showed potential investors that their portfolio companies 
make their revenue outside the region,  “they said ‘you are not 
at all exposed to Eastern Europe, now we get it’,” he recalls.

For these local mid-market funds, the widening sweet spot 
they will be able to operate in if the big regional funds 
die out – between the global giants and the small local 
venture capital funds – is mainly good news. But for local 
entrepreneurs – outside sexy sectors such as technology – it 
could mean lower valuations or no interest at all, particularly 
in the more frontier markets of Southeast Europe. “It’s very 
hard for [small CEE companies] to convince a global fund to 
invest in them,” Maki says. 

“When times are bad, they are 
spectacularly bad in this region”
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The Western business world is (rightly, in my humble view!) 
focused on specialization, on allowing companies to focus on 
what they do best while either divesting from or outsourcing 
the rest. Oil and gas companies, then, should focus their 
efforts on locating, capturing, transporting and selling oil and 
gas, and should leave everything else to other players.

The thing is, when you look at Gazprom’s financial 
statements, what jumps out at you is that, in comparison 
to other large diversified energy producers, the company 
spends enormous amounts of money on building and 
maintaining its physical infrastructure. 

Who ate all the pies?
Consider the following chart, which looks at the average level 
of capital expenditure from 2012-2014 for Shell, BP, Total, ENI 
and Gazprom.

As should be clear, Gazprom is extremely far outside of the 
range of other oil majors, which tend to cluster in the 7-10% 
range (BP’s capex figure is somewhat depressed due to the 
need for remediation of the Gulf of Mexico oil spill).

While it is true that energy is known for being a highly capital-
intensive enterprise, I don’t think I’ve ever seen a company in 
any industry that has a capital investment profile larger than 

COMMENT: Gazprom has 
a capex problem

Gazprom has never been known as the most nimble 
company in the world. In addition to its energy 
assets, Gazprom famously has business interests in 

a bewildering array of different fields, including finance, 
construction, advertising, insurance, media and, most 
fasmously, once a chicken farm. It is, generally speaking, 
rather more difficult to find a part of Russia’s economy where 
Gazprom doesn’t have a significant presence than one where it 
does.

It is also common knowledge that the Russian state company 
spends lavishly on various kinds of socially beneficial projects 
like sports and healthcare facilities. This welfare policy by 
proxy has echoes of the Soviet tendency to provide social 
services not through state institutions but through individual 
enterprises, and, as you might imagine, doesn’t’ do anything to 
make Gazprom produce better returns for its shareholders.

From personal experience the above paragraphs highlight 
where most Westerners imagine the company’s inefficiency 
originates. We wouldn’t expect Shell or ExxonMobil to be 
terribly profitable if they also had a whole constellation of 
unrelated, and often loss-making, enterprises attached to 
them, nor would we be terribly surprised if forcing such 
companies to run social programmes had a big negative 
impact on their bottom lines.

Mark Adomanis in Philadelphia

Capital expenditure as percentage of sales
Average, 2012-2014
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Gazprom’s. On average, over the past several years, Gazprom 
has spent more than one quarter of its net revenue on capital 
investment. For every four rubles it takes in, it spends one 
ruble on pipelines, processors and other equipment.  

Over the past several years Gazprom has made some progress 
in bringing capex under control. To a significant extent it’s 
been forced to, by plunging prices for natural gas and for 
forecasts which suggest these low prices look increasingly 
like the new normal. Gazprom’s leadership has long been 
quite open in its disdain for shale gas, but their actions 
suggested that they were taking this threat more and more 
seriously. By 2014, spending was “only” 22.6% of revenue, 

still a long way off from its other European peers, but 
heading in the right direction and more than 10% lower  
from the 2011 level. 

However, in 2015, whatever tentative progress Gazprom  
was making seems to have reversed. Measured as a 
percentage of sales, the first half of 2015 saw capex increase 
by about 25% in comparison to the year-earlier period. 
Recent headlines also suggest that Gazprom hasn’t yet kicked 
its capex addiction, with plans for a Nord Stream II pipeline  
(the economic utility of which is extremely dubious) 
advancing at a reasonable clip. 

A plausible defence for Gazprom could be that because its 
assets are largely comprised of legacy Soviet equipment and 
because it operates in such extreme climates, it needs to spend 
heavily on capex simply to keep the lights on. While plausible, 
Gazprom’s own financial statements provide no support for 
this hypothesis: from 2012-2014, capex was more than three 
times larger than the depreciation and amortization that were 
recorded on Gazprom’s existing assets. Gazprom is not just 
paying to replace what it has, it is aggressively acquiring an 
ever-larger quantity of physical property, plant and equipment 
(which, given the extremely slow growth in revenues, is not 
being used very efficiently).

The above helps illuminate why Gazprom is “undervalued”: 
it burns almost all of the cash it generates buying more stuff, 
instead of paying out dividends to shareholders or buying 
back its stock. Enormous value could be generated if Gazprom 
started to operate more in line with Western energy majors; 
it could likely reduce its capex by more than 50%. But there is 
little evidence the company has moved past its excessive focus 
on acquiring assets.  

“Gazprom spends enormous 
amounts of money on building 
and maintaining its physical 
infrastructure”

Is the party over for Russian 
Standard Bank?

Anna Kravchenko in Moscow 

Russian Standard Bank’s (RSB) downgrade by Standard 
& Poor's to a pre-default ‘CCC-‘ suggests last orders is 
about to be called on the “vodka bank”, once a leader in 
consumer banking in Russia.

One of the country's top 20 lenders in term of assets, 
RSB recently sought another debt restructuring from 
its bondholders after it already being bailed out twice 
in 2015, fuelling doubts about whether the bank can 
survive without constantly tapping its owner Rustam 
Tariko's lucrative vodka business. RSB has been 
in desperate need of liquidity for several years and 
broke the banking sector's loss record with RUB22bn 
($330mn) of losses in the first half of 2015.

The details of the proposal left bondholders wondering if 
they should be happy about the fact that they avoided a 
full write-off, or dismayed over the restructuring terms 
on the table.

Then came the portentous S&P downgrade of the bank's 
long-term national and foreign currency credit rating 
from ‘B-‘ to ‘CCC-’ with a negative outlook on September 
21. The agency attributed the decision to the worsening 
of the bank's credit portfolio, noting that its “asset quality 
metrics continue to deteriorate, while its capacity to 
absorb loan losses continues to fall on the back of its 
declining margins”. S&P also questioned the bank's 
ability to service its liabilities in the coming six months, 
despite its efforts to restructure its bonds.

Creditors can now only hope that Tariko comes up with a 
glittering new plan to make the once prospering lender 
profitable again without gutting his vodka business in the 
process.

RSB’s fall has been vertiginous and speaks volumes 
about the rotten state of Russia’s financial sector. 
Reorganized in 1999 from Agrooptorgbank, RSB was the 
pioneer of retail lending in Russia as it started to issue 
express loans to individuals and small business. It was 
among the first on the Russian market to issue credit 
cards. By the mid-noughties, it was seen as a rapacious 
creditor with aggressive marketing tactics and 
questionable methods of making its clients pay. Despite 
its less-than-clean reputation, RSB grew into a sector 
behemoth with a prospering parallel vodka business.
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2015 is proving a poor one for debt capital markets 
(DCM) in Central & Eastern Europe/Commonwealth of 
Independent States, as the volume of deals falls back to 

levels not seen since 2004, according to Dealogic.

A combination of currency depreciation and economic 
slowdown from Western sanctions on Russia and instability 
in Turkey has brought DCM activity in the CEE/CIS region 
tumbling to $37.4bn via 118 deals in the first eight months of 
2015, which was down 52% from the $77.0bn via 161 deals in 
the comparable 2014 period and the lowest year-to-date level 
since 2004, when the total was $37.2bn via 189 deals.

This is the third consecutive year of falls for CEE/CIS since a 
peak hit in 2013, when a total of $115.4bn was issued in the 
first eight months. The trend also mirrors the declines seen in 

Western Europe (excluding the UK), which saw DCM activity 
worth $1.12tn in the first eight months of 2015, down 21% 
from $1.42tn in the same period in 2014 and the lowest year-
to-date total since 2004.

Unsurprisingly, Russia and Turkey, the two largest bond issuers 
in the region, were the main the culprits. Both countries’ 
currencies have depreciated sharply over the past year (the 
Russian ruble was at RUB68 against the dollar on September 
9 compared with RUB37 a year ago, while the Turkish lira 
was at TRY3.0 versus TRY2.2 a year ago), bringing down the 
dollar value of issuance. The number of Russian deals was 
also sharply down – a consequence of the Western sanctions 
preventing access to foreign financial markets and the 
accompanying recession, which has killed company  
expansion plans.

Nicholas Watson in Prague

CEE/CIS debt capital markets  
see volumes fall to 2004 levels

bne:Deal
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“Corporate bonds with their yield pick-up should be popular 
right now, but companies aren’t issuing for a number of 
reasons: they’ve put plans on hold due to recession fears, 
they’re cash rich and don’t need money. So it’s not a question 
of demand, rather it’s a question of supply,” says Anne-
Françoise Blüher, portfolio strategist at Conseq Investment 
Management.

Headcounts
The collapse in DCM and other parts of the banking business 
in Russia has already claimed one high-profile casualty. 
bne IntelliNews in September learned that Mark Stadler, the 
highly-experienced chief executive of HSBC in Russia, is 
leaving his role after three years, as the banking market in  
the country continues to offer poor returns. 

The British bank, which has about 250 employees in 
Moscow and St Petersburg, was highly active arranging 
foreign debt sales and loans for Russian corporates prior to 
Western sanctions being imposed on Russia over its seizure 
of Ukrainian territory and the backing of a separatist war 
there. Fees for arranging bonds, mergers and IPOs in Russia 
slumped by 50% in the first six months of the year to about 
$70mn compared with the same period a year ago, according 
to Freeman & Co, a US financial data firm. 

Stadler – who has over 30 years experience as a financier and 
20 years at Europe's biggest lender – was to have moved to 
Dubai at the end of September to run commercial banking 
across the Middle East and North Africa, according to a source 
close to the bank. Stadler, 55, had previously worked in Dubai 
for HSBC as well as at positions in Hong Kong and London, 
where he had been interim head of the private bank for the 
UK prior to his Russia appointment. He will be replaced by 
Malachy McAllister, a much less experienced financier who 
currently runs capital financing in France.  

"During boom times, Russia is a great place for the banks 
to develop their international talent as we often see 
exceptionally gifted business leaders produce equally 
exceptional results," says Nick Rees, former Russia country 
manager for recruiter SThree. "Unfortunately, we are far 
from another boom period for Russia so it makes sense not 
to waste this talent in a dead market and export it to other 
regions where the investment in talent can be rewarded  
far, far quicker."

Bloomberg reported on September 8 that Russia's Renaissance 
Capital is cutting its global headcount by 5% while Deutsche 
Bank, the biggest foreign investment bank in Moscow, is 
mulling a 10% reduction in Russia. 

Bulgaria’s largest IT group Sirma 
to debut on Sofia exchange

Clare Nuttall in Bucharest 

Sofia-based Sirma Group Holding in mid-September 
launched the first major post-crisis IPO on the Bulgarian 
Stock Exchange. The new issue is slated to begin trading 
on October 16.

The IPO of Bulgaria’s largest IT group is partly a sign of 
reviving confidence in the Bulgarian stock market as well 
as the strength of the hi-tech sector. The large amount 
of cash currently available in the market, especially 
after depositors were recompensed for the collapse of 
Bulgaria’s fourth largest bank Corporate Commercial 
Bank (Corpbank) in 2014, is also a factor. 

Sirma comprises a group of IT companies including sys-
tems integration business Sirma Solutions, CAD package 
design company EngView Systems and semantic technol-
ogies developer Ontotext, whose platform is used by the 
BBC and Financial Times websites. Other international 
customers of Sirma include the Canadian government, 
Pentagon and Metropolitan Museum of Art in New York.

It is almost eight years since engineering and construction 
company Enemona listed on the Bulgarian bourse, raising 
BGN33.6mn in the country’s last major IPO before the 
global financial crisis swept through the region.

If successful, the Sirma IPO is likely to stimulate activity on 
the Sofia exchange and encourage more local companies 
to go public. According to Miroslav Stoyanov, head of 
investment banking at ELANA Trading, which is both 
the lead manager and adviser for the issue, Bulgarian 
institutional investors currently have over BGN7bn under 
management, and their assets are steadily growing. “Even 
more cash is available after the collapse of the fourth 
biggest bank in Bulgaria, as a lot of the depositors have 
received their state guaranteed funds [up to €100,000]. 
Thus one of the prerequisite for the tide to turn in the local 
market is present. Confidence is restored slowly, however, 
and we believe Sirma’s IPO could be the first step towards 
that goal,” Stoyanov tells bne IntelliNews. “A successful 
IPO will once again bring attention to the Bulgarian capital 
market not only from local and international investors, but 
also from companies looking to grow.”

Stoyanov has observed a lot of investor interest since 
the announcement that Sirma was planning an IPO, and 
reports that ELANA has held several meetings with other 
potential IPO candidates that are waiting for the outcome of 
the Sirma listing.

"We are far from another boom 
period for Russia"
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US financial giant Citibank and Bank of Georgia closed 
a $30mn one-year trade finance deal in August, aimed 
at helping the Caucasian bank cater to rising demand 

from corporate clients. The deal marks growing foreign 
investor confidence in Georgia, but was sealed amidst rising 
trade and economic headwinds.

Citi’s “club” facility – as the trade finance credit facility is 
called – is a short-term trade financing vehicle dedicated 
to emerging economies. It involves an exchange of trade 
advances and promissory notes between the fronting 
bank (Citi), which takes a 10 to 30% pro-rata share in the 
underlying trade transaction, and the obligor (Bank of 
Georgia).

The deal follows a first $20mn international trade finance loan 
brokered by Citi in 2014. Murtaz Kikoria, deputy CEO of Bank 
of Georgia, said: “I am pleased that we continue this successful 
path as we once again join forces with Citi to further support 
the growing needs of our corporate client base and strengthen 
our competitive advantage in this business.”

“The move underlines the international profile of the 
institution. There are not many banks in the region that 
actually have such an international prominence”, Alexios 
Philippides, analyst at Moody’s Investors Service, the rating 
agency, tells bne IntelliNews. Bank of Georgia listed on the 
main market on the London Stock Exchange since 2012. “It 
is the only private entity in the Caucasus region to have ever 
issued Eurobonds,” Philippides adds.

The loan is guaranteed by the European Bank for 
Reconstruction and Development (EBRD) and the World 
Bank’s International Financial Corporation. Last year, the 
EBRD sold a 5% stake in Bank of Georgia it has held since 
2012, arguing it had fulfilled its mission to support the bank 
after it suffered in the crisis of 2008.

On August 12, the same day it announced its trade financing 
deal with Citi, Bank of Georgia enacted a major structural 
overhaul. The restructuring ring-fences its banking operations 
from its more volatile non-banking ventures such as healthcare 
and real estate. The reform “is credit positive for [Bank of 
Georgia],” Moody’s says.

About half of Bank of Georgia’s loans are offered to 
corporations, and it is one of the country’s two biggest banks 
in the country, along with TBC Bank.

Headway and headwinds
Evgeny Konovalov, associate director at the Financial 
Institutions group of Fitch Ratings in Moscow, tells bne 
IntelliNews that he believes the Citi deal might not be very 
significant in terms of underlying business volumes or credit 
risk, but it’s “news for trade finance departments, as not many 
Georgian banks offer trade finance facilities”.

Despite recent economic turbulence, Georgia is still a poor and 
under-banked country that boasts solid economic prospects. 
Its particularly business-friendly policy environment has 
delivered in terms of attracting investment. More importantly, 
Tbilisi has started implementing reforms foreseen in the Deep 
and Comprehensive Free Trade Area (DCFTA) signed with the 
EU, which came into force in 2014.

In 2014, this country of 3.7mn people posted a record $1.7bn 
worth of exports and $4.8bn in imports, as well as 4.7% 
GDP growth in a region market by economic volatility and 
instability. Foreign direct investment flows totalled $1.7bn 
last year, its best performance since 2007. Top investors are 
the Netherlands ($374mn in 2014), Azerbaijan ($341mn), 
and the US ($218mn). Investments focus on transport and 
communications, construction, and manufacturing.

2015 is turning out to be turbulent, however. Georgia’s 
statistics agency Geostat recorded a dramatic 14% drop in 
trade between January and July. Even so, trade with the EU 
increased. “In January-July 2015 the external trade of Georgia 
with the EU countries amounted to USD 1724 million, up by 
2 percent compared to the corresponding indicator of the 
previous year”, Geostat wrote in a note in August.

Analysts see Georgia’s increasing reliance on short-term loans 
denominated in dollars as a real credit risk factor. Its national 
currency, the lari, has been depreciating, dropping from 
GEL1.9 to the dollar on average in 2014 to GEL2.2 in the period 
from January to June – thus raising the costs of repayment of 
international loans. The currency has further weakened, with 
the central bank on August 25 lowering the exchange lower to 
GEL2.4161 to the dollar. At the same time, inflation is rising and 
could soon reach the National Bank of Georgia’s 5% ceiling. The 
IMF forecasts modest GDP growth of 2% in 2015.

On the positive side, Bank of Georgia has unusually high 
buffers that could help it weather further currency routs, 
at least for a while: its Tier I capital ratio stood at 22.1% 
according to the bank’s latest annual report. 

Iana Dreyer in Brussels

Big Citi banks on tiny Georgia
bne:Trade
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A veteran of Moscow’s capital markets has identified the 
Iranian equivalents of Sberbank and Rosneft as part of a 
quest to provide frontier investors with returns not seen 

since Russia’s heyday in the 2000s.

Alexei Yazikov, former head of research at Aton Capital 
in Moscow and executive at Robert Fleming, ING and 
Renaissance Capital, started First Frontier along with fellow 
alumni from both Aton and ING in 2013. Operating out of 
London as “the first truly pan-frontier investment bank”, 
they believe investor appetite for frontier markets mirrors the 
enthusiasm for emerging markets over two decades ago, when 
the latter first opened up to foreign investment.

The firm’s business model is to provide frontier-hungry 
investors with direct access to investment opportunities in 
Iran, Vietnam, Pakistan, Mongolia, Argentina and other 
disparate markets, through alliances with local brokerages on 
the ground. First Frontier opted not to take equity stakes in 
these brokers, but has exclusivity for distribution in the UK and 
Europe. “The terrible performance of emerging market funds 
has put more exposure on frontier markets,” Yazikov tells  
bne IntelliNews in an interview in London. “But the problem for 
investors is that information is hard to come by in places like 
Iran where companies don’t publish earnings in English. That’s 
where we come in, as we have the relationships with  
the brokers and translators.”

Analysts at Renaissance Capital forecast that $1bn will pour 
into Iran in the first year after sanctions are lifted; a landmark 
nuclear agreement agreed in August between Iran, the US and 
other world powers means sanctions could start being eased as 
early as next spring. First Frontier is planning to set up an Iran-
sanctions compliant fund with as much as £50mn.
Trip to Tehran 

In light of the progress in talks over a nuclear agreement 
between Iran and world’s major powers, Yazikov and his 
colleagues flew to Tehran earlier this year on a field trip 
organised by their local partners at Agah Brokerage Company.
They travelled to Iran via Istanbul and found that business 
visas can be obtained easily enough within two weeks, 

although in some cases invitations may be required from an 
Iranian organisation. “Passing through security was relatively 
quick, even though an Austrian guy in the line to passport 
control at the Khomeini airport complained that just a few 
years ago there were hardly any people at the window for 
foreigners and now the line is twice as long as that for the 
Iranians,’’ Yazikov recounts.

Tehran has a population similar to Moscow with about 14mn 
people in its metropolitan area. Like the Russian capital, it 
suffers from chronic traffic during peak hours and pollution is 
so bad the surrounding mountains can’t be seen through the 
fog, according to Yazikov.

What surprised the First Frontier guys the most was how 
normal and boring Tehran appeared to be. “Having travelled 
extensively across Russia, CIS and the former Eastern Bloc in 
the 90s, we were half-expecting to see the familiar signs of the 
beyond-frontier market on the verge of becoming a destination 
to foreign businessmen and investors – armed patrols in the 

airports and around the city, visible presence of numerous 
policemen on the roads, an extreme contrast between wealth 
and poverty, crumbling infrastructure, frenetic activity, street 
currency dealers, chaos and petty corruption on every step.”
“There was nothing of the sort. I mean, no gun-toting Mafiosi 
and salesmen with shifty eyes from around the world, con-
artists of all races or even furry green aliens flogging second-
hand infinite improbability drives in the hotel lobby. And the 
smell of greed – oops, sorry, opportunity – and half-delirious 
excitement after long lunches was suspiciously absent.”
In the hotels, Yazikov encountered business people from 
Germany, Austria, Scandinavia, a sprinkling of Russian and 
many of Chinese appearance.

Jason Corcoran in London

Russia stock market veteran 
discovers Iran’s Sberbank and Rosneft

bne:Funds

“The terrible performance of 
emerging market funds has put 
more exposure on frontier markets.”
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First Frontier visited the market regulator, the Tehran 
Stock Exchange as well as huge conglomerates like Ghadir 
Investment Co, banks, oil and gas companies, and technology 
firms. One of Yazikov’s most distinct memories of the trip were 
cans of Russian Baltika non-alcoholic beer served on the tables 
of the steel company they met with. It turned out the company 
had received the beer as part of a barter payment.

Most of the large-cap companies are controlled by the 
Revolutionary Guard, while most of the oil companies have 
been off limits to foreign invesors due to the sanctions. 
Investments into companies where the Revolutionary Guard 
has a majority is not prohibited unless the company itself is 
on the sanctions list, but these companies do come under 

more spotlight of the regulators. “What matters is potential 
corporate governance risk,” Yazikov says. “From an investor 
point of view it is like investing in the company in Russia 
where Summa or Gazprombank also has interest. You may 
achieve a decent return, but only if you know when to quit 
because otherwise insiders will eat your lunch.”

Yazikov identifies Khalij Fars with a market cap of about 
$10bn as Iran’s Rosneft. Bank Mellat, which has a large retail 
deposit base, is the country’s Sberbank. He pegged Novin 
Bank as the early RenCap or Troika, and their partners Agah 
as Aton. However, companies like Mellat and Ghadir remain 
uninvestable until they are removed from the US and EU 
sanctions lists, Yazikov says.

By applying his experience in Russia, Yazikov says investors 
can expect to double their money in the first year after 
sanctions are removed. “First gains will come from re-rating, 
then from utilisation of unused capacity, ramp-up of 
production and boost to revenues plus cost reduction from 
opening of the market and lower cost of capital. Then you 
have broadening of the market, IPOs, further expansion, first 
Magnits and Wimm-Bill-Danns and all that song and dance of 
the new economy.”

Provided there are no major setbacks, he predicts Iran 
will become at least a $300bn-400bn market in five years 
time, with daily liquidity of half a billion on average. “Our 
overall impression was that the country is on the verge of 
a qualitative and quantitative breakthrough with sanctions 
relief as a trigger,’’ he says. “Some sort of Perestroika seems 
to be on the cards.’’ 

"You may achieve a decent return, 
but only if you know when to quit 
because otherwise insiders will  
eat your lunch.”

Emerging Markets 
Direct – your data 
source for the 
developing world

Polish Metallurgy Report – 2015
j.mp/polishmetalreport

Get an overall picture of the current trends and the 
outlook for Poland’s metallurgical sector, represents 
a significant part of the country’s industrial base. It is 
dominated by the steel industry, which accounts for 
more than 90% of the country’s total metallurgical out-
put. Copper production makes about 7% of the total, 
while other metals, like lead and zinc make the balance.

• Poland’s steel production sector is mostly driven by 
the main domestic consumers - the construction 
sector, the auto manufacturing industry, the 
producers of machinery and other metal products 
and household appliances makers;

• Poland is the biggest steel producer in the CEE 
region and the sixth biggest in the EU, accounting 
for about 5% of the bloc’s total crude steel output;

• After two years of contraction, Poland’s crude steel 
output grew 8.4% y/y in 2014 and is set to keep 
on rising in the medium term, driven by robust 
perspectives for the key domestic consumers – the 
automotive and construction sectors;

• After two years of contraction, Poland’s apparent 
crude steel consumption soared 18% y/y to an all-
time high of 12.19mn tonnes in 2014, as performance 
improved at both the automotive and construction 
sectors while consumption is also set to grow further 
in the coming years, reaching new record high levels;

• Poland’s copper sector is dominated by 32% state-
owned KGHM, which is the sole domestic copper 
mining company and one of the leading copper 
producers in Europe.

j.mp/emdstore
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Poland  prepares  
for Law & Justice

Annabelle Chapman in Warsaw
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Annabelle Chapman in Warsaw

not strictly Eurosceptic, PiS remains 
staunchly opposed to the euro. By 
adopting it, Poland could become 
“another Greece”, Szydlo warned.

With the big day looming, PiS and PO 
have attempted to outshine each other 
with economic proposals. At times their 
election conventions, which both took 
place on September 12, resembled a 
bidding contest. For instance, both 
want to introduce a minimum gross 
hourly wage of PLN12 (€3). Szydlo 

unveiled a new election slogan for PiS 
in September: “Work, not promises”. 
Nevertheless, its spending plans have 
been particularly lavish. Analysts are 
wondering where all the money is 
going to come from. “Lots of slogans, 
few details,” wrote Pracodawcy RP, an 
employers’ organisation, commenting 
on both parties’ proposals in a state-
ment after the election conventions. 
This vagueness undermines the cred-
ibility of even the more sensible propos-
als, it added.

In an effort to court the poorest 
levels of society, PiS wants to raise 
the tax-free allowance to PLN8,000 a 
year, from the current level of around 

PLN3,000. Local government budgets, 
which rely heavily on revenue from 
personal income tax, would be par-
ticularly hit. Warsaw itself could lose 
PLN840mn. Key investment projects, 
such as the extension of the capital’s 
second metro line, could be affected, 
Warsaw’s mayor Hanna Gronkiewicz-
Waltz has warned. In a nod to families, 
PiS is also proposing a “Family 500+” 
programme that would give families 
monthly support of PLN500 (€120) per 
child, starting with the second child in 

“PiS proposals would be devastating for  
public finances” 

better-off families. This would serve as 
a “demographic impulse” while helping 
families in need, according to Szydlo.
In addition, PiS wants to reverse the PO 
government’s raising of the retirement 
age, returning it to 65 for men and 60 
for women. An indirect way of doing this 
would to link the retirement age to the 
number of years worked.

Taken together, these proposals would 
be “devastating for public finances”, 
warns Adam Czerniak, chief economist 
at Polityka Insight, a think-tank in 
Warsaw. More broadly, PiS’ “unrealis-
tic” spending programme could prompt 
a negative reaction from financial 
markets and reduce Poland’s credibility, 
he warns.

To fill this gap, PiS intends to turn on 
Poland’s banks. It has contemplated a 
tax on banks’ assets, which has drawn 
criticism from the banking sector. An 
alternative would be a tax on financial 
transactions (0.14% of transaction value 
on securities and 0.07% on derivative 
transactions). While the latter tax would 
bring in several times’ less revenue, it 
would also be less damaging to Poland’s 
financial sector, Czerniak points out. 
How either would cover all of PiS’ prom-
ises is unclear, though.

A hawkish turn
Although attention has focused on the 
bidding war taking place between PO 
and PiS over spending policies, the cam-

paign takes place in a broader interna-
tional context, from Europe’s migration 
crisis to the tense security situation in 
the region since Russia annexed Crimea.

Since taking office in August, Andrzej 
Duda has been the focal point of PiS 
foreign policy – though he formally left 
the party shortly after he was elected. 
Amid concerns that he would return 
to the confrontational antics of PiS’ 
previous stint in power when the late 
president Lech Kaczynski was in office, 

Poland is heading for elections 
on October 25 with a sense of 
déjà vu. Once again, there will 

be a battle between the centrist Civic 
Platform (PO), which has led a coalition 
government since 2007, and the righ-
twing Law & Justice party (PiS). This 
time, though, PiS looks set to win. Ewa 
Kopacz, who took over as prime minister 
from Donald Tusk a year ago, has been 
trying to cut her losses. But it may be too 
late. A month before the elections, polls 
give PiS a lead of more than 10 per-

centage points over PO (other parties, 
including the main leftwing coalition, 
remain below 10%).

The return of PiS after eight years in 
opposition would have major repercus-
sions at the national and European level. 
Critics remember its previous stint in 
power, in 2005-2007, as characterised 
by paranoia at home and abroad. After 
years of moderate rule by the PO-PSL 
coalition – the policy of “warm water in 
the tap”, as Tusk put it – Polish politics 
could be in for a shake-up.

PiS has received something of a face-
lift in recent months. Veteran leader 
Jaroslaw Kaczynski, who served as 
prime minister in 2006-2007, remains 
at the helm. But the surprise victory of 
the milder, youthful Andrzej Duda in 
May’s presidential election prompted 
him to rethink his strategy. Rather than 
try to return as prime minister himself, 
Kaczynski nominated Beata Szydlo as 
the party’s candidate for prime minister. 
Szydlo, a 52-year-old deputy leader 
of PiS, rose to prominence managing 
Duda’s election campaign and is less 
divisive than Kaczynski.

Poles PiS’d off
PiS’ programme shows that the “right-
wing” label usually ascribed to it in 
English can be misleading. Though 
conservative on social issues such as 
gay marriage and abortion, its eco-
nomic programme is more leftist. While 

“By adopting the euro, Poland could become 
another Greece”
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Duda announced that there would be 
“no revolution”, just “corrections, some-
times deep”. The tone of Duda’s visit to 
Berlin in August, soon after taking office, 
was positive. “I have absolutely no doubt 
that our great task, my task on the Polish 
side, is to build the best-possible stra-
tegic relations with Germany,” he said. 
This sets a positive tone for the rest of his 
presidency and, potentially, for a future 
PiS government.

On the situation to Poland’s east, PiS 
does not differ greatly from the cur-
rent PO-led government. Both parties 
support Ukraine’s reform efforts and 
are hawkish over Russia. Still, following 
Duda’s lead, PiS could seek a more asser-

tive role for Poland in the Ukraine peace 
talks and in European diplomacy more 
generally. Visiting Tallinn on his first 
trip abroad as president, Duda said that 
Nato in the region is “justified not just 
in historical but in present-day terms”. 
Regional security is likely to figure 
prominently in the next government’s 
foreign policy in the run-up to the next 
Nato summit, which Warsaw will host  
in July 2016.

One area where PiS has distanced 
itself clearly from the government is 
the refugee issue, which has emerged 
as a major theme in the last months of 
the election campaign. Kaczynski has 
questioned the government’s right to 

decide on the matter, and was infuri-
ated by its decision on September 22 
to back a controversial EU plan to 
relocate 120,000 migrants over the 
next two years. Szydlo has suggested 
that rather than taking in refugees from 
the Middle East, Poland ought to focus 
on repatriating ethnic Poles from the 
former Soviet Union. Amid widespread 
anti-immigration feelings in Polish 
society, this stance could further boost 
PiS ratings ahead of the election. At 
the same time, it spells tensions with 
key partners in Western Europe if PiS 
comes to power.

After eight years in opposition, many 
questions about what PiS would be 
like in power remain. Yet its inward-
looking and xenophobic response to 
Europe’s migration crisis suggests that, 
for all the party’s face-lifting attempts 
in recent months, some things have 
not changed since its last spell in 
power.   

25 May 5 Jun 16 Jun 27 Jun 8 Jul 19 Jul 30 Jul 10 Aug 21 Aug 1 Sep 12 Sep

20.0

30.0

40.0

36.4

21.8

LAW AND JUSTICE PARTY PULLS AWAY FROM CIVIC PLATFORM IN POLLS
Voting intention, percentage

Civic Platform (PO)

Law and Justice (PiS)

Sources: Arianda; CBOS; Estymator; ewybory.eu; GfK Polonia; IBRiS;

Millward Brown; TNS Poland; Ipsos

“Nato in the region is“justified not just  
in historical but in present-day terms”
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in the cycle,” GTC CEO Thomas Kurz-
mann tells bne IntelliNews. “At the same 
time, the economies in most… Southeast 
Europe countries are recovering. This 
will boost cash flow and the respective 
value of property.”

Martin Tamborsky, an analyst at Erste 
Bank Group's real estate arm Immorent, 
notes there are different drivers today 
compared to 2007. “Then it was based on 
fundamentals; today the driver is yield.”

On the wagon
Investors are staying sober for the mean-
time. Many were burned in the same 
region, particularly Romania, which saw 
capital flooding in a decade or so ago 
as investors lusted after a 'new Poland' 
– a large, new under-developed market 
in other words. While Romania saw 
transactions hit a new high of €1.15bn 
in 2014, at around €200mn activity has 

Drunk on cheap money, investors 
threw caution to the wind as 
they hunted returns in Southeast 

European real estate in the boom before 
the 2008 crisis, only to be floored by the 
global crash. Can they stay sober this 
time round?

Massive global liquidity, the hunt for 
yield and high hopes for rising economic 
growth have been driving investors 
deeper into Emerging Europe's property 
markets once more. As returns have 
dropped in other asset classes, inves-
tors are moving money out of bonds 
and equities and into real estate across 
Europe. Starting in the mainstream 
Western European markets, the money 
has quickly travelled eastwards.

Prime yields in the most developed 
regional markets have plummeted, 
with benchmarks for office and retail 

in Poland and the Czech Republic now 
sitting at around 5.25%. The likes of 
Hungary and Romania – which offer a 
risk premium of up to 250 basis points 
– are now the focus of strong buying, 
while the more adventurous are scour-
ing Bulgaria and Serbia, amongst others.

It's those factors that are pulling Polish-
based developer and investor GTC into 
Southeast Europe, despite a similar 
push in the boom years that still has it 
wobbling under the weight of losses 
on Romanian and Croatian assets. The 
developer has spent the last year or so 
pushing a new share issue past reluctant 
minority shareholders in order to raise 
capital to power an acquisition spree.

That strategy is driven by a belief there 
are strong gains to be made via asset 
management and yield compression. 
“Property values are at a very low point 

Staying sober in Southeast Europe – 
for now
Tim Gosling in Prague

Photo: www.gtc.com
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been much calmer in the first half of this 
year.

That is driven by memories of the 2008 
crash, and the main risk in Southeast 
Europe – getting stuck. “In Budapest, 
Bucharest and Southeast Europe we still 
see limited liquidity,” GTC's Kurzmann 
admits.

Investors are still not ready to take 
significant risks by ducking below prime 
assets or pushing development projects 
without strong pre-leases in place, notes 
David Hutchings, head of EMEA invest-
ment strategy at Cushman & Wakefield.

Kurzmann bears that out. “GTC will tar-
get properties with some upside potential 

like vacancy and need for upgrade, but 
still in very good locations,” he states.

However, the chase looks to be hot-
ting up. “There is strong evidence that 
transaction volumes [in Romania] will 
bounce back in the second half of the 
year, as a number of key buildings across 
all market sectors are in advanced stages 
of negotiation,” notes a report from 
Jones Lang LaSalle (JLL).

Erste's Tamborsky points out that office 
completion in Bucharest is likely to top 
250,000 square metres (sqm) in 2016, 
pushing the vacancy rate as high as 17%. 
However, he still forecasts yields com-
pressing 75bp to 7% over the next year 
as US money leads hunters from across 
the globe. “The selective approach 
of investors will persist for a while,” 
predicts Hutchings. “But the very strong 
global liquidity is a pressure. If schemes 
like the European Central Bank's quan-
titative easing continue, it will increas-
ingly push that money to real estate, 
and we could see a return to the 'more 
aggressive' investment seen pre-crisis.”

The cheap money tap is unlikely to be 
turned off any time soon. ECB President 

Draghi suggested in early September 
that QE could be extended into 2017 
and beyond if necessary. “The global 
financial system is so fragile, the global 
economy so lethargic, and asset prices 
generally so high… that it near forces 
central banks into a continuation of 
exceptionally easy monetary condi-
tions,” Deutsche Bank economists noted.

Hangover
Illustrating the pressure, that wall of 
money is now pushing investors into 
even less-developed markets.

Bulgaria was also a victim of the frenzy in 
the boom years, but has yet to see activity 
spike to the same degree as its neighbour 
to the north. However, it did see invest-

ment volumes double to €240mn last 
year, and a similar amount is expected in 
2015, predicts Georgi Kirov at Colliers, 
who reports “massive investment inter-
est”, mostly from the immediate region.

After a brief hiatus, Greek money is also 
pressing to find a home, he says, with 
investors from Turkey and Romania 
also scouring Sofia. The Greek crisis 
has done little to upset the story, he 
adds, because the local banking units 
are strong, and lenders from Western 
Europe are keen to get in on the action.

However, investments remain opportu-
nistic in this small and somewhat risky 
market. Less than 30% of deals last year 
involved revenue-producing assets, 
Kirov estimates. The bulk saw unfin-
ished projects, land purchases and assets 
in need of strong management bought. 
That's despite the fact that the oversup-
ply hangover from the boom years is still 
wearing off. “The market still needs a 
couple of years to recover [from that] 
disaster,” says Andrew Pierson, head 
of JLL's Southeast Europe operations. 
Vacancy in the office segment is only 
now falling from 15%, and rents are 
starting to rise from a low base.

However, that also means there has been 
little yield compression to date. Although 
there are few benchmark deals, prime 
office assets are priced at around 9%, 
Kirov says. But he expects that to change, 
as the pressure rises in other Emerging 
Europe markets. “The speed at which 
Central European markets are moving is 
astonishing,” he remarks.

Stepping across the border and out-
side the EU, Richard Wilkinson, CEO 
of Immorent, is looking at a different 
picture – Serbia. The company's only 
current development project is Sirius, 
30,000 sqm of class A office space in 
Belgrade. The real estate arm of the 
Austrian bank hopes to launch construc-
tion of the 10,000 sqm first phase this 
year, with around 60% pre-leased. “We 
think that level of pre-lease takes away 
the bulk of the initial risk,” Wilkinson 
reasons. “The pipeline is pretty small.”

JLL's Pierson is also a huge fan of the Ser-
bian capital. The city of 1.8mn has hardly 
any modern office space, and just two 
shopping centres, he says. One of those is 
now in due diligence, with JLL brokering 
the deal, and the level of interest in “the 
first truly institutional sale in Serbia” has 
been a pleasant surprise to the agent.

Investors from South Africa and the 
Middle East are scouting the city, he 
points out. “They won't go to Prague to 
pay 6%,” Pierson remarks, “they like it in 
Southeast Europe at 8-9%.” Central Euro-
pean money is also keen. Aside from GTC, 
Slovakia's HB Reavis and Penta have also 
been sent south by the heat at home.

They may soon be dashing back up to 
Vienna to knock at Wilkinson's door. He 
hopes to have the first phase of Sirius 
completed and fully leased by the end of 
next year, at which point Immorent will 
look to sell.

The CEO says he's confident the enthusi-
asm in Southeast Europe will last to that 
point at least. “The risk of over-heating is 
always there in any market,” he laughs, 
“but I don't see it in Southeast Europe 
in the next 12-18 months. The crisis has 
made the markets a lot more institution-
al, and I think that will dampen any risk 
taking, for now.” 

“In Budapest, Bucharest and Southeast Europe  
we still see limited liquidity,”
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“In Budapest, Bucharest and Southeast Europe  
we still see limited liquidity,”

TriGranit – Hungary’s 
WestEnd boy

it plans to create the “leading real estate 
investment, development and manage-
ment platform” in Central and Eastern 
Europe. “With the favourable macro and 
real estate trends in the region… we see 
a number of opportunities to expand,” 
Anand Tinani of TPGRE was quoted as 
saying in the press release – although 
Tinani's position at TPGRE was not 
revealed.

In fact, not much is known about 
TPGRE. The financial closure of the deal 
is expected by the end of September, 
but TPGRE is otherwise strictly silent: a 
search on the company's website failed, 
even, to locate news of what is certainly 
the biggest transaction in Hungary this 
year.

New horizons
However, the bustling WestEnd mall 
and a number of other cash-generating 
assets are not part of the deal, and will 
continue to be managed by the newly 
formed Granit Management – the 
slimmed down rump of TriGranit – to 
the eminent satisfaction of Nyul, who 
will be moving to the new company.

The essential message is that Sandor 
Demjan, arguably Hungary's most 
successful businessman and the main 
driver behind TriGranit, is not only 
hanging around, but plans another 
wave of new developments via Granit 
Management, which he will continue 
to head. “We have not committed to 
any non-competition activities [with 
TPGRE], except in one city, [Poland’s] 
Krakow. So we are able to go on with 

the nine countries where TriGranit has 
been active. We believe we will still 
have the focus on Poland, naturally 
Hungary, and we feel Romania is 
coming up,” Nyul says, then throwing 
in Russia and Serbia for good measure.

So why, then, did the current owners 
commit to the current sale, which 

Any foreign visitor surveying 
the many and varied cafes 
on the ground floor of 

Budapest's WestEnd City Center on a 
midweek September afternoon might 
conclude that the Hungarian economy 
is booming – such is the buzz from the 
well-filled tables at what is, after all, 
hardly the retail rush hour.

It's the kind of scene that makes Sandor 
Nyul smile with satisfaction. “In our 
lives, cash is number one! That's 
important for 2015, and forever,” he 
chuckles in his office, just 100 metres 
from this consumption extravaganza.

Nyul, for a few more weeks at least, 
is chairman of the board of TriGranit 
Development Corporation, the 
Budapest-based developer that built 
and owns WestEnd. His job is changing 
because TriGranit is currently being 
sold to TPG Real Estate (TPGRE), 
the property arm of TPG, a major US 

private equity outfit with total assets  
of $75bn.

The deal, estimated at around €600mn 
in media reports, an amount Nyul calls 
“about right”, means TPGRE will acquire 
the TriGranit name, management 
team, its extensive Polish and 

Slovakian real estate portfolios, along 
with some Hungarian and Croatian 
assets, according to a joint press release 
issued on August 10.

TPG – already present in the region after 
buying Prague-based PointPark Proper-
ties (P3), an industrial development in 
2013 – said that, backed by new capital, 

Kester Eddy in Budapest
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includes the much-touted Bonarka 
City Center, a €250m mixed-use 
development, plus the adjacent business 
towers, in Krakow; along with the 
similarly mixed-use €48mn Lakeside 
Park project in Bratislava, Slovakia? “It 
was a very unique offer. We were not 
pushing to sell,” Nyul insists. “Naturally, 
we had a lot of debates, but the whole 
package, the TriGranit brand, the key 
management team, the offices, retail 
and sites was unique. And after the 
Poznan deal [referring to the sale of 
Poznan railway station development in 
2014], some of our shareholders were 
keen to cash out.”

Currently, the shareholders of TriGranit 
are Sandor Demjan, Sandor Csanyi 
(chairman/CEO of OTP Bank), 
Canadian businessman Peter Munk, 
and Immofinanz of Austria, listed on 
the Vienna Stock Exchange. With the 
completion of the TriGranit sale, Demján 
and Csanyi will acquire the shares of 
Immofinanz and Munk in the remaining 
Granit Management.

Despite the sale, Granit Management 
will still hold assets worth some 
€1.5bn, Nyul says. Along with WestEnd 

– which boasted a record 23mn visitors 
last year, the best performing mall in 
Hungary – these notably include the 
Palace of Arts, Papp Laszlo Sports 
Arena and Polus Office tower in 
Budapest; the mixed-use Arena Centar 
in Zagreb and potentially valuable 
projects such as the stalled Emonika 
railway station development in 
Ljubljana (see box). “Granit will focus 
in future on housing and mixed-use 
developments,” says Nyul. 

“It was a very unique 
offer. We were not 
pushing to sell”

Emonika – Will Ljubljana's flagship  
development be revived?

Kester Eddy in Budapest 

Emonika, a fabulous €250m mixed-use development comprising retail, 
entertainment, residential, office, hotel and public space, was meant 
to transform Ljubljana's commercial property market when it was first 
announced in 2007. 

Combined with excellent transport connections – it was to be built atop the 
Slovene capital's railway station – it was supposed to meet and better the 
greenest of green requirements in the green-fixated Alpine state.
Eight costly years of wrangling later, and TriGranit, the developer, is left 
with, as Sandor Nyul puts it, “a €36mn big hole”. “It's not easy anywhere  
in the world to make an agreement with a municipality and the state  
railway company,” he explains.

But that could all change. An arbitration court in Austria is expected to 
give its verdict by the end of September on who is responsible for what 
regarding the Emonika debacle, and Nyul is hopeful of a favourable 
result. If so, rather than extracting a financial payment, the Hungarian 
developer will use the ruling to push the project forward. “If the decision is 
beneficial to us, it will leave us in a good position for further negotiation,” 
he says.

According to the TriGranit website, Emonika at this stage will have a gross 
leasable area of 96,300 square metres, and the development cost has risen 
to €350mn. Phase one is now due to open in 2017, nine years later  than 
originally planned. If so, as Nyul puts it, “The city of Ljubljana will have a 
lovely centre”.
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Footfall falls at Russian 
malls

As malls take about three years to 
build, the first half of 2015 saw a record 
number of new floor space come on 
the Russian market. With development 
starting in 2012 when the economy 
looked like it was bouncing back from 
the 2008 crash, in the first six months 
of this year 342,000 sqm of new mall 
space was added to Moscow, up 41% 
from the same period a year earlier, 
to bring the overall volume of quality 
shopping centres in the capital to 
4.5mn sqm, according to real estate 
consultants Jones Lang LaSalle. 
This increase has pushed Moscow 
into first place in terms of supply of 
shopping centres in European cities in 
2015, ahead of Paris, Madrid and St 
Petersburg, in that order.

Shopping index
The fact that so many modern malls 
are being built at once has created 
an opportunity for Russian research 
company Watcom to create an integrated 
information system based on buildings’ 
security cameras, which is unique 
to Russia, claims Masha Vakatova, 
commercial director at Watcom. “We 
have created software that uses the 
security cameras to count the number of 
people shopping in a mall in real time. 
This information is then correlated with 
sales in stores and other information 
including some personal data on 
location if a customer logs into the free 
WiFi in the building. You can then follow 
their movements and see how much 

Foot traffic at Russia’s leading 
malls is collapsing because of 
the grinding crisis that has seen 

real incomes fall the first time in a 
decade and a half, according to the most 
accurate index measuring Russians' 
shopping habits. 

Moscow boasts some of the biggest and 
most profitable malls in the world on 
a square-metre (sqm) basis. The spend 
per sqm at the modern Europa mall next 
to Kievskaya railway station in central 
Moscow is the highest in Europe and in 
the top five in the world, outstripping 
giants like the Mall of the World in 
Dubai and the Golden Resources Mall 
in Beijing. Indeed, colossal malls is very 
much an emerging market phenomenon; 
the biggest mall in the developed 
world is the US’ King of Prussia Mall in 
Pennsylvania that only ranks at number 
30 on a Wikipedia list of the world’s 
largest.

As most emerging markets, and 
especially Russia, have only recently 

created a significant middle class that 
love to shop, these markets have gone 
straight from empty corner stores, or 
produkti in Russia, to titanic state-of-
the-art buildings in strategic urban 
locations, each with billions of dollars of 
turnover a year.

Ben Aris in Moscow

Watcom measures mall footfall

400

Shopping Index 
drop in comparison to 
previous years  -20%

Shopping Index 2012 Shopping Index 2013 Shopping Index 2014
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“When the ruble dramatically devalued  
in December, the next day you saw the  
Shopping Index collapse as well”

time and how they spend their money, 
it also gives a pretty accurate insight 
into how spending habits are changing. 
“Buyers now increasingly study the 
price tag, try to buy at discounted 
rates, and actively respond to all kinds 
of promotions and bonuses to which 
chains and shopping malls carefully 
prepare for,” Watcom president Roman 
Skorokhodov said in a recent report.

As the chart to the left of superimposed 
annual cycles from January to New 
Year’s Day shows, the Shopping Index 
for Moscow’s leading malls has fallen 
every year since 2011, with the tumble 
accelerating in 2014. Faced with even 
more volatility on currency markets 
as the summer comes to an end, and 
the most recent report from Watcom 
showing nearly all the indicators are 
pointing downwards, the index for this 
year will only be worse. 

time they are spending where, which 
again can be tied back to the revenue of 
the locations they are in.”

“For example, when the ruble 
dramatically devalued in December, 
the next day you saw the Shopping 
Index collapse as well,” adds Vakatova, 

referring to the company’s main 
shopping traffic index.

Thus, the index shows there is a very 
direct link between the health of the 
macroeconomy and shopping volumes. 
And things are going from bad to worse 
in Russia.

Foot traffic was already slowing from 
2011, despite the fact real incomes 
were still rising, but that fall really 
started to accelerate in 2014, the year 
Western sanctions were imposed on 
Russia. And things are going to get 
even worse for the high-end retailers 
that populate these malls after real 

income growth turned negative in 
December last year for the first time 
since President Vladimir Putin took 
office in 2000.

As the index not only shows how many 
people there are in a mall at any one 
time, but also where they spend their 
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COMMENT: Is it time to call 
the bottom of Russia’s 
property market?

weak demand and one of strong demand. 
To put some numbers behind that, a 
14% fall in demand in the last 12 months 
versus the previous 12 months has made 
Moscow the least active market in Europe 
in terms of take-up. By comparison, the 
UK, Europe’s largest market by far, has 
seen a 16% growth in take-up.

Given the low base that Russia is 
working from, the obvious question, 
therefore, is not whether these rental 
forecast are aggressive, rather it is what 
they are predicated on. Much of the 
answer to this question rests on supply. 
Supply in Europe remains very tight, 
yet at the same time growth is modest, 
which implies reasonable rental growth 
in the medium term. 

In Russia, the pace of economic 
deceleration has left a huge overhang 
of office space broadly across Moscow. 
However, supply in the centre of 
Moscow is much tighter, with some 15% 
vacancy in the prime segment, and even 
less in the most in-demand assets. In our 
view, and as is usual, this will drive a 
surprisingly quick recovery in the prime 
segment for the best assets, well before 
we see the same recovery in pricing for 
more average assets. This same principle 
of divergence between best and average 
assets will apply across all sectors, not 
just the office market.

Pricing
The situation in terms of pricing is 
very different in Moscow than across 
Europe, where yields are hovering 
close to their pre-2008 crisis troughs. 
Indeed, in London shops on Bond 
Street are trading well below crisis 
levels at 2.5%. In London prime office 
yields at 3.5% are pretty much in line 
with the levels seen in 2007. There is 
room for compression, but it will be a 
challenge in a tighter monetary policy 
environment. In Russia, office yields at 
10.5% contrast with 8% seen in 2007, 
implying that not only is Russia cheap, 
but that there is more than enough 
room for yield compression. It is not 
impossible, but Russia’s economic 
backdrop would have to deteriorate 
very aggressively from here for yields 
to widen out further and threaten the 
12.5% level seen in 2009. 

With €102bn invested in the 
European commercial real 
estate market in the first half 

of this year – 65% up on the same period 
two years ago – the disparity between 
lacklustre Russia and booming Europe 
could not be greater. By comparison, 
volumes in the first six months of this 
year in Russia more than halved to €1bn 
versus two years ago. This divergence 
in performance has been driven by a 
combination of continued interest for 
developed market assets, supported by 
massive amounts of liquidity, contrasted 
with a rapid decline in the economic 
expectations that the market prices in 
for Russia and the decline in liquidity. 
Given this divergence in investor 
appetite and interest, we think it’s worth 
asking the question: is it time to the call 
the bottom of the Russian real estate 
market?

  
Unfortunately, this question cannot be 
answered with a straightforward yes or 
no. Nonetheless, we would generalize that 
whilst EMEA is closing in on the top of the 
current cycle, Russia is nearer to closing in 
on the trough. One prism through which 
to view the disparity between these two 
cycles is by looking through the three 
prisms of rents, pricing and debt.

Rents
Forecasting the direction of commercial 
real estate rents in Russia is particularly 
difficult when there is so little visibility on 
the economy. Nonetheless, in US dollar 
terms, Russia’s rental forecasts in the 
prime office sector are amongst the most 
bullish in the EMEA space with 4.3% 
per annum expected through to 2019 
compared with the European average of 
2.1% pa. These forecasts are predicated 
by two very different scenarios: one of 

Thomas Mundy of Jones Lang LaSalle
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the other extreme. Rents look to be at a 
cyclical low, and certainly in the prime 
section are close to the lowest level that 
can be reasonably achieved. Yields are 
well above their historic trough and are 
providing some interesting opportuni-
ties for investors that can find them. We 
think the market will be become two-tier 
in 2016, with good quality assets trading 
at a marked premium to more aver-
age assets that will struggle in the debt 

markets. Smart investors will take their 
opportunities where they can and could 
provide a pillar for an improvement in 
overall investment volumes. Finally, debt 
markets in Russia are the very opposite 
of Europe. European markets will tighten 
eventually. This will probably happen at 
about the same time that Russian debt is 
becoming more available. 

Thomas Mundy is Head of Research for 
Russia and the CIS at Jones Lang LaSalle

Debt
The relationship between equity and 
debt is another useful gauge of where 
Russia stands in the real estate cycle. 
Broadly speaking, the higher the loan/
value (LTV) ratio and the lower the cost 
of finance, then the closer the market 
gets to the top the cycle.

In Europe the trend post-crisis has been 
clear; quantitative easing driven by the 
US Federal Reserve and the European 
Central Bank has provided plenty of 
cheap liquidity to banks, which in turn 
has been invested in the real estate 
market. It is not unrealistic for example 
to expect a developer of a good quality 
prime office in London to acquire 
financing at below 3%, assuming an  
LTV ratio of around 60%.

In Russia LTV ratios are not dissimilar, 
in that they remain conservative relative 
to the levels seen pre-crisis (though 
they have been starting to creep back 
up). The difference is the availability 
and cost of debt. In Russia, 12 months 
ago, developers would have been able 
to secure dollar financing at around 
7%. Today, however, the discussion 
is framed not about the cost of dollar 
debt, rather the availability, given that 

lending has almost entirely dried up. 
Therefore, the discussion in Russia is 
how long developers can continue to 
fund their existing debt, even with pretty 
conservative LTVs, given the fall in rents 
and the move to an increasingly ruble-
denominated market. We would suggest 
that it is now the prohibitive cost for 
developers to add further stock, which 
will tighten supply, combined with the 
challenge of acquiring new financing 

that will open up opportunities for cash 
rich investors. Rather counterintuitively, 
it this challenging environment in the 
debt markets that may prove a driver a 
pick-up in investment volumes in 2016.

So in conclusion, whilst there is no 
straightforward answer to this concise 
question, it is safe to say that whereas the 
evidence points towards core European 
real estate markets approaching the top 
of the cycle, the Russian market lies at 
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“One prism through which to view the disparity 
between these two cycles is by looking through  
the three prisms of rents, pricing and debt”
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COMMENT: Baltic real  
estate – regaining  
investor confidence

Scandinavia (especially Sweden) 
has – in the current low interest rate 
environment – enjoyed falling yields 
and significant value increases in 
recent years, following the same trend 
which larger European markets have 
experienced. The Scandinavian real 
estate market has also gradually attracted 
more international investors due to good 
overall performance of the economies 
and significant transaction volumes that 
has provided market liquidity.

With the close connection of the Baltic 
markets to Scandinavia, there has been 
an expectation for yield compression 
to spread to there as well, but the yield 
gap has even widened. Real estate funds 
and other institutional investors outside 
Scandinavia were scared off during the 
crisis and it has taken time to get more 
attention from international investors 
for the Baltics. The relatively small 
size of the markets and geopolitical 
risk concerns following the Ukraine 
crisis have kept the Baltics off the radar 
screen, but there are signs international 
investors are starting to return. Last year 
there were some large newcomers in the 
market, eg. Partners Group’s acquisition 
of a portfolio of assets from Optima Real 
Estate Fund.

The Baltic economies enjoyed rapid 
growth in 2006-2007, fuelled 
by external credit. Real estate 

was one of the main beneficiaries and 
boomed in all segments – construction, 
residential, commercial and 
development. Several real estate funds 
started just before or during the boom 
period and the Baltic market seemed 
like a new promised land for real estate 
investors at that time.

Following the 2008 financial crisis 
there was little doubt among experts 
and analysts that the Baltic countries’ 
fixed currency policy was history and 
devaluations unavoidable. But despite 
of lot of speculation and turmoil in the 
banking sector, devaluation was avoided; 
rather, internal devaluation was the 
pain inflicted. Rents more than halved 
in almost all segments and real estate 
prices decreased even more. Increasing 
vacancies and unfinished developments 
made things worse and just when there 
were the first signs of improvement in the 
Baltics in 2010, turmoil in Greece and the 
Eurozone appeared and the headwinds 
grew again.

However, since 2011 there has been a 
step-by-step recovery behind the scenes 
and the economies of the Baltic countries 
are among the fastest growers in Europe. 
Rents have stabilised and even started 
to increase in some segments, vacancies 
have normalised, new development is 
increasing, transaction volumes have 
increased, and yields have dropped.

More influence from Scandinavia  
than Eastern Europe
The Baltic countries are often 
considered as Central and Eastern 
European, post-Soviet economies, 
benchmarked for example with 

Poland, the Czech Republic, Bulgaria, 
Hungary and Romania. Real estate 
cycles are indeed similar, but not the 
market players. The vast majority of 
foreign investors in the Baltics are of 
Scandinavian origin, who consider the 
Baltics as an extension of their home 
market and Baltic real estate research 
is more often found together with 
Scandinavian markets rather than 
Central or Eastern Europe. The rent 
rates, vacancies and yields of Riga, 
Tallinn and Vilnius are compared to 
Stockholm, Copenhagen, Helsinki, 
Oslo, and even Gothenburg and Malmö. 
There are also a large number of 
Scandinavian companies doing business 
in the Baltics as an extension to their 
home market in, for example, retail, 
banking and logistics.

Madis Raidma of East Capital Real Estate
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“With stable rents, normalised vacancies and 
an attractive yield premium of 2-3% above the 
Scandinavian market, you have a strong case  
for the Baltic market”

is and will remain the relatively low 
transaction volume and a lack of 
supply of A-class properties to meet 
institutional investor demand in the 
Baltics. 

Opportunities and challenges
The Baltic economies are among the 
best performing in the Eurozone. 
Scandinavian banks are the major 
lenders in the Baltic real estate markets 
and financing is available for good 
assets at similar terms as in their 
home market. Add to this stable rents, 
normalised vacancies and an attractive 
yield premium of 2-3% above the 
Scandinavian market and you have a 
strong case for the Baltic market.

Of course, some yield premium will 
remain due to the limited size of the 

markets and other risk factors, but 
benchmarking is well correlated with 
secondary cities in Sweden or to some 
extent even Helsinki outside central 
business district. The main challenge 

Amazon warehouses 
change industrial 
landscape

Dobrzycki,Panattoni Europe’s Chief 
Executive Officer Europe. His 
commercial and industrial real estate 
company delivered 246,000 square 
metres (sqm) of warehouse space for 
Amazon in Poland in 2014 and another 
120,000 sqm in the Czech Republic. The 
US retail giant is also leasing 123,000 
sqm of space in Poland from another 
developer, Goodman Real Estate.

The size of Amazon’s facilities is a 
reflection of how dynamically online 
retailing has been growing of late, 
which is having a considerable impact 
on industrial real estate. For example, a 
report by real estate brokers CBRE on the 
Czech industrial market in the second 
quarter forecasts that more than 600,000 
sqm of industrial space will have been 
delivered in the country by the end of 
2015, fuelled to a considerable extent by 
e-commerce. “Take-up will be driven by 
continuing expansion of existing tenants 
as well as new companies entering the 
Czech market. Further development of 
e-commerce will also have a significant 
impact,” the CBRE report said. According 
to Richard Curran, managing director of 
CBRE in Prague, e-commerce means “the 
industrial market is absolutely booming”.

“Online retailing has an enormous 
impact on our business, as it drives 
demand for industrial space, reduces 
the vacancy rate and pushes down yields 
on industrial property,” Panattoni’s 
Dobrzycki says, adding that falls in 
construction costs only make investment 
in industrial space more attractive.

W hen Amazon opened its giant 
warehouses in Poland and 
the Czech Republic, apart 

from getting online shoppers excited, it 
also elevated the industrial real estate 
business in Central Europe to new levels.

Paid scant attention by customers 
of traditional shopping centres, the 
warehouses from which Amazon 
orders are dispatched are central 
points for clients of the US company 
and many other online retailers. That 

is because online customers expect 
fast and trouble-free delivery to which 
warehouses must respond round the 
clock – a consequence of the “we ship 
in 24 hours” messages to clients on the 
websites of many online retailers.

“While a typical warehouse facility 
will have around 100-200 people 
working on-site, an Amazon warehouse 
will have 3,000, which can grow up 
to 5,000 in peak times for online 
shopping like Christmas,” says Robert 

Wojciech Kosc in Warsaw
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That is coming at a price for physical 
shops, claims CBRE. “We already see 
some retailers downsizing their premises 
alongside operating an e-shop,” a CBRE 
report on retail in the Czech Republic in 
the first half of 2015 noted.

According to JLL, omnichannel shopping 
– or shopping that takes advantage of the 
many available retail channels – is a “hot 
topic” on the retail market today, fuelled 
by the rapid growth of e-commerce. “[It] 
is perceived by some market participants 
as a potential danger, while others view 
it as a chance to increase sales, attract 
new clients and engage in more quality 
development,” says JLL.

CBRE’s Curran offers a less nuanced 
view and one that is more encouraging 
for the industrial property segment 
than it is for retail. “Top retail projects 
are doing well, as retailers want the 
most visible locations, but everything 
else is struggling as leases based on 
turnover are becoming a problem due 
to e-tailing. Some aren't even looking 
to raise store turnover – they want a 
flagship demonstration store, but then 
expect customers to order online,” says 
Curran. 

Ben Bannatyne, managing director 
and CEE regional head at distribution 
facilities giant Prologis, also reports 
growing demand from e-commerce. 
“As e-commerce retailers seek to drive 

profitability, to differentiate their 
offerings and to improve time to market, 
logistics facilities are increasingly 
viewed as revenue drivers,”  
Bannatyne says.

The numbers are clearly indicating the 
industrial real estate sector in the Czech 
Republic is indeed doing well. “During 
the crisis, vacancy was around 18%; 
now it's 5%, or in the prime spots 0%. 
The yield spread between industrial and 
office has traditionally been around 200 
basis points, but that's come down by 
about half over the past couple of years, 
with premium warehouses demanding 
around 6.25%,” CBRE’s Curran says.

The situation is similar in Poland, the 
region’s largest industrial market. The 
vacancy rate came in at 7.4% in the first 
half of 2015, the lowest ratio since 2007, 
according to real estate services provider 

Jones Lang LaSalle (JLL). The demand 
reached 1.17mn sqm in January-June, 
suggesting last year’s record demand of 
just over 2mn sqm will be broken. Yields 
in Poland are under pressure and have 
come in under 7%, and below 6% in 
some instances.

Traditional challenges
On the other hand, traditional retailers 
are facing a big challenge. Czech online 
merchants are forecast to generate 
sales worth €2.8bn in 2015, up 15% 
from the year before, according to a 
March report by the Association for 
Electronic Commerce (APEK) and price 
comparison website Heureka.cz.

“While a typical warehouse will have around  
100-200 people working on-site, an Amazon 
warehouse will have 3,000”

Currency woes freeze 
Kazakh commercial 
property market 

government finally decided to abolish 
the corridor altogether and adopt a free-
floating exchange regime on August 20.

“It is still early to judge the effects of 
the latest devaluation of the tenge 
on the market, as there is no trading 
corridor now and the situation is 
different from the February 2014 
devaluation because then there was an 
exchange rate corridor maintained by 
the National Bank,” Gulshat Sariyeva, 
head of the Kazakh country branch 
of Veritas Brown, a commercial real 
estate services provider and member 
of the Cushman Wakefield Alliance, 
explains to bne IntelliNews. “The 2014 
devaluation had somewhat suspended 
the development of new projects, 
and developers and investors are now 
trying to complete projects under 
development. But it is challenging for 
investors to take decisions on launching 
new projects.” Sariyeva adds, however, 

Kazakhstan’s commercial property 
market has been shaken by the 
uncertainty stemming from the 

devaluation of the national currency 
twice in the last 18 months. The market 
has stalled as the increasing costs of capi-
tal significantly tightened the conditions 
for starting new developments.

In response to falling oil prices and 
the rapidly weakening currency of the 

country’s main trading partner Russia, 
the Kazakh authorities devalued the 
tenge by 19% in February 2014 to 
restore the competitiveness of locally-
manufactured products. However, this 
did not stop the economy slowing, as 
the oil price and the ruble dived further, 
exerting enormous pressure on the tenge 
to fall further. Having burnt through 
$28bn on maintaining the exchange rate 
within a trading corridor, the Kazakh 

Naubet Bisenov in Almaty
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sources of funding for development 
projects in Kazakhstan because 
information is scarce, but we know that 
many successful commercial property 
projects have been funded by local 
commercial banks.”

Analysts link the murkiness of the 
market to the generally poor investment 
environment in Kazakhstan, which 
does not encourage the development 
of an open investment market or stock 
market. Out of 130 issuers on the 
Kazakhstan Stock Exchange (KASE), 
there is only one rent services provider 
listed and one property agent that 
issued bonds listed on KASE.

However, there is a silver lining to 
the 2008 financial crisis that has 
encouraged better quality of the 

commercial property market in 
Kazakhstan. “Prior to 2007, low-class 
developments and old Soviet buildings 
dominated the office market, whereas 
now the market has developed and 
there is a number of modern Class A 
and Class B business centres in  
Almaty,” Sariyeva says. “This is a  
sign of a developing market.” 

that “government policy for subsidising 
interest rates for the development of real 
estate is quite helpful.” 

Because of the devaluation pressure 
the tenge felt at the end of 2014 when 
the Russian ruble touched historical 
laws, local banks stopped issuing loans 
for construction projects, deterred 
by the uncertainty over whether the 
authorities would keep supporting 
the tenge or give in and free up the 
exchange rate. Since the abolition of 
the trading corridor on August 20, the 
tenge has lost 50% of its value and 
traded around KZT282 to the dollar 
on September 15. “In anticipation of 
another devaluation, many commercial 
banks stopped issuing loans in 
both foreign currency and tenge in 
December and this froze the market. 
Many expected deals in the commercial 
property market were either delayed or 
scrapped altogether,” Elvira Akbayeva, 
director of Corporate Occupiers and 
Investor Services at Veritas Brown, 
tells bne IntelliNews. “The floating 
exchange rate regime has also affected 
the market and players are now 
watching developments.”

Uncertainty over the exchange range 
continues, as market expectations 
suggest the equilibrium between the 
tenge and ruble should be somewhere 
around the previous level of KZT5/
RUB1 (against the current KZT4.22/
RUB1), despite government assertions 
that the previous levels against the 
ruble are unrealistic. This has further 
tightened conditions and limited access 
to capital for Kazakh developers. 
“Until the adoption of the free-floating 
exchange rate, typical conditions for 
commercial banks providing funds 
for development projects were that 
developers chip in at least 30%, 
and sometimes up to 50%, of total 
investment in cash. Banks also stopped 
regarding land as security and require 
additional assets as security for issuing 
loans,” Sariyeva explains.

This is an echo of the global financial 
crisis that hit Kazakhstan badly in 
2008-2009, before which Kazakh banks, 
intoxicated by easy access to cheap but 
short-term money on global markets, 

embarked on a spree to issue expensive 
but long-term money for property deals 
in the local market. As the price of land 
increased rapidly, banks began accepting 
it as security for loans, but after property 
prices collapsed banks adopted more 
sensible approaches to security.

The 2008 financial crisis also changed 
local banks’ behaviour, as many of them 
have now switched to consumer loans 
because they offer higher yields – up to 
30% a year, compared with loans for 
commercial development projects where 
yields are between 10% and 15% in a 
best-case scenario.

More transparency
Like many sectors of Kazakhstan’s 
emerging economy, the property 
market is very closed and developers 

do not often publicise their activities, 
sources of funding or details of deals 
they conclude, sighs Sariyeva. “Usually, 
commercial property developments of 
higher class are more transparent, as 
international practices developers have 
adopted here are in line with practices 
employed in mature Western markets,” 
she says. “It is hard to talk about the 

“Many expected deals in the commercial  
property market were either delayed or  
scrapped altogether”
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of the Gdansk region," CBA spokesman 
Jacek Dobrzynski, said, according to 
Estonian national broadcaster ERR.

And it doesn't stop there. In what 
looked like pre-emptive action, HTG 
Invest, a subsidiary of ferry-to-hotels 
group Tallink, said it had started an 
internal investigation in connection 
with allegations that it was involved in 
paying bribes to Port of Tallinn board 
members. Tallink is the country's larg-
est private business and a darling of the 
Baltic stock markets, regularly register-
ing as the most-traded stock on the 
OMX Baltic lists. 

Squeaky clean image
Despite its well-publicised high rankings 
in ease of doing business surveys and its 
membership of the Organisation for Eco-
nomic Cooperation and Development, 
corruption is by no means unknown 
in Estonia, and usually comes with the 
sound of political strings being pulled.

– swooped on the offices of the Port of 
Tallinn (slogan: the Port of Good News) 
and arrested board members Alan 
Kiil and Ain Kaljurand. The pair was 
remanded in custody on suspicion of 
accepting bribes, charges that they deny. 
Their arrests followed the questioning 
and release a day earlier of six other 
unnamed individuals in connection with 
the bribery investigation.

The probe is believed to centre on a 
rigged ferry tender involving Poland 
and possibly Turkey. Corrupt practices 
could extend as far back as 2009, the 
office of the Prosecutor General said.

The Polish connection was confirmed 
on September 1 when Poland's Central 
Anti-Corruption Bureau (CBA) said 
it had raided offices in Gdansk at the 
request of the Estonian authorities. "The 
Central Anti-Corruption Bureau con-
ducted certain activities on August 26 
at the request of the prosecutor's office 

Blots on Estonia's squeaky-clean image
Mike Collier in Riga

Estonia likes to trumpet its 
corruption-free reputation 
almost as often as it rides its 

e-economy hobby horse, so major 
corruption scandals at the very top of 
business and politics is causing waves 
that threaten to wash away far more 
than the country's squeaky-clean image.

On September 22, Estonian anti-cor-
ruption police detained Edgar Savisaar, 
leader of pro-Russia Centre Party and 
mayor of Tallinn, over corruption allega-
tions that he accepted properties and 
discounts worth hundreds of thousands 
of euros as bribes last year. 

Savisaar's detention followed a major 
business scandal involving what is one 
of the country's most important state-
owned strategic assets – the Port of 
Tallinn. At the end of August, officers 
of the Internal Security Service, known 
by its acronym 'KAPO' – the same outfit 
that cause celebre Eston Kohver works for 

Photo: Karasev Victor
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What makes the Port of Tallinn case so 
interesting is not just the involvement 
of such a key company or the potential 
size of the graft – according to newspa-
per Eesti Ekspress the bribes amounted 
to €4.1mn, of which Kiil took €3.8mn 
– but that the two people at the centre 
of the scandal offer perfect repre-
sentations not only of the old-school 
political businessman (Kiil), but also the 
modern, measured, moderate face of 
Estonian business (Kaljurand).

52-year-old Kiil seems to be straight 
out of the “How To Make Money In 
The Post Soviet Space” playbook. A 
former private businessman and head 
of Paljassaare Port, his career really 
took off once he switched allegiance 
from the populist People's Party to the 
business-friendly Reform Party, which 
has bossed the political scene for more 
than a decade.

Soon he was chairman of Harku Parish 
council, where he gained a reputation 
for his domineering style, even going so 
far as to call a vote of no-confidence in 
2007 in his own administration to show 
his displeasure with opposition from 
within the party. After that, he headed 
to Port of Tallinn, taking charge of the 
procurement contracts, while Kaljurand 
handled most of the day-to-day manage-
ment of the company.

50-year-old Kaljurand in contrast is the 
sort of executive you see adorning the 
covers of business magazines, all rolled 
up sleeves and jutting jaw. Joining Port 
of Tallinn in 2005 he is big on the need 
to attract business from China and 
had big ideas too, even talking about 
making Tallinn a rival not just for Riga 
and Helsinki, but for Rotterdam in The 
Netherlands.

He lists his interests as “tennis, run-
ning and folk dancing”. Where Kiil 
is all confrontation and controversy, 

"Where did €80mn of taxpayers' money go?  
It would be good to know if everything is  
fine with that"

kind turned out to be the sort of thing 
a first year business studied student 
would baulk at, but costing taxpayers 
around €80mn.

"Where did €80mn of taxpayers'  
money go? It would be good to  
know if everything is fine with that," 
Seli added.

Seli's comments may be apposite, 
but they are also rather late. When 
former economy minister Juhan Parts 
suggested as early as 2010 that the Kiil-
Kaljurand axis at Port of Tallinn was 
becoming perhaps too powerful, it was 
Seli, in his capacity as chairman of the 
supervisory board, who chose to ignore 
the advice. In 2014 the two Ks had their 
contracts renewed for another five 
years after beating competition from 17 
other applicants for their jobs.

Five years on, Parts' fears appear to 
have been justified. His successor as 
economy minister, Kristen Michal (from 
the same Reform Party as Kiil), said on 
September 2 that he favoured remov-
ing politically-connected members 
from the boards of state-run companies 
and pressing ahead with privatisation. 
“Where the market works and there 
are no obstacles, then the state should 
not be a major shareholder in those 
markets,” Michal said.

As for the “Port of Good News”, with 
Kiil and Kaljurand both resigning, Mar-
ko Raid, current chief financial officer, 
and Carri Ginter, an attorney, have 

been appointed as temporary members 
of the management board. “We will 
also shortly announce a public com-
petition for the posts of new members 
of the management board and make 
sure that security checks are carried 
out among the candidates,” said Remo 
Holsmer, the current chairman of the 
supervisory board. 

Kaljurand is supposedly the strong and 
silent type with national daily Pos-
timees quoting an insider saying he 
“skilfully managed to surround himself 
with obedient soldiers” while, like Kiil, 
pocketing a salary in excess of €8,000 
per month.

Soul searching
That has led to a good deal of soul 
searching in the Estonian media and 
above all an uncomfortable suspicion 

that perhaps the business environ-
ment isn't quite as spotless as everyone 
assumed. Perhaps Estonian business is 
just as dirty as it is everywhere else – but 
better at glossing over inconvenient 
truths in its obsessive quest to be classi-
fied as 'Nordic'?

Neinar Seli, formerly a long-serving 
chairman of the supervisory board of 
Port of Tallinn, summed up the feeling 
well in Postimees, reviving speculation 
about numerous other suspicious trans-
actions: "So far a special audit has been 
carried out at the Port of Tallinn, but it 
should actually be conducted in all big 
state-owned enterprises. What exactly 
is [energy utility] Eesti Energia doing 
in Jordan or in the US state of Utah? 

Money was paid to American lobbyists – 
who exactly were these lobbyists?" Seli 
told the newspaper.

The last big embarrassment for 
Estonia's state-owned sector was the 
collapse of national airline Estonian Air 
when a shiny new revival plan penned 
by a supposed business wunder-

"There’s an uncomfortable suspicion that perhaps 
the business environment isn't quite as spotless 
as everyone assumed"
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For the Polish minority, which compris-
es 6.6% of the total population versus 
5.8% for the Russian minority, the 
story has been quite different. Having 
coalesced under the party Electoral 
Action of Poles back in 1994, the ethnic 
Poles have been a strong political force 
ever since – especially in Lithuania’s east.

 On September 2, the second day of a new 
school year, around 500 Polish pupils, 
parents and teachers gathered around the 
Chapel of the Gate of Dawn a city gate in 
the centre of Vilnius, asking God to heed 
their problems. The leaders of Electoral 
Action of Poles (EAP) delivered fiery 
speeches in the rally, though denied 
involvement in arranging the event.

The Poles are agitating against the ban 
on using Polish alphabet letters in Poles’ 
Lithuanian documents and street signs. 
They also want lower requirements for 
the Lithuanian language exam in Polish 
schools and want the introduction of a 
Polish language exam for Polish second-
ary school graduates. “I am convinced 
that behind the demands lie a political 
agenda. I see it being unwrapped a little 

bit later, perhaps before the parliamentary 
election,” Girnius says, referring to the par-
liamentary election that must be held by 
October 2016. “The claims about the abuse 
of minority rights are preposterous.”

Bristling, Rita Tamosiuniene, an MP for 
the EAP, insists that Poles only want edu-
cation equality and a level of flexibility. 
“Right, we have many schools here. But 
we want to be treated in them the way 
the British treat Lithuanians in Eng-
lish schools, where Lithuanian émigré 
children can take a Lithuanian language 
exam. Why can't the Lithuanian authori-

Poles apart in Lithuania

Linas Jegelevicius in Vilnius

Following events in Ukraine 
and statements by Vladimir Putin 
that Russia has the right and the 

obligation to protect Russians anywhere 
in the world, the Baltic states, which 
all have sizeable Russian-speaking 
minorities, have grown increasingly 
worried about the belligerent rhetoric 
coming out of Moscow. But playing 
the card of “minority rights abuse”, 
so applicable to other former Soviet 
republics, has not worked with 
Lithuania’s Russians. On the contrary, 
the Baltic state’s headache is its other 
major ethnic minority, the Polish.

“The Kremlin has always tried, is 
attempting to, and will forever be preoc-
cupied with finding a trigger to set off 
ethnic unrest in [Lithuania],” says Arvy-
das Anusaukas, a Lithuanian MP and the 
former chairman of the parliamentary 
Committee of National Security and 
Defence. “But it fails.”

Ironically, Russia shares most of the 
blame for that failure. Kestutis Girnius, 
a Lithuanian political analyst of US 
descent, tells bne IntelliNews that the 
Soviet Union’s efforts to create an empire 
full of internationalists have backfired. 
“The Russians, who would flock here 
from the rest of the Soviet Union, felt so 
strong and comfortable here – in their 
eyes, just another speck of the Soviet 
empire – that they did not waste time 
setting up any larger organisational struc-
tures of a community,” Girnius says.

Most of the newcomers from the east 
toiled in the big factories in the Lithu-
anian capital Vilnius and Klaipeda, the 
Baltic seaport. But following the restora-
tion of Lithuanian independence in 1990, 
most of this industry collapsed. “With the 
factories in Lithuania closed, the Russian 
communities’ life, which revolved mostly 
around the walls of a plant, has dwindled 
and no new organisational structures 
encompassing all the small, scattered 
communities have been built,” he says.

ties allow our children to take a Polish 
language exam when graduating from 
school?” she asks.

Girnius accuses the party of feeding the 
impression among ethnic Poles of being a 
community under “siege by hostile Lithu-
anians”, adding that its efficacy so far 
shows it to be a sound election strategy.

He doubts, however, that Moscow and 
EAP could be working hand-in-hand in 
Lithuania. “We tend to blame Moscow 
for everything around here. But [Valde-
meras]Tomashevskis, the [Polish] party 
leader, has been for years making those 
demands [and] the Poles’ demands 
always pick up steam before an elec-
tion,” he says. 

The MP Anusaukas points out that the 
two ethnic minority groups in Lithu-
ania have different agendas. “Russians 
have integrated into Lithuania well and 
their concern is economic prosperity,” 
he tells bne IntelliNews. “Not the Poles’ 
under their leadership, however. The 
Polish community is ‘isolating’ itself 
from the rest. Whether their cultural and 
language demands will grow into politi-
cal demands remains to be seen.”

However, Vytautas Dumbliauskas, a 
political analyst and lecturer at the 
Institute of International Relations and 
Political Science in Vilnius, doesn’t see 

the Poles or Russian minorities as agita-
tors. “The issue of ethnic minorities is 
troublesome in all the former Soviet ter-
ritory. The Polish community in Lithu-
ania is more demanding than the others, 
obviously – this is because of their high-
profile leader. The Russians do not have 
such a vivid figure, but we see flare-ups 
among them too,” he notes.

But otherwise, notes Dumbliauskas, “the 
mentality of Russians here is differ-
ent. Quite western, I’d say. This is not 
surprising: they see the benefits of life in 
the European Union.”  

"We want to be treated in our schools the way  
the British treat Lithuanians in English schools"
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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.
Prof. Jan Kubik, Director, UCL School of Slavonic  
and East European Studies

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 membership 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.
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Black September for Turkish 
democracy
Kivanc Dundar in Istanbul

September was a bleak month 
for those who fear for Turkey’s 
democracy, as a series of raids 

on the media signal that President 
Recep Tayyip Erdogan is attempting 
to silence the opposition ahead of the 
crucial snap November 1 election. 
Erdogan is desperate to see his Justice 
and Development Party (AKP) regain 
the parliamentary majority it enjoyed 
for 12 years until losing it at the last 
polls in June, this being key to his plans 
to establish an all-powerful executive 
presidential system.

On September 14, Turkish police raided 
the offices of the weekly news maga-
zine Nokta and detained its editor-in-
chief after the latest edition of the mag-
azine featured a photomontage image 
of Erdogan taking a ‘selfie’ against the 
background of a soldier’s funeral.

The cover of the critical news maga-
zine was a reference to the escalating 
violence over the past two months in 
the country’s eastern provinces that has 

claimed the lives of more than 100 secu-
rity personnel. The Kurdistan Workers’ 
Party (PKK) has stepped up attacks on 
soldiers and policemen after the two-
year ceasefire collapsed in July. 

Nokta said its cover with Erdogan’s 
mocked-up ‘selfie’ was a reaction to 
the president’s recent comment at the 

funeral of a soldier who was killed in a 
clash with the PKK that martyrdom is a 
cause for happiness for the families of 
fallen soldiers. However, prosecutors 
in Istanbul defended the raid and the 
ban on the circulation of the copies of 
the latest issue, saying the cover insults 
the president and disseminates terrorist 
propaganda.

The latest raid followed similar actions 
on September 1 against 23 companies 
belonging to the Koza-Ipek Group, 
which is linked to the US-based cleric 
Fethullah Gulen, Erdogan’s former 
ally-turned foe. The police searched the 
offices of Koza Group – which is active 
in the media, energy and mining sectors 
– on suspicion of providing financial 

support to the so-called “Fethullahist 
Terrorist Group”. Koza Ipek’s chairman 
Akin Ipek has denied any wrongdoing. 

“These raids appear to be an attempt to 
pressure Koza Ipek to induce self-cen-
sorship in its media holdings. Coupled 
with the recent bringing of terrorism 
charges against two British journal-

"Ill-advised by a cohort of sycophants, Erdogan  
is increasingly insulated from reality"

Photo:thomas koch
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ists, they seem to be the latest steps in 
a broad campaign to intimidate and 
silence critical journalism,” the Inter-
national Press Institute (IPI) said in a 
statement on September 1.

“At a moment when the country is rush-
ing to the elections, it’s a great concern 
Turkish public opinion cannot get inde-
pendent and impartial news from the 
media. It seems the situation is getting 
worse in comparison with the June 7 
polls,” noted political commentator Ser-
kan Demirtas of Hurriyet Daily News.

The raids on Nokta and other media 
outlets have added to concerns about 
the woeful state of press freedom in 
Turkey. The country is ranked 149th 
out of 180 countries in the “2015 World 
Freedom Index”. 

Second bite at the cherry
The media crackdown is part of a wider 
campaign by the government against 
any individuals or groups that are 
hostile to it. 

Chief amongst those are Gulen-
affiliated groups. In December 
2014, the police detained Ekrem 
Dumanli, editor-in-chief of the Gulen-
linked Zaman newspaper. And in Febru-
ary, Turkey’s banking regulators took 
control of the Gulen-affiliated Islamic 
lender Bank Asya, citing violations of 
banking regulations on transparency 
in organizational and partnership struc-
ture. The Saving Deposit Insurance 
Fund (TMSF) appointed a new board of 
directors and general manager.

Erdogan blames Gulen and his move-
ment for orchestrating the high-profile 
corruption probes that were launched 
by prosecutors in 2013 against his 
government, and he accuses the Islamic 
cleric and his followers inside the police 
force, media and judiciary of forming a 
"parallel state” to overthrow him.

Outside of the media, Sinpas REIT, one 
of Turkey’s largest developers, removed 
its general manager after she made 
comments critical of the government in 

an interview. The case of the Bank Asya 
takeover has intensified fears among the 
business community that similar opera-
tions could be carried out for other groups 
crucial of the government, which analysts 
say will only be negative for already fragile 
investor confidence in the country.  

Fighting talk
Amidst all this comes an upsurge in vio-
lence and deterioration in the economy. 
Critics accuse Erdogan and his govern-
ment of whipping up attacks on the PKK 
and the main Kurdish political party 
HDP in an attempt to shore up the AKP’s 
position in the upcoming election. On 
September 9, Selahattin Demirtas, co-
chair of HDP, was put under investiga-
tion shortly after Erdogan said the party 
must distance itself from the PKK other-
wise it would suffer the consequences.

“To get what it wants, two things are 
imperative for the AKP. First, it has to 
push the HDP under the 10% threshold, 
which would allow it to grab most of the 
seats the HDP won [in June] with 13% 

Emerging Markets Direct – your data 
source for the developing world
Croatia Country Report – August 2015
j.mp/croatia-august

Croatia’s economy expanded by 1.2% y/y in the 
second quarter of the year, beating all expectations, 
supported both by domestic and foreign demand. 
The government announced plans to convert loans 
denominated in Swiss francs into euros, but a number 
of foreign banks reacted saying the measure would 
breach EU legislation.

• Croatia's consumer prices fell 0.4% y/y in July, after 
staying flat the previous month, while the working-
day adjusted industrial output rose 3.9%, speeding 
from 1.6% in June;

• The unemployment rate fell to 15.9% in July from 
16.1% in June, the fifth consecutive month of 
decrease.

Bosnia and Herzegovina Country Report – August 
2015
j.mp/bosnia-august

The Bosnian government plans to invest €960mn in 
public projects in 2016-2018, according to an adopted 
programme for public investments in the next three 
years. Meanwhile estimated losses in agricultural 
production, caused by the drought this summer, are 
over €102.3 million.

• CPI deflation slightly deepened to 1.1% y/y in July 
from 0.5% y/y in June;

• The working-day adjusted industrial production rose by 
2.3% y/y in July, cooling from a 3.5% y/y growth in June, 
due to slower rise of mining and manufacturing sectors.

j.mp/emdstore
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of the vote. Second, the AKP has to win 
back nationalist Turks who gravitated to 
the Nationalist Action Party, angry with 
the ‘peace process’ with the PKK,” Kadri 
Gursel wrote in a column for Al Moni-
tor. “In this context, the large-scale air 
raids launched against PKK targets on 
July 24 ended unequivocally the state of 
non-hostility with the PKK since 2012 in 
what was a deliberate political choice, 
intended to serve both electoral objec-
tives mentioned above.”

The economy is also suffering, with 
Morgan Stanley warning in a recent 
report that Turkey is in uncharted 

waters amid the political uncertainty, 
rising violence, deteriorating economic 
indicators, volatile local financial 
markets and the global rise in inter-
est rates. A cut by Moody’s Investors 
Service in Turkey’s rating could also be 
on the horizon if no viable government 
is established by the rating agency’s 
review on December 4, warned the US 
investment bank. 

Indeed, many are wondering what 
Erdogan will do if the November 
elections produce yet another hung 
parliament. Will he call yet more new 
elections after November? Or, some 

worry, could he become even more 
authoritarian? 

Since the Gezi Park protests of the 
summer of 2013 and the corruption 
charges laid against the AKP later that 
year, Erdogan has become an anxious 
man trying to ensure his future at all 
costs, says Cengiz Aktar, a senior 
scholar at Istanbul Policy Centre. 
“Ill-advised by a cohort of sycophants, 
he is increasingly insulated from reality. 
He has become a sort of 'untouchable' 
and 'unaccountable' man, making 
decisions that put both the country and 
the region at risk,” Aktar says. 

W ith the EU agreeing September 
22 to a controversial plan to 
relocate 120,000 migrants 

across the continent over the next two 
years, the Balkan countries – until now 
mainly a transit route for the migrants 
– were slowly waking up to the fact that 
they will probably end up having to take 
on a larger share of the burden.

Two aspiring EU members from the Bal-
kans are deeply involved in this Euro-
pean crisis. As the European Commis-
sion proposes redistributing refugees 
from Greece, Hungary and Italy across 

the EU-28, Serbia and Macedonia, 
which are on the main migration route, 
are looking to Brussels for support. 
Existing EU member states Bulgaria 
and Romania have indicated they may 
tie acceptance of asylum seeker quotas 
to their entry into the Schengen area, 
which allows visa-free travel between 
member states and is itself now threat-
ened by the crisis.

By mid-September, around a thousand 
refugees were in the park next to Bel-
grade’s train and bus stations, waiting 
for transportation to the border with 

Hungary, their point of entry into the 
EU. More than half were from Syria, 
25% from Afghanistan, and others 
from countries across the Middle East 
and North Africa. Some said they were 
looking ahead to where they might be 
accepted in order to rebuild their lives. 
But when the heat wave that has sent 
temperatures soaring above 40°Celsius 
in Serbia broke, most were just thinking 
of a dry place to sit or a pair of dry shoes 
to wear.

On the evening of September 10, a group 
of Serbian citizens, organised via social 
networks, came out in the downpour 
to help drive the refugees to safe places 
within Belgrade, as well as provide them 
with clothes for the colder weather. The 
locations have been kept secret, as the 
refugees transiting the country are only 
allowed to stay in Serbia for 72 hours. 

It is a similar situation in Preshevo near 
the Macedonian border, where most refu-
gees entering the country are registered. A 
photograph of an ethnic Albanian police-
man hugging a small Syrian boy, posted 
on Twitter by BBC journalist Manveen 
Rana, went viral around the world. As the 
weather worsened, citizens from Preshevo 
started taking refugees into their homes.

The welcome in Serbia contrasts with 
their reception in many other countries 
in the region. Memories of the Yugoslav 
civil wars of the 1990s, and the 
displacement of people in the region, 
are still strong. 

Balkans braced for more 
refugees
Clare Nuttall in Bucharest

Photo: Istvan Csak
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However, the warm welcome is not 
universal: Serbia’s nationalist media is 
full of dire warnings about the threat 
Islamist extremism poses to the Ortho-
dox Christian nation. There are also 
reports of refugees desperate to continue 
their journey being exploited by illegal 
taxi drivers around Belgrade station.

Official resources to handle the flood of 
refugees are overstretched, even though 
the EU has promised to allocate €3.2mn 
to help Serbia over the next six months. 
Construction of a new centre able to 
accommodate up to 2,000 people will 
start in Belgrade on September 20, and 
there are plans to expand the existing 
centre in Preshevo.

Overstretched and ornery
Neighbouring Macedonia is similarly 
overwhelmed. 17,000 people entered the 
country in the first week of September, 
including a record 7,000 on September 
7 alone. Thousands more are waiting on 
the Greek island of Lesbos to journey to 
Western Europe via Macedonia.

As the numbers increased from hundreds 
to thousands per day, tensions have 
risen within the country. Police clashed 
with refugees in August, using tear gas 
and stun grenades, and the government 
sent in the army to maintain order. Sky 
News showed a shocking video of a Mace-
donian police officer beating peaceful 
refugees with his truncheon.

Others are profiting from the situation, 
with transport companies and some 
private individuals charging €50 per 
person to drive to the Serbian border. 
Even state railway operator Makedon-
ski Zeleznici has nearly doubled ticket 
prices on the route, from MKD338 
(€5.50) to MKD600.

Macedonia’s interior ministry says its 
additional expenses amount to around 
€800,000 a month, and Skopje is now 
considering building a fence along the 
border with Greece. A similar measure 
has already been taken in Bulgaria, which 
started building a razor wire fence along 
its border with Turkey in 2014.

Emerging Markets Direct – your data 
source for the developing world
Romania Country Report – August 2015
j.mp/romania-august

GDP increased by 3.2% y/y in Q2, decelerating from 
4.3% y/y in Q1, the country’s statistics office INS 
reported in its flash estimate on August 14. Seasonally 
adjusted GDP inched up by a mere 0.1% q/q in Q2, 
after the 1.4% q/q advance in Q1. It slightly exceeded 
the pre-crisis peak level.

• Ruling coalition, opposition agrees over Fiscal Code 
including 4pp cut in VAT rate to 20%;

• Central bank argues for stimulating supply, not 
demand;

• Market regulator decides on bankruptcy for Astra 
insurer;

• PM Ponta has no plans to resign before December. 
2016 elections.

Montenegro Country Report – August 2015
j.mp/montenegro-august

The European Union has decided to grant Montenegro 
€45mn for infrastructure projects. On the other hand, 
the agriculture ministry has estimated that Montenegro 
will need billions of euros to protect the current quality 
of water and to implement all directives of the EU.
Bosnia and Montenegro signed a border demarcation 
agreement. The two countries are the first ex-Yugoslav 
republics to sign an agreement defining their borders.
Montenegro's police arrested several high-ranking 
municipal officials in the resort town of Budva, 
including the mayor, on suspicion of abuse of power 
and damaging the budget in the range of millions of 
euros.
• The budget deficit increased by 52.3% y/y to 

€115.5mn in the first seven months of 2015.

j.mp/emdstore

Romania has opposed European Com-
mission President Jean-Claude Juncker 
plan to distribute 120,000 asylum 
seekers across the EU. Romania, which 
would have to accept 4,646 refugees 
under the plan, says it does not have 
the capacity to host more than 1,800 
people.

So far, the flow of refugees has not yet 
reached Romania, which does not lie  
on the main route to Germany. Nor is 
there any recent history of receiving 
large numbers of immigrants, so 
Romania – like other CEE countries 
such as Poland or Hungary – has not 
developed the institutions or social 
attitudes that would help the process. 

Both Romania and Bulgaria – the two 
poorest EU member states – have, 
however, indicated that they may be 
willing to accept the refugee quotas  
in return for their accession to the 
Schengen area. 
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even worse at state-owned companies 
where the heads of departments on 
fat salaries owe more to their surname 
than they do to their CV for the position 
they hold. Amateur management is 
wasteful, but many of these progeny 
of the powerful are more cynical: 
bne IntelliNews has several anecdotal 
reports of a son or nephew taking over 
an important department in a state-
owned company, only to immediately 
cancel long-term supply contracts with 
established partners simply so a fresh 
kick-back deal can be cut with the  
new boss. 

Smolenskys and flogging dead 
donkeys 
In his day, Alexander Smolensky 
was Russia’s most successful banker, 
founding SBS Agro, the non-state 
retail banking giant. As one of the 

“authorised” banks entitled to hold 
budget money, he used delayed 
payments to speculate against 
hyperinflation and make billions in  
the process. 

One of the leading Yeltsin-era oligarchs, 
he left the country after his bank 
collapsed and Vladimir Putin took over 
the presidency, famously saying on his 
way out that he owed his investors only 
“dead donkey ears”. 

Smolensky has barely been in the press 
since, but his 35-year-old son Nikolai 
caused a stir in the UK in July 2004 
when he bought the iconic British sports 
carmaker TVR for a reported £15mn 
and attempted to resuscitate the brand. 
After pumping millions of pounds 
into the company he finally conceded 
defeat nine years later, selling out to 

Chips off the oligarch blocks
Ben Aris in Moscow

It's been just under a quarter of a 
century since the fall of the Soviet 
Union and in that time a relatively 

small group of men have become 
fabulously wealthy in the rough and 
tumble of Russia’s “wild capitalism”. 

As most of Russia’s tycoons approach 
their 60s they are thinking about retiring 
– and handing over their businesses 
to their now grown-up children. An 
increasing number of prominent names 
followed by the moniker “Junior” are 
appearing in business, as the children of 
the rich get ready to take over. 

More worryingly, nepotism is rife in 
Russia and inexperienced twenty-
something sons of tycoons regularly 
pop up doing deals worth hundreds of 
millions of dollars – and usually fail to 
make the deal work. The problem is 
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British entrepreneur Les Edgar for an 
undisclosed sum. 

Kerimov creaming off the old block 
At the start of September, 20-year-old 
university student Abusaid Kerimov was 
reportedly leading a $5.4bn bid to buy 
out the remaining 60% shares of the 
leading gold producers his two holding 
companies don’t already own. This 
would be his second deal this year after 
buying the Cinema Park chain of movie 
theatres from oligarch Vladimir Potanin 
for a reported $400mn. 

The deal becomes slightly less 
remarkable when you realise this is the 
son of Suleyman Kerimov, a billionaire 
member of the upper house of the 
Russian parliament worth $4.9bn, 
according to Forbes.

Kerimov Senior obviously has an interest 
in helping his son get going in his 
career – Abusaid is studying business 
at Moscow’s prestigious MGIMO 
university – but he also needs to cut 
his direct ties with business under new 
“de-offshorisation” rules pushed through 
by President Vladimir Putin last year. 

Abusaid is reportedly considering 
offering shareholders $2.97 per share 
for the rest of the stock, which jumped 
on the news to just over $3.00. Given 
the poor track record that almost all the 
sons of oligarchs have in business, the 
shares might have been expected to fall. 

The ABC of KGB family business
So far, the only really successful oligarch 
son is Evgeny Lebedev, 35, whose father 
Alexander Lebedev was KGB station 
chief in the UK before the 1991 Soviet 
collapse. Never counted as one of the 
seven original oligarchs, the Lebedev 
Snr nevertheless made his money in the 
1990s as the owner of National Reserve 
Bank (NRB), which used to have close 
ties to Gazprom. Like most of the leading 
banks, NRB was also almost destroyed in 
the 1998 crash, but Lebedev hung on to 
his investments and by the middle of the 
noughties he was rich again, worth an 
estimated $2bn. 

The outspoken Lebedev has always 
been seen as something of a quisling by 

the Kremlin and he got on so badly with 
the Putin administration he eventually 
moved to London and took over the 
Evening Standard and Independent 
newspapers in 2004. 

It is actually his son’s signature that 
is on both those deals and Evgeny 
runs the papers today with mixed 

results. In a radical move, he made the 
Evening Standard free and trebled its 
circulation, putting it back into profit. 
But he has had less success with the 
Indie, which is still losing money. 

Levedev Jnr has all the trappings of a 
successful proprietor. Liz Hurley and 
Prime Minister David Cameron come 
to his parties and he has a penchant for 
very rare Rolls Royces and iconic Italian 
villas. As an occasional contributor 
to his papers, he comes in for regular 
ribbings by the likes of the sardonic 
Private Eye, while on the business front 
he has a reputation for very grand, yet 
very expensive and usually unsuccessful 
ventures.

The Independent decided that 
it would get into online TV, but 
instead of hooking up with one 
of the highly skilled but under-
employed independent TV studios 
that litter London, Evgeny built an 
entire state-of-the-art studio in the 
Independent’s building. “We don’t do 
joint ventures,” he dismissively told a 
bne IntelliNews source in the company 
when challenged. However, London 
Live has proved to be one of his more 
notable business flops; in June, parent 
company ESI Media announced a loss 
of almost £12m in the year to the end of 
September.

Yakunins on the right track
Another recent addition to the fold is 
Andrei Yakunin, son of the recently 

retired head of Russia’s Railway 
(RZhD). A former Russian diplomat 
to the EU, Yakunin Snr was appointed 
head of RZhD by Putin where he 
has overseen a massive investment 
programme that ran into tens of billions 
of dollars a year since it was launched 
in the midst of the 2008 economic 
crash. As usual, it is not clear where 

Yakunin made his money, as he has 
been a public servant all his life, but 
opposition blogger Andrei Navalny 
caused a mild scandal when he released 
aerial photos of Yakunin’s 7,000-square-
metre palatial residence in the Moscow 
suburb of Akulinino, worth well over 
$10mn. Indeed, Navalny claims many 
of Yakunin’s family members live in 
luxury accommodation abroad. 

Yakunin Jnr arrived on the Moscow 
business scene over the last few years 
with a string of deals via the $250mn 
VIYM private equity fund that he 
started with a school friend of his, he 
told bne IntelliNews over lunch. 

Of all the children of the super-rich, 
Yakunin currently looks like the most 
competent businessman. The fund’s 
investments, usually minority blocking 
stakes, in a series of practical and 
down-to-earth businesses should do 
well in the long run, whatever the state 
of the economy or the status of the 
EU-imposed sanctions. Amongst the 
portfolio companies are a toilet paper 
manufacturer, a hand-made chocolate 
maker and mid-sized private medical 
services provider. 

It is still too soon for any of these 
investments to come to market, so 
it is impossible to judge how savvy 
a businessman Yakunin is, but from 
a strategic point of view all the 
investments make a lot of sense and 
should do well. 

"Of all the children of the super-rich, Yakunin 
currently looks like the most competent 
businessman"
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Strings working at full pull
At least all these children have been 
trying to build something new. Far more 
common is for well-connected fathers to 
pull strings to land their offspring cushy 
jobs in big organisations. Nepotism is 
rife in Russia. 

At the start of 2015, Peter Fradkov, the 
37-year-old son of former Russian prime 
minister and the current head of Russia's 
SVR Foreign Intelligence Service 
Mikhail Fradkov, was appointed first 
deputy chairman of Vnesheconombank 
(VEB), Russia’s de facto development 
bank. 

Prior to this top job, the younger 
Fradkov’s resume includes a six-month 
training course in Italy, two years 
working at the Far Eastern Shipping 
company, and a stint running the 
Russian Agency for Export Credit 
and Investment Insurance (EXIAR). 
Likewise, the late Alexander Ivanov, 
son of the current chief of staff of the 

presidential administration Sergei 
Ivanov, also worked for VEB, before 
moving to the state-owned banking 
giant VTB and then returning to VEB. 
“Frankly speaking, there are more 
attractive financing institutions than 
VEB whose employees’ salaries are 
a lot lower than those in banks with 
the state’s participation and obviously 
in private commercial banks,” said 
VEB’s CEO Vladimir Dmitriev, when 
asked why he had so many children of 
powerful politicians working for him. 

(Having weathered intense scrutiny 
about the state’s handling of a fatal 
traffic accident in 2005 – Alexander 
Ivanov ran over and killed an elderly 
woman by a pedestrian crossing at 
high speed, but the investigation 

was closed after witnesses withdrew 
statements – the banker drowned in 
the sea in November 2014 aged 37 
while vacationing in the United Arab 
Emirates.) 

The Rotenbergs and not-so jolly 
hockey sticks
Reflecting the accompanying windfalls 
– and pitfalls – for oligarch offspring 
these days, sanctioned Russian 
billionaire Boris Rotenberg, whose 
billionaire brother Arkady is a judo pal 
of Putin's, sold their majority stake in 
Finnish hockey team Jokerit and its 
home stadium to his 33-year-old son 
Roman last October as the Western 
sanctions regime kicked in. Roman 
Rotenberg, a dual Russian-Finnish 
citizen, is also vice president of St 
Petersburg's SKA ice hockey club. 

The Jokerit transfer had been in the 
works for some time, but was delayed 
when sanctions were foisted on his 
father and uncle, Roman told Finnish 

newspaper Helsingin Sanomat. Then 
Rotenberg Jnr also came under fire 
amid the current row with Russia over 
Ukraine: In July, he was added to the 
list of individuals sanctioned by the US, 
prompting Finland to ask why one of its 
citizens had been targeted. According 
to the US Treasury, Roman Rotenberg 
and his family's hotel business, Langvik 
Capital Ltd, have been linked to the 
provision of "material support" to his 
father, therefore meriting his inclusion 
in the list too.

(Meanwhile, Roman's brother Boris, 
29, plays for Moscow football team 
Dinamo and has even been called up 
to Finland’s national squad, having 
been raised in Finland. "Then again, if 
your father is the chairman of the club 

you play for – and, along with your 
uncle, is amongst Russia’s richest men 
– maybe anything is possible," as one 
commentator wrote.) 

Power and politics 
A few of the elite scions have eschewed 
the business path and chosen to go 
into politics instead. Nor do these 
necessarily trumpet their connection  
to wealth or power. 

Pavel Khodorkovsky, the 30-year-old son 
of the formerly jailed oil tycoon Mikhail 
Khodorkovsky, is the founder of the 
Institute of Modern Russia, a political 
lobbying group-cum-think tank that 
funds the anti-Kremlin online newspaper 
The Interpreter, among other things. 

Likewise, one of Putin’s two daughters, 
Ekaterina Tikhonova, 29, surfaced 
earlier this year in a YouTube video 
of her dancing at a rock & roll 
competition. Reportedly, she has been 
using her mother's maiden name, 
Tikhonova, but a stampede by local 
journalists to find out more unearthed 
the fact that she is also the head of 
an academic institute with a $1bn 
budget to expand the famous Moscow 
State University. The Kremlin does not 
comment on the president or his family 
private life, was the terse reply to press 
demands for confirmation. 

Ksenia Sobchak, bearded belle  
of the opposition
Probably the most high profile of all the 
elite children is Ksenia Sobchak, 34, 
known as the Paris Hilton of Russia,  
the glamorous daughter of Putin’s one-
time boss, the late St Petersburg mayor 
Anatoly Sobchak. 

Although a few daughters of the elite 
have made something of a name for 
themselves, Sobchak was undisputably 
Russia’s first “It girl”, with her face 
gracing magazine covers and television 
screens for years. bne IntelliNews once 
interviewed her in a beauty salon 
just off Red Square in the middle of 
winter before going outside to take 
some photos. The interview ended up 
being more like a fashion shoot as she 
responded better to the camera than the 
questions. 

"If your father is the chairman of the club you 
play for – and, along with your uncle, is amongst 
Russia’s richest men – maybe anything is 
possible"
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Where Sobchak’s money came from 
is not clear (but easily guessed), as a 
mayor’s inheritance wouldn’t cover 
the furs and chiffon she wore on the 
day of the interview. But she has 
had several wealthy lovers including 
Umar Drubailov, an ethnic Chechen 
who ended up as owner of Moscow’s 
Radisson Slavyanskaya hotel after its 
founder, US entrepreneur Paul Tatum, 
was gunned down near the hotel  
in 1996. 

Sobchak now seems to have put 
her frivolous ways behind her and 
reinvented herself as a credible member 
of the nascent opposition movement. 
She recently married opposition activist 
Ilya Yashin and took the stage during 

the December 2011 Bolotnaya square 
protests, saying: "My name is Ksenia 
Sobchak and I have something to lose, 
but nevertheless I am here." Since then 
she has been a voluble critic of Putin, 
whom she has known since she was a 
child at a time when it was not clear if 
there would be political blowback from 
such an outspoken line. 

And there was blowback. Sobchak 
was one of several opposition leaders 
whose home was raided early on June 
9, 2012, just before a "March of the 
Millions" was due to be held in Moscow. 
Police found and confiscated “no less 
than €1mn placed in more than 100 
envelopes” from the apartment, money 
that Sobchak did not deny was hers. 

Sobchak faced down the prosecutors 
with typical flare, appearing in a 
TV advert shortly afterwards that 
lampooned the search: in the TV 
version, the police officers confronted 
her with the same shoe boxes, except 
this time they only held the credit cards 
of a well-known bank. 

Sobchak caused a minor scandal in 
April when she posted a photo of 
herself on social media dressed as 
an Orthodox priest, complete with 
fake flowing beard. State officials in 
June launched a probe into whether 
this violated new and controversial 
blasphemy legislation passed after 
the Pussy Riot cathedral punk music 
scandal.  

Saakashvili’s first 100 
days: more power please
Graham Stack in Odesa

troversy in May, when the government 
not only fired him, but claimed he had 
never been formally appointed to the 
post. Leaked emails showed that Prime 
Minister Arseny Yatsenyuk had called for 
his head, fearing his radical ideas were a 
sign of mental instability.

Borovik was immediately snapped up 
by Mikheil Saakashvili when the former 
Georgian president was sensationally 

47-year-old Sasha Borovik is one 
of the most colourful and con-
troversial of Ukraine's new team 

of radical reformers parachuted in 
to revamp the country's corrupt and 
dysfunctional institutions. In early 2015 
he broke off a high-flying career abroad 
as an IT lawyer with Microsoft and other 
multinational giants to join Ukraine's 
government. But three months as first 
deputy economy minister ended in con-

appointed governor of Odesa region 
in May. Odesa is a strategic historic 
port location with some pro-Russian 
sympathies, making it a crucial swing 
constituency for Kyiv's still fragile pro-
Western administration.

With 100 days gone since he took up 
the post, Saakashvili has left hurriedly 
for Kyiv to request extra powers, lest 
the reform drive founder, Borovik 
tells bne IntelliNews. “We cannot 
effectively prevail against corruption in 
Odesa region unless we have influence 
over the relevant agencies,” Borovik 
explains, reeling off a list of most of the 
central government 'power agencies' 
where Saakashvili wants to see his 
people installed at the regional level: 
prosecutor, anti-corruption bureau, tax 
service, customs service and the state 
security service SBU.

“The constitution does not allow us to 
control these agencies in the region, 
but we want to nominate our people to 
occupy the top posts,” Borovik says.

Under the constitution, appointments 
of half of these posts is the prerogative 
of PM Yatsenyuk, with whom not 
only Borovik, but also Saakashvili, 
is at loggerheads. Borovik says 
Saakashvili already used his influence 
to block Yatsenyuk's plans for a speedy 
privatisation of Odesa Port Plant 

Photo: Inna Sokolovska
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(OPP), Ukraine's largest chemicals 
plant, valued at up to $1bn. “The 
government was looking to privatise 
OPP over three months – thus making 
it impossible for foreign investors to 
conduct due diligence. It was obvious 
there was a plan to sell the plant to 
oligarchs,” Borovik says, echoing 
Saakashvili's recent prime time TV 

attack on Yatsenyuk. “The same applies 
to government plans to sell off the ports 
before the end of the year.”

One unstated reason for Saakashvili to 
put the brakes on privatisation is perhaps 
a nod to public opinion: 83% of the local 
population oppose privatisation, Borovik 
says, with crucial regional elections 
looming on October 25. The current 
mayor of Odesa is a former ally of ousted 
Ukrainian president Viktor Yanukovych, 
and formerly pro-Yanukovych forces 
have majorities in both the municipal 
and regional assemblies.

There is little sign this will change after 
the elections. With the first 100 days of 
Saakashvili's tenure gone, 54% of locals 
say they see no changes for the better, 
41% say poverty and unemployment are 
the biggest problems they face, while 
only 18% are prepared to tighten their 
belts somewhat for the cause of reforms, 
Borovik quotes polls as saying. At the 
same time, 53% say battling corruption 
should be a priority.

Borovik defends his team's record, 
pointing to the launch of a modern 
police force, and moves to create a one-
stop shop for all citizens' paperwork. 
Saakashvili has also announced 
grandiose investment plans for Odesa 
region – the construction of a new 
motorway to Bucharest, and a second 
terminal for Odesa airport. But Borovik 
is coy about where the funding for these 
projects will come from, considering 

Ukraine has only narrowly escaped 
bankruptcy. “Central budget funds, in 
part, and the motorway could be built as 
a concession,” he says.

Meanwhile, the local population doubt 
that Saakashvili means to stay in Odesa 
long – and Saakashvili said himself in 
a recent interview that he would stay a 

maximum of two to three years. But he 
has vehemently denied reports that he 
is aiming to replace Yatsenyuk as prime 
minister in the coming months.

Borovik likewise denies that Saakashvili 
is planning on returning to Georgia 
if his Georgian opposition party, the 
United National Movement, is successful 
in upcoming elections. “This will 
not happen, because we know that if 
Saakashvili returns to Georgia, Putin will 
simply cut Georgia in two,” Borovik says.

Straight talker
Borovik, who addresses public events in 
a tennis shirt, is a straight talker quick 
to correct interlocutors, perhaps the 
reason behind his personality clash with 
Yatsenyuk.

At a recent Odesa investment 
conference, he interrupted a Kyiv region 
official's presentation on creating a 

sponsorship fund for bonus payments 
to local officials: heads of regional 
departments currently earn only 
UAH2,800 a month (€115), meaning 
the only reason for anyone to do the 
job are bribes. “We don't need to throw 

more money at the bureaucracy,” he 
interjected, “we need to slash it and 
reduce state functions.”

Likewise, he publicly rebuked panel 
participant Russian opposition MP 
Ilya Ponamarev, an ardent Ukraine 
supporter, for using the Russian 
equivalent of ‘the Ukraine’ to refer to 
his country, instead of the correct form 
of simply ‘Ukraine’. And anyone calling 
him by his original Russian name of 
Alexandr, instead of the naturalised 
version Sasha, reminds him of being 
scolded as a child, he jokes.

Borovik's childhood is part of the 
controversy surrounding him. He 
grew up in West Ukraine's Lviv 
region, in a Russian-speaking family 
of a high-ranking local KGB official, 
who Borovik says targeted corrupt 
officials, not dissidents. Borovik himself 
was recruited by the KGB due to his 
intellectual capacities and studied at 
the Higher School of KGB in Moscow  
in the late 1980s.

But during his studying he became 
disillusioned with the Soviet system, 
and fell under the influence of Western 
rock music, particularly Pink Floyd. 
One night full of doubt in Moscow, after 
hugging a tree and listening to the 1971 
album “Atom Heart Mother”, he resolved 
to flee the country, crossing the border 
to the Czech Republic in 1990, where he 
began a stellar career in law. He is now a 
German citizen.

It was only the coming to power of pro-
reform forces in Ukraine in 2014 that 
prompted him to return to his homeland. 

Much has changed since he left, but one 
thing has stayed the same – his love for 
Pink Floyd. “I would die to see them 
perform the ‘The Wall’ here in Odesa,” 
he says, eyes lighting up. 

"We don't need to throw more money at the 
bureaucracy, we need to slash it and reduce  
state functions"

"We cannot effectively prevail against corruption 
in Odesa region unless we have influence over 
the relevant agencies"
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government’s strategy to diversify 
the economy. Mongolian companies 
involved in the production of cashmere 
goods and meat products such as all-
natural dog food, for example, have 
received government assistance.

Even though the remote, landlocked 
country is counting on mining to lift 
the country's struggling economy, 
Mongolia's prime minister has made 
developing agriculture and the 
associated agro-industry a priority 
to protect against the swings in 
commodity prices. China's economic 
troubles have sent the prices of 
raw materials such as oil, coal and 
copper tumbling this year, with the 
International Monetary Fund warning 
on September 2 that this has raised the 
risks to economic growth around the 
world.

Batmunkh in Uyanga Soum is preparing 
for winter by sending out a small 
group of herders even further into 
the mountains to forage for food. He's 
sure that this year will see the return 
of the dreaded zud – what Mongolians 
call a disastrously cold winter that 
kills off huge swathes of livestock. The 
frigid temperatures, along with deep 
snow or thick ice that keeps animals 
from reaching the plants they eat, can 
devastate poorly prepared herders.

Boom-bust cycle
Severe drought conditions in the 
central and eastern parts of Mongolia 
during June and July devastated 
farms without access to irrigation. The 
Ministry of Agriculture estimates that 
up to 80% of wheat crops were lost 
this year, with a base threat scenario of 
30%. However, they won't know the full 

Mongolian livestock farmers fear 
coming zud
Terrence Edwards in Ulaanbaatar

The small town of Uyanga Soum, 
hidden deep in the mountains 
of Mongolia’s Uvurkhangai 

province, was devastated by a severe 
winter (zud or dzud), in 2009 that 
wiped out 20% of the country’s entire 
livestock. Following a drought this past 
summer that ravaged crops, Batmunkh, 
owner of a herd of 1,000 cows, sheep 
and goats, worries this year could be 
even worse.

Although Mongolia is best known for 
its rich mineral deposits of coal, copper 
and gold, much of the population 
continues with centuries-old herding 
practices. Agriculture in Mongolia – 
which includes herding as well as crop 
growing, fishing and other agrarian 
trades – is the second most important 
sector in Mongolia's economy behind 
mining, and is a key part of the 
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extent of the damage until the harvests 
are complete.

Jennifer Bielman, country director 
for the humanitarian agency Mercy 
Corps in Mongolia, says there has been 

a trend of zuds in winter following 
droughts in summer. But she also 
notes that zuds often occur when the 
livestock population explodes and 
pastures become overgrazed. “The zud is 
a shock that puts the system at a new 
equilibrium,” she says.

Climate change is also seen as part of 
the problem. Mongolia is one of the 
most vulnerable to the effects of global 
warming, with average temperatures 
rising by 2.1°Celsius over the last 70 
years, or three times faster than the rest 
of the world, according to the UNEP.

But inevitably another man-made 
phenomenon is partly to blame: 
government. Before 1990, when 
Mongolia was a Soviet satellite state that 
served as a buffer between the USSR 
and China, the state set quotas for the 
number of animals that a herder could 
own. The government no longer sets 
such quotas, but it is still expected to 
respond to zuds by delivering supplies 
such as animal fodder. However, the 
lack of a centralized system to rein in 
animal numbers seems to be creating a 
cycle of booms and busts. Despite the 
8.5mn animals that died in the 2009-
2010 zud, the herd population has 
steadily grown to what could possibly be 
its highest level ever. “Some will argue 
that the herd size is the problem, not 
the weather,” says Bielman. “I'm told the 
interim between zuds used to be longer 
[100 years ago]. The ten-year cycle 
seems to be shifting to a five-year cycle.”

The drought means expensive imports of 
wheat and vegetables from Russia and 

rural towns to help herders prepare for 
and assist in their migration patterns. 
Tserennyam said herders were badly 
caught off guard by the zud in 2009, 
and that the deaths that followed 
were a result of poor preparations. 
“People now are better informed and 
better prepared than six years ago,” 
Tserennyam says.

Herders by next year will gain a 
technological advantage by using 
their cell phones to receive weekly 
local forecasts by text message from 
the Livestock Early Warning System 
(LEWS) that Mercy Corps has helped 
create. “Through that SMS system, we'll 
be able to make forecast information 
available to anyone,” says Bielman.

In addition to weather, herders can 
receive information such as the amount 
of plant cover and even estimates of 
the protein content of grazing lands, all 
using satellite technology and historical 
data. “LEWS gives a long-as-possible 
head start if a winter looks like it's 
going to be dangerous,” Bielman says.

Such technologies can reduce the risk, 
but Mongolians have a tough choice to 
make. Although the herding, nomadic 
lifestyle is a key part of the culture 
here, fewer young people are learning 
the trade. Instead, they're increasingly 
going off to college so that they 

can enter a white-collar profession, 
as Batmunkh has done for his two 
daughters. Last year, Batmunkh's 
eldest daughter, Sanjidmaa, graduated 
from university in Prague, and today 
works for auditor Ernst and Young 
in Ulaanbaatar. “I will never be 
herdsman, and neither will my sister,” 
says Sanjidmaa. “But I would be sad if 
there's no more herders in Mongolia. 
Who will continue this tradition? I have 
no idea.”  

China are necessary to make up for the 
losses. And the huge number of livestock 
deaths will undoubtedly cause a spike 
in meat prices at the counter. However, 
herders like Batmunkh don’t expect to 
benefit from this.

Exporters, too, could be affected. 
Mongolia this year finalized an 
economic partnership agreement 
with Japan that puts zero tax on some 
goods, including meat. Products such 
as Japan's Kobe beef make Japan a 
difficult to foodstuff market to enter, 
but Mongolian meat producer Precom 
is hoping to corner a niche market for 
doting pet owners. “Our pet foods in 
Japan are more expensive, but within 
the more high-end market we are trying 
for a lower price while we build up our 
brand,” says Precom spokeswoman 
Munkhzaya Suvdmaa.

Suvdmaa says she is confident that 
Precom can avoid any disruption in 
the local meat market, but “it depends 
on how bad the zud gets”. Currently, 

herders are anxious to cull their herds 
and sell their meat to ease their burdens 
during winter, she says. “I think now is a 
good time to procure any raw materials 
to avoid any interruption for us.”

High-tech nomads
Although zuds are an inevitable part 
of herding, that doesn't mean there 
aren't precautions that can be taken. 
Officials of Mongolia's National 
Emergency Management Agency such 
as Badamdavga Tserennyam travel to 

"The interim between zuds used to be longer – 
the ten-year cycle seems to be shifting to a five-
year cycle"

"Some would argue that the herd size is the 
problem, not the weather"
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Worried investors have 
Georgia on their minds

Monica Ellena in Tbilisi

A controversial law has stripped 
Georgia’s central bank of 
its supervisory role and 

transferred it to a separate body under 
parliamentary control, raising investor 
concerns about the independence of 
financial regulation at a critical time for 
the economy.

When President Ghiorghi 
Margvelashvili was forced to sign the 
bill into law on September 10 after 
parliament had overturned his previous 
veto of it on September 3, it ended 
months of controversy surrounding 
the legislation, which has been pushed 
by the ruling Georgian Dream (GD) 
coalition.

In an open letter in late June, leading 
international financial institutions 
called on Prime Minister Irakli 

Garibashvili to keep the banking 
industry under the oversight of the 
National Bank of Georgia (NBG), stating 
that the new structure would threaten 
financial sector stability and undermine 
prospects for sustained economic 
growth.

Slowing GDP growth, declining 
remittances and shrinking foreign trade, 
coupled with a sharp devaluation of the 
national currency, the lari, against the 
dollar, are all contributing to difficult 
times for Georgia. “Georgian banks 
may need to raise capital to strengthen 
their balance sheets [and] uncertainty 
created by legislative changes and 
upheaval of banking supervision could 
jeopardise investors’ trust and thus 
complicate this task. Banks would then 
have to deleverage, which would hurt 
credit and growth,” the International 

Monetary Fund (IMF), European Bank 
for Reconstruction and Development 
(EBRD), Asian Development Bank 
(ADB), and the World Bank warned the 
government in a joint letter in June. 

The parliament’s speaker, Davit 
Usupashvili, said on July 16 that the 
new regulations had been amended to 
put them in line with recommendations 
by international financial institutions 
like the IMF. However, the key principle 
of removing banking supervision from 
the NBG remained unchanged. Instead, 
the bill foresees the establishment of a 
separate Financial Supervisory Agency 
(FSA) with a seven-member board. The 
NBG governor and one more member 
of the central bank’s board will take 
two seats, while the five other seats will 
be occupied by candidates nominated 
by the government and confirmed by 
parliament.

If it ain't broke, don't fix it
Critics of the bill, including the 
country’s leading business associations, 
claim the decision is politically, 
rather than economically, motivated. 
Statements by one of the bill’s initiators, 
MP Tamaz Mechiauri, chairman of the 
parliamentary committee for finance 
and the budget, give substance to these 
claims, when he said that the central 
bank’s board members “do not reflect 
at all the interests of those forces which 
are currently in power”.

Observers are also dubious about 
whether the new institution will be 
better than the NBG at supervising the 
sector. “It is indeed an unconventional 
decision, especially in the regional 
context where central banks proved to 
be the most efficient and independent 
state bodies, and have contributed to 
increasing the confidence of both the 
general public and investors,” Oleg 
Kouzim, economist at Renaissance 
Capital, tells bne IntelliNews. “The NBG 
has contributed to creating a stable 
banking sector and it is still unclear how 
a new body would do a better job.”

Indeed, Georgia’s banks are one of the 
country’s biggest success stories, with a 
system that’s viewed as strong, resilient 
and well governed. That’s been largely 
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down to the role played by the NBG, 
which so far has proved to be one of 
the most conservative central banks in 
the former Soviet space, demanding 
the most stringent levels of capital and 
liquidity.

As of September 1, 20 commercial banks 
were operating in Georgia, including 
16 foreign-controlled banks and two 
branches of non-resident banks. The five 

banks with the largest assets constituted 
78% of the total share of assets. TBC 
Bank and Bank of Georgia (BoG), both 
listed on the London Stock Exchange 
(LSE), are the main players in the sector, 
accounting for about 57% of total assets.

The performance of the shares of the 
banks since the controversy erupted 
shows how investors view the changes. 
“The valuations of all the Georgian 
banks are signalling investor concern 
with the politics,” explains Bruce 
Packard, a Berlin-based independent 
financial analyst and investor in 
BoG. “The Georgian economy should 
benefit from lower oil prices, but yet 
BoG shares are trading on below 8x 

consensus earnings, TBC’s shares are 
even cheaper on 5.5x. The UK stock 
market as whole is trading on 14x, even 
after the recent falls and the fact that 
mining companies make up a large 
section of the FTSE.”

Puppet master
So what drove the governing 
coalition to push the changes so 
hard? Lawmakers from Georgian 
Dream argue the reforms will help 
increase the “transparency” of the 
banking sector and its supervision,  
as well as increase “trust”.

But opposition parties reject this, 
with MP Khatuna Gogorishvili from 
the opposition United National 
Movement (UNM) pointing out how 
“it is unclear why [Georgian Dream] 
deem [the process] to be non-
transparent now”. Instead, UNM and 
other opposition parties accuse the 
bill of being a tool for former prime 
minister Bidzina Ivanishvili to exert 
more control over the financial system. 
Ivanishvili, the country’s wealthiest man 
who is believed to be still pulling the 
government’s strings, owns Cartu Bank, 
one of the country’s leading lenders.

The government and central bank 
have also been at loggerheads since 

"The NBG has contributed to creating a stable 
banking sector and it is still unclear how a new 
body would do a better job"



60  I Eurasia bne   October 2015

the lari started falling in value against 
the dollar last November. In 2014 the 
lari averaged GEL1.9 to the dollar, but 
dropped to GEL2.2 between January 
and June this year, and has further 
weakened with the central bank on 
August 25 allowing the rate to fall to 
GEL2.41 to the dollar.

In February, Ivanishvili accused the 
NBG’s governor, Ghiorghi Kadagidze 
(who was appointed by the previous 

UNM government), of not having 
intervened enough to support the lari’s 
value. However, Kadagidze retorted 
that draining the central bank’s hard 
currency reserves, which were just 
$2.5bn as of August 31, was “the wrong 
policy decision”. The IMF agreed, saying 
in a statement following a mission to 
Georgia in March that it supported 

the “NBG’s policy to refrain from 
intervening in the foreign exchange 
market and allow the lari to float”.

The president’s veto of the bill in 
July also added a new chapter to the 
growing friction between the former 
philosopher and the Georgian Dream 
government, on whose ticket he ran 
for office. The political brinkmanship, 
specifically with PM Garibashvili, has 
exploded into open warfare since the 

president decided to move into the 
Mikheil Saakashvili-era presidential 
palace against the wishes of Ivanishvili, 
who is the political mentor of both men.

Margvelashvili has been accused 
by the government of a lack of 
“gratitude,” while he has made thinly 
veiled criticisms of Ivanishvili for the 

opaque, behind-the-scenes way that 
the government is run. He has also 
used more than once his veto powers 
to make the point over controversial 
government-backed bills; last November 
he blocked a bill that would allow the 
Interior Ministry to retain its direct 
access to telecommunication operators’ 
networks. Like this time, the Georgian 
Dream coalition had enough votes in 
parliament to overturn the veto. The 
MP Mechiauri, co-initiator of the bill 
on financial supervision, has derided 
Margvelashvili as a “[George] Soros-
ian NGO-shnik” who is “getting on our 
nerves with vetoes”.

Of course, for the media and public the 
regular spats that break out between 
the president and PM over their 
respective responsibilities – for example, 
who should address the UN General 
Assembly or inaugurate a sporting event 
like the recent European Youth Olympic 
Festival – is an amusing diversion. 
However, not so for investors, who are 
worried about the stability of the ruling 
coalition and what all the infighting is 
doing for the investment climate. 

"Upheaval of banking supervision could 
jeopardise investors’ trust"
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soldiers, with our weapons” dismissed as “premature” any 
talk of a deeper military presence. Rather, he talked up the 
creation of “some kind of an international coalition to fight 
terrorism and extremism”.

Meanwhile, a variety of news outlets and other sources have 
shown Russian Naval Infantry in squad and platoon strength 
in Damascus, Homs and Latakia, and recordings suggest 
Russians crewing brand-new BTR-82A combat vehicles, a 
scarce sight so far even in the Motherland’s forces. Other, less 
open sources have whispered of teams of elite commandos 
in Damascus, possibly army Spetsnaz, maybe the shadowy 
Zaslon unit of the Foreign Intelligence Service.

Latakia, with its port and air base, appears to be one of the 
foci of Russia’s increasingly muscular presence, but talk of 

“thousands” of troops being deployed appears premature. 
First of all, assuming Moscow wants to retain a surge capacity 
in the Donbas, its expeditionary forces – the paratroopers, 
Naval Infantry marines and Spetsnaz – are operating at close 
to capacity.

While Russian forces remain bogged down in 
the Donbas region of eastern Ukraine, prop up 
unrecognized regimes in Abkhazia, South Ossetia 

and Transnistria, and wander (and occasionally shell) the 
uplands of the North Caucasus, can the Kremlin really be 
committing itself to a substantive military deployment to 
Syria? Common sense would seem to say no, but the facts 
on the ground are beginning to suggest the answer is a – 
conditional – yes. Is there a rationale to such a move, or is this 
simply a piece of knee-jerk international posturing? And what 
might it portend?

Boots on the sand
Russia has long had a limited commitment in Syria – one of 
its last real allies, after all, alongside such equally threadbare 
assets as Nicaragua, Venezuela and some grudging Central 
Asian “’stans.” It has a very small naval installation at Tartus, 
not the “naval base” some allege but a limited logistical 
point amounting to a pier and some warehouses. More 
generally, though, it is clear that Russian advisers and 
technical personnel have been present, especially in providing 
intelligence support, through flying drones – probably from 
Latakia air base – and manning radio-electronic interception 
stations. Beyond that, as Assad continues to buy Russian kit, 
technicians have come to train Syrians to use it, and military 
advisers have helped plan operations.

So far, so (relatively) limited. However, there are not clear 
and compelling indicators that Russia is upping the stakes. 
At the very time that Moscow is showing growing real 
concern about the scope for Islamic State (IS) to penetrate 
and galvanize the insurgency in the North Caucasus, it is 
also talking up its own role fighting jihad in the Middle 
East. Putin recently, while noting that Russia is “already 
giving Syria quite serious help with equipment and training 

STOLYPIN: 

Can Putin really 
be Syrious?

Mark Galeotti of New York University

"Moscow wipes out IS militants 
before they manage to infiltrate 
the North Caucasus, and also makes 
its case to be the West’s ally against 
a common enemy"
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to get the West to relax its tough line over Ukraine. The 
appointment in March of former FSB deputy director Oleg 
Syromolotov to a new deputy foreign minister for counter-
terrorism cooperation position was an early indication, one 
which has borne little fruit.

So the Russians seem to be upping the ante, making Syria 
a battleground not so much for the preservation of an ally 
– though they will hardly mind if they also manage to save 
Assad – but instead the formation of an anti-jihadist coalition. 
That way Moscow does its best to wipe out IS militants in 
the Middle East, before they manage to infiltrate the North 
Caucasus, and also makes its case to be the West’s ally against 
a common enemy.

It is unlikely to work. The West will gladly take what 
intelligence cooperation Russia offers – even while treating 
the fruits with a certain skepticism – and will hardly mourn 
any IS fighters killed by Russian bombs or Russian guns. Just 
as the US and Iran have an arm’s length understanding in 
Iraq against IS without becoming friends, so too a Russian 
role in Syria is not going to create any deep or lasting amity.

Nonetheless, that this is the Kremlin’s game plan says two 
things. First, that it is desperate to break out of its current 
impasse, for all its bullish claims. Second, that it does not 
understand the West, that it thinks everything is for sale, 
and that if only it can find the right offer, the sovereignty of 
Ukraine, the integrity of the global international order and 
justice for the dead of MH17 are all on the table. 

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

The Black Sea Fleet’s Ropucha-class landing ship Tsezar 
Kunikov appears to have set sail for Syria, with a complement 
of at least 300 marines from the 810th Independent Naval 
Infantry Brigade (based in Crimea). Recently the Alligator-
class Nikolai Filchenkov likewise travelled to Latakia, albeit 
with a load of trucks, materiel and combat vehicles rather 
than personnel, and the Ropucha-class Azov with materiel. 
Although it would be possible to airlift in men and vehicles, 
this is expensive and would tie up a large proportion of 
Russia’s air fleet. Instead, then, we are talking about a shift 
from perhaps a few hundred technical personnel and advisers 
– including officers from GRU military intelligence and the 
FSB security service – to fewer than a thousand, but including 
well-trained, frontline combat troops.

A Quixotic Deployment?
Why go in now, arguably at the very time the Syrian regime’s 
prospects appear gloomiest? Perhaps that is the point, but 
when it comes down to it, what is Assad to Putin? There is 
no evidence of a particular personal tie, and while it would 
embarrass Moscow if an ally fell, it is hard to regard this as 
more than a 24-hour wonder. There are no strategic assets 
to be lost – Tartus is hardly worth mentioning – and nor is 
Damascus’s fate central to the Kremlin’s narrative of Russia’s 
national interests. Indeed, given that Syria is likely to be a 
roiling mess for years to come, would common sense not 
suggest extrication more than escalation? The answer is,  
of course, yes.

If Moscow wants to look like a loyal patron, at least it could 
offer the Assads a nice McDacha mansion in the upscale 
Barvikha gated community and a chance to get out before the 
collapse. If Moscow wants to keep a friendly regime in place, 
it could even try to broker some suitable “everyone-against-
IS” coalition to replace Assad. Of course, to do that it needs 
leverage – and here the logic, such as it is, of any escalation 
emerges.

The first and most basic point to remember is this: the Middle 
East doesn’t matter to Moscow. Nor, for that matter, does 
Africa or Latin America. China just about does. But essentially, 
all of the Kremlin’s policies are directed towards the West. 
Even policy towards China is really meant to fill in the gaps in 
credits and exports left and hopefully make the West jealous 
enough to reopen relations. It may sound arrogant and be 
uncomfortable come from a Westerner, but yes: it really is  
‘All About Us’.

Putin is coming to the UN General Assembly in September, 
itself a big deal given that his last attendance was in 2005. 
With the prospects of an acceptable deal over the conflict 
in Donbas receding, with the Russian economy expected to 
continue to decline, he’s looking for his own “reset” and sees 
it in some civilizational anti-jihadist coalition.

For some time, Moscow has hoped that cooperation against 
IS and terrorism in general could be the leverage point 

"Assuming Moscow wants to retain 
a surge capacity in the Donbas, its 
expeditionary forces are operating 
at close to capacity"
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No doubt, if that option were still on the table, then it would 
likely be taken. But that is not the case. The graph on page 67 
shows the trend in quarterly GDP growth through 2012 and 
2013. Growth started to slow sharply from mid-2012 and, in 
2013 GDP grew at only 1.3%. That was less than one-third 
the growth of two years earlier and was despite the fact the 
price of Urals crude averaged $109 per barrel and there were 
no geopolitical issues. The clear message from that graph 
is that an oil price recovery alone is not going to save the 
economy or push asset prices higher.

So, in practical terms, what might the “new normal” look like 
for businesses and investors? We can break the impact into a 
number of risk and opportunity categories.

More competitive Russia
This crisis has already brought a significant change in 
monetary policy and a greater awareness that the country 
needs to create a more competitive environment with which 
to encourage manufacturing and service sector growth. In 
2012, 66% of exports were oil and gas. An additional 15% 
was made up of other minerals and metals, while another 

10% was accounted for by grains and defence equipment. 
Approximately only 10%, or $50bn, was made up of other 
goods and services. At the same time over 50% of imports,  
or $170bn, was made up of consumer goods and services. 
The hydrocarbon wealth had made the country lazy.

Chris Weafer of Macro-Advisory

One of the slogans now regularly deployed to describe 
Russia’s current economic condition and what comes 
next is the “new normal”. The casual interpretation 

of that phrase simply means that growth in the future will 
be less than it has been in the past. That of course is true, 
and hardly comes as a major revelation. Russia’s economy 
grew at an average in excess of 7% annually between 2000 
and 2012 because of a combination of rising oil and gas 
wealth, trickling down to the population and into state 
programmes, set against a very low starting point. The value 
of the country’s economy at the start of 2000 was just under 
$200bn and over the following dozen years hydrocarbon 
export earnings exceeded $3tn. Hence, a major reason why 
the value of the economy exceeded $2tn by 2012.

Clearly that strong growth was always going to slow down 
as the economic base broadened and especially as the 
trickle-down oil and gas wealth was not used to create 
new industrial drivers, but went mainly into state sector 
industries and into consumption. Hence a shift to lower 
growth was inevitable. Something similar is currently 
taking place in China’s economy as annual growth of close 
to 10% has given way to slower, but still a world average 
beating, 6%-plus. That’s hardly a “new normal” – it is simply 
maturing.

“New normal” is something different. It is more than just 
maturing or getting bigger; it represents fundamental change 
in how an economy is managed and how businesses and 
investors need to look at opportunities and risk.

The cynics will be tempted to conclude that any talk of 
change is simply a temporary reaction to the current 
slowdown that will (again) fade when the oil price recovers. 

MACRO ADVISOR:

Explaining Russia's 
‘new normal’

"The ‘new normal’ is something 
different"



bne  October 2015 Opinion    65

Apart from the monetary policy change, we have also heard 
from the Ministry of Finance that the budget will no longer 
provide for automatic real wage growth in the public sector, 
which accounts for almost one in five workers employed 
in the country. This is also a positive move, as rising state 
sector salaries previously forced private sector employers to 
compete and pay high wages.

That combination of strong ruble and rising real wage 
growth greatly contributed to the reliance on imported 
goods and services, and the lack of competitiveness in the 
economy. Bringing an end to these two factors should help 
permanently cut imports and encourage investment into 
manufacturing business focused not only on the domestic 
market, but on exports also. It means that many foreign 
businesses which had made a lot of money exporting to 
Russia may not be able to recover that market or to a much 
less lucrative extent.

Sector rotation
Import-substitution and the new monetary backdrop, ie. 
weaker ruble, will also have some impact on earnings growth 
for individual sectors and will create more opportunities 
for investors. As mentioned, it is not realistic to assume that 
post-crisis, and even assuming an oil price recovery, life will 

Now that balance has to change. It means there must 
be a greater effort to promote industrial growth and to 
cut imports of products and services that are capable of 
being sourced inside the country. There has been a lot of 
discussion about import-substitution, or localisation, and 
the evidence is that this policy is to be at the core of the 
government’s post-crisis recovery and longer-term growth 
strategy. This is at least a more realistic and achievable 
strategy compared to the often vague reform agenda talked 
about in the past.

To give the policy a realistic chance of success, the Central 
Bank of Russia (CBR), undoubtedly with Kremlin persuasion, 
has completely changed its ruble stance and will now pursue 
a weak ruble policy. We have already heard from the CBR 
that, should the oil price rally, it will sanitize surplus oil 
revenues at a ruble-dollar rate of RUB55 and rebuild foreign 
exchange reserves. Through August we also saw that the CBR 
has no intention of using financial resources to try to prevent 
the ruble from weakening with a falling oil price. We may see 
some modest intervention in the future if, for example, oil 
were to collapse further, but only to avoid the risk of a panic 
contagion and not to halt the decline. If the price of Brent 
were to test its 2009 low of $42 per barrel, then we should 
expect to see the ruble-dollar rate trade at RUB75.

Emerging Markets Direct – your data 
source for the developing world
India Coal Industry Report – 2015
j.mp/indiacoalreport

After a tough year in FY14, domestic coal produc-
tion saw significant growth in FY15. The growth was 
primarily due to the higher capacity utilization recorded 
by Coal India Ltd. Despite higher production, increase 
in coal demand led to a 33% y/y rise in coal imports. 
However, the profit margins of coal players took a hit 
due to a decline in coal prices and simultaneous rise in 
operational costs. Reforms in the coal sector and faster 
clearances have the potential to increase the annual 
production of coal in India.

•  After a strong performance in coal production during 
2008-10, the sector took a beating in subsequent 
years, partly due to the repercussion of coal block 
allocation scam. However, it recorded a significant 
recovery in FY15, growing by 8.4% y/y.

India Textile & Garment Industry Report – 2015
j.mp/indiatextilereport

It was a good year for the domestic textile sector, 
backed by stable growth in exports. Depreciation of 
the Indian rupee helped in making local textile exports 
more competitive amidst competition from emerging 
markets like Bangladesh and Vietnam. The two largest 
export segments, namely ready-made garments and 
cotton textiles, each saw a double-digit growth in USD 
terms during the year. 

• In FY15, the sector export earnings grew by 16% 
y/y in USD terms, recording a second year of strong 
recovery after the decline in FY13;

• As of FY14, ready-made garments were the largest 
segment in terms of export contribution, accounting 
for 46% of the total export earnings.

j.mp/emdstore
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return to normal. The days of large numbers of free-spending 
Russians roaming Western cities are gone, or at least will 
change radically, and Western exporters will not return to an 
uncrowded market as they had previously.

The weaker ruble policy, in combination with lower average 
wage growth, will mean less foreign travel and a growing 
demand for internal tourism and leisure spending. The 
restriction on a large number of state officials from travelling 
overseas, assuming it lasts for several years, also adds to this 
opportunity.

Demand for domestically produced goods and services is 
also bound to rise, especially as the state is also supporting 
this with procurement legislation, and that should also help 

boost revenues and profits for businesses, either locally or 
foreign owned, with a domestic location. Transport logistics, 
packaging and distribution, and warehousing are amongst 
the sectors that should gain from this rotation towards 
domestic originated goods and services. Longer term, the 
ports and rail companies will gain from the expected increase 
in exports of goods outside of extractive industries.

Financial services is another sector that should benefit 
from this crisis as an automatic resumption of previous 
relationships and ways of providing financial services is 
most unlikely. Russian companies will need to rely more on 
domestic services, as Western regulators and risk managers 
are likely to retain a poor perception of risk for many years 
beyond the end of sanctions. The major boost to this sector 
will, however, come when the state finally starts to address 
the question of pension reform. Not only is this long overdue 

in terms of budget adjustment, but it will also eventually 
create a pool of domestic investment capital which, at 
least in theory, should help create more entrepreneurial 
opportunities.

The main sectors to benefit from import-substitution will be 
in those sectors already targeted as priorities by the Kremlin. 
These are agriculture, food processing, medicines and 
healthcare, machinery and parts manufacturing. Companies 
in these areas should expect to get clearer state support, 
administrative and financial, and will benefit from the 
domestic-sourced preference shift.

On the flip side, extractive industry sectors are likely to 
continue to suffer from poor Russia risk perception for a long 
time post-sanctions. These sectors are too closely associated 
with the state and with the so-called “Asia-pivot”, which to 
many investors smacks of desperation rather than optimal 
expansion. Utilities are also expected to suffer from lower 
tariff growth as the state tries to keep inflation pressure as 
low as possible for the post-crisis recovery years.

By now it has also become clear that the banking sector 
needs a radical overhaul. There are still far too many licensed 
banks in the country, probably a surplus of 500 at least, 
so consolidation will need to pick up a pace. Most likely 
that will require a change in how risk is recognized and 
all banks will need to boost capital. When done, the sector 
will undoubtedly be in better shape and the major banks 
should attract a better valuation because of both the growth 
opportunities from Russia’s expected new economic direction 
and also because risk uncertainties should be reduced.

The other EU
The Eurasian Economic Union (EEU) is also part of the “new 
normal” for businesses. The core principles include the free 
movement of people and goods, and an improvement in the 
regulation of financial markets. It means that businesses can 
opt to locate their factory or services centre in any one of 
the other EEU countries and still qualify as “domestic” under 
Russia’s localization policy.

"Such is the scale of the 
transformation that needs  
to take place"

Russia GDP Annual Growth Rate

Source: www.tradingeconomics.com  |  Federal state statistics sevice
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If Kazakhstan is seen to be successful from its planned 
more aggressive plan to reform its business and investment 
climate, ie. if it starts to attract more businesses setting up 
and using the country as their base to work within the EEU, 
then pressure will increase on Moscow to replicate those 
changes in order to compete.

Politics
There is no doubt that the deteriorated relations between 
Russia and the West is set to remain for a long time even 
when tensions over Ukraine and sanctions start to ease. Also, 
while there is a hope that the bulk of sanctions can start 
to ease once a deal covering the future of eastern Ukraine 
is agreed, the sanctions associated with Crimea will stay 
indefinitely.

Russian officials have been very clear that they wish to 
make a distinction between politics and business, and that 
the country is not only open for foreign investment but is 
actively encouraging inward investment and joint ventures. 
For foreign businesses, the fact that some sanctions and poor 
political relations will hang in the background means they 

will have to be more careful of exposure in Russia and will 
have to conduct a higher level of due diligence with potential 
trade partners and other local investment or business 
partners than was the case pre-2014.

Political issues could continue to disrupt markets and 
sustain volatility in capital markets, because in the future 
even after a calming in eastern Ukraine, the legacy of 
the events of the past two years will mean less trust and 

more frequent disputes between Moscow and Western 
governments.

Stronger state means slower recovery
The state sectors have become more important in the economy 
over the past two years and, according to rough estimates, 
now account for almost 60% of the total economy. The share 
accounted for by small and medium-sized enterprises (SMEs) 
is reported to have fallen to approximately 20%, down from 
30% in early 2012. The fact that SMEs have all but been locked 
out of accessing new debt and/or the cost of servicing existing 
debt has risen so much, has squeezed the sector badly.

It means that, despite the monetary policy changes and the 
greater commitment to creating a more competitive domestic 
base in order to encourage import substitution, the recovery 
in headline growth will be slow. There cannot be a return 
to previous high annual average growth rates until growth 
starts to emerge in sectors such as food and machinery, 
etc. and the financial services sector is restructured. Some 
sectors, especially in the still fast growth areas such as IT, 
e-commerce and some other consumer-oriented activities 
will continue to deliver strong double-digit growth. But 
headline growth will be impacted by the less efficient and 
dominant state sectors for a long time to come.

The forecasts in the table below assume that the weak ruble 
policy remains for at least five years and that financial 
sector sanctions start to be removed from the second half of 
2016. But even with those conditions and assuming a more 
determined effort by the Russian government to push ahead 
with such programmes as import-substitution, it is likely that 
the economy will not return to 3%-plus growth until early in 
the next decade. Such is the scale of the transformation that 
needs to take place.  

Chris Weafer is a founding partner of Macro-Advisory, which 
helps investors cut though the noise & focus on underlying trends, 
real political risks, & opportunities in Russia/CIS, Eurasia 
Union, & Mongolia. Follow him on @ChrisWeafer

“Headline growth will be impacted by 
the less efficient and dominant state 
sectors for a long time to come”

Russia GDP Quarterly Growth Rate (2012-2014)
Russia GDP Annual Growth Rate

Percent Change in Gross Domestic Product

Source: www.tradingeconomics.com  |  Federal state statistics sevice
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Yet for all its significance, the Trabzon format is primarily an 
expression of pre-existing trilateral cooperation rather than its 
origin. In reality, Turkey-Georgia-Azerbaijan trilateralism has 
its roots in the 1990s. With the Caucasus racked by periodic 
conflict, it was not until the late 1990s that bilateral initiatives 
between the three countries began to assume the contours 
of a broader, macro perspective. The impetus, nudged on by 
Western partners, was a pipeline to ferry Caspian oil across the 
South Caucasus to Turkey and Western markets. This project 
would eventually come to be known as the Baku-Tbilisi-
Ceyhan (BTC) pipeline, which became the first non-Russian 
controlled energy artery to Europe. BTC, though a watershed, 
was only the first. These infrastructure projects – BTC, the 
South Caucasus pipeline, the under-development Trans-
Anatolian Pipeline, and the nearly launched Baku-Tbilisi-
Kars railway -- are stitching the three states into economic 
alignment and interdependence.

These energy corridors are the residues of trilateralism’s 
Euro-Atlantic origins. At its heart, BTC was the expression 
of Western desires to diversify the European energy mix 
away from Russia (and, to a lesser extent, Iran) by exploiting 
underdeveloped Caspian hydrocarbons. Though economically 
successful, BTC and the EU’s “Southern Gas Corridor” project 
were political endeavours from the very beginning. This was 
no less true between the three states. Turkey sought to use 
the Southern Gas Corridor to position itself as an energy hub 
and independent pole of power; Georgia saw the project as an 
economic boon and a way of easing its way into Euro-Atlantic 
structures; and Azerbaijan saw lucrative energy consumers 
and geopolitical partners.

Ties that bind
Today, an ever-burgeoning trilateral infrastructure of 
pipelines, railways and highways is increasingly fleshed with 
extensive trade, economic agreements, political coordination 
and, increasingly, security cooperation. Turkey and Azerbaijan 
are routinely Georgia’s top trade partners by volume; Georgia 
and Turkey register strongly in Azerbaijani foreign trade, 
particularly when you take non-oil/gas trade into account. 

Michael Cecire of the Foreign Policy Research Institute

All is not well in the Black Sea region, as conflict and 
contingencies smoulder about its jagged circumference. 
Russian troops and their allies continue their pitched, 

if fitful, assaults in Ukraine; in Georgia, withstanding Russian 
provocations along and on its territory is a topic of fierce 
debate; the threat of renewed war between Azerbaijan and 
Armenia continues to be a frightening possibility, particularly 
amid the throes of prolonged economic pain; and Turkey 
has trained the bulk of its military might not against the 
Islamic State of Iraq and Syria (ISIS) or even Bashar al Assad’s 
kleptocratic Syrian regime, but the Kurds. Not a firewall, the 
Black Sea region has become more connective tissue between 
the Russian crusades along its peripheries and the pocket world 
war in Iraq and Syria.

Yet, amid the chaos, a secondary order is emerging. Turkey, 
Georgia and Azerbaijan are increasingly approaching regional 
challenges, security issues and their long-term development 
in a concerted, coordinated manner. Despite the Euro-Atlantic 
powers’ gradual withdrawal from the region over the past 
decade – or perhaps partially because of it – the three states 
have formed the makings of an increasingly coherent grouping 
with the potential to transform the fortunes of the entire region.

Partnership built on energy
In June 2012, the foreign ministers of Turkey, Georgia and 
Azerbaijan met in the Turkish Black Sea city of Trabzon to 
sign a statement of trilateral cooperation in what came to be 
known as the “Trabzon Declaration”. The Trabzon Declaration 
largely fell beneath the international radar, but it gave 
diplomatic heft to an already robust array of geo-economic 
and strategic complementarity among the three neighbours. 
Highlighting already high levels of existing trilateral 
cooperation, the statement established a trilateral “Trabzon 
format” that began at the foreign ministerial level, but has 
since extended to defence and economy ministries, prime 
ministers, and presidents. The Trabzon Declaration may 
have originated as an expression of cooperation, but it has 
increasingly bound the three states’ power ministries into 
broad economic and political coordination.

COLCHIS: 

A trilateral 
moment
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drift away from the West could pose a challenge to the growth 
of long-term cooperation.

Relatedly, Turkey’s latent aspirations to regional leadership 
remain intact, but Ankara’s willingness to take on a 
more prominent role as a security manager in the South 
Caucasus is doubtful. In a way, Turkey’s reported support 
for Georgian membership into Nato may represent Ankara’s 
desire to play regional leader while spreading the risk of 
Georgia’s security situation to the rest of the Atlantic alliance. 
Yet, given that Turkey already has a mutual defence pact with 
Azerbaijan, neither it is completely inconceivable that Ankara 
would be open to a similar arrangement with Tbilisi if Georgia 
accedes to Nato, enters into another international security 
arrangement (such as a bilateral treaty with the US), or the 
strategic temperature is seen to have diminished to a more 
tolerable level.

In the shorter term, other possibilities loom. The Baku-Tbilisi-
Kars railway, set to go into operation later this year, will fill 
the last gap in the world’s only overland alternative to the 
Trans-Siberian railway. In turn, this will be a key component 
in China’s high-stakes New Silk Road initiative, which it 
hopes to use to invigorate trans-Eurasian trade and secure 
its long-term economic viability. Should Chinese activity and 
investment in the region reach a critical mass, as it appears to 
be heading, the result could also alter the mechanics of inter-
state power. A more active and present China could serve as a 
possible firewall against Russian adventurism, given Moscow’s 
growing reliance on Beijing for its economic and diplomatic 
goodwill.

And while pipeline security-focused trilateral military drills 
are the priority now, a future joint battalion or rapid reaction 
force should not be seen as out of the question. If anything, 
it may even be a logical next step, even if only narrowly 
focused on infrastructure protection at first. And at minimum, 
continued collaboration on domestic manufacturing is likely 
to increase between the three neighbouring states. Some of 
the more thoughtful discussions about trilateral integration 
envision a Visegrad Group-type format to coordinate policies 
and cooperate across a variety of sectors.

By their sheer proximity, a certain level of collaboration and 
shared interests between the three states would be expected. 
But the escalating volume of that cooperation and the 
reported enthusiasm for the trilateral project among regional 
leaders points to the makings of a mutually interdependent 
and durable alignment. If trends hold, trilateralism could be 
a stabilizing force in a region that seems perennially beset by 
conflict, and a means of elevating the region from strategic 
backwater to strategic connector.  

Michael Cecire is an associate scholar at the Foreign Policy 
Research Institute's Project on Democratic Transitions and Black 
Sea regional analyst. Follow him on @mhikaric

Georgia and Azerbaijan are less well reflected in the Turkish 
economy – which dwarfs that of Georgia and even Azerbaijan, 
and is integrated with Europe through the EU Customs Union 
– but Turkey is routinely a leading source of foreign direct 
investment in the two Caucasus states.

Similarly, Turkish and Azerbaijani citizens are among the most 
frequent visitors to Georgia. Likewise, Georgians and Turkish 
citizens were the second and third most populous nationalities 
to enter Azerbaijan in 2014. Even in massive Turkey, Georgians 
were the fourth most frequently arriving nationality to Turkey 
in 2014 (Azerbaijan was 14th).

These numbers are products of steady integration and a 
generally liberalized system of regional movement and 
trade. Georgia and Turkey have visa- and passport-free 
travel for their citizens. Georgia and Azerbaijan also have 
avisa-free regime. Turkey allows Azerbaijanis to enter visa-
free, while Azerbaijan issues a visa upon arrival for Turkish 
citizens entering Azerbaijan. Georgia has had free trade 
with Azerbaijan since 1996 and Turkey since 2008. Turkey and 
Azerbaijan enjoy close economic cooperation, but have yet to 
finalize their own free trade pact. However, regional leaders 
have vowed to consider a common trilateral approach to trade, 
and possibly even movement.

Defence is also increasingly a province of trilateral 
cooperation. Since 2012, Turkey, Georgia and Azerbaijan 
have held regular joint military exercises with an emphasis 
on special operations capabilities and interoperability. In 
particular, joint forces exercises have oriented at protecting 
the common cabling of energy and transport infrastructure 
that the three states increasingly share. Georgia and 
Azerbaijan, with help from Turkey, reportedly also increasingly 
cooperate on developing their domestic arms manufacturing 
bases. And in May 2015, the meeting of the three countries’ 
defence leaders announced the formation of a trilateral 
military coordination working group, which is expected to 
begin working this autumn.

Moving forward
Trilateralism is already a reality and, it appears, has gradually 
transformed from being an expression of converging interests 
into a self-perpetuating grouping. Though Azerbaijan 
is fixated on regime stability, Turkey on its own domestic 
politics and raging conflict in Syria, and Georgia on Russia 
and Euro-Atlantic integration, the bonds of trilateralism have 
only continued to progress. And, according to several senior 
officials from the region, enthusiasm among each government 
remains enduring.

Trilateralism’s end state is an open question, however. 
Speaking to local leadership, it remains unclear just how 
high a ceiling the entente has to go. A very senior Georgian 
government official told me that Georgia’s relationships with 
Turkey and Azerbaijan had enormous potential, but expressed 
concerns that Turkish and particularly Azerbaijani geopolitical 
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The economy of the southeast, resurgent in the past few years 
of relative calm and boosted by trade ties with Iraqi Kurdistan, 
has taken a big hit. Demirtas has pointed out that the PKK’s 
return to blocking roads has meant that Kurdish businesses 
cannot even trade across provincial borders, raising the 
prospect of some towns failing to get hold of flour to make 
bread for their hungry population.

As a sizeable proportion of the Kurdish population has 
migrated from the rural southeast to western cities since the 
height of the war in the 1990s, there is a greater opportunity 
now for civilian standoffs, such as the ransacking of the 
HDP’s Ankara offices by a bunch of nationalists – led by a 
member of the ruling Justice and Development Party (AK) – 
angered at the PKK’s renewed aggression.

At this juncture, the comportment of Demirtas and the HDP is 
more crucial than ever. Having gained 80 MPs in elections in 
June and given Turkey’s Kurds a hope that they could finally 
solve their problems of discrimination and alienation by 
peaceful means, Demirtas started his parliamentary career on 
a wrong note – by declaring President Recep Tayyip Erdogan 

the main enemy, and refusing to even contemplate working 
with a chastened AK as it tried to fashion a coalition. It took 
him a while to call outright for a PKK ceasefire, instead of 
simply blaming the government.

For all its faults – and they are many – it was after all the AK 
that broke taboos to talk to PKK leader Abdullah Ocalan and 
start an official peace process. Yes, Erdogan tactically turned 

Suna Erdem in London

Leyla Zana has been a constant in my reporting on Turkey 
over the years. A tough Kurdish activist and Nobel Peace 
Prize nominee, she was thrown out of parliament, 

imprisoned for a decade and repeatedly put on trial.

Giving a speech earlier in September, though, she looked 
closer to despair than I have ever seen her. As civilians, 
soldiers and Kurdish guerrillas perished in their dozens in a 
resumption of the bloody 30-year war between the Turkish 
military and separatist Kurds – with a half-finished peace 
plan seemingly ripped to shreds – Zana spoke out, her voice 
trembling: “For years we have been fighting and dying… By 
killing and being killed, we are going to rot our community, 
our consciences and our futures. Enough! I am calling out to 
all parties currently bearing arms: If we don’t put an end to 
these deaths, then believe me, I will go on a hunger strike –  
to the death.”

To the sound of stunned silence, then clapping, Zana followed 
with an urgent call for a return to the negotiating table, and 
was joined in this by Selahattin Demirtas, leader of the pro-
Kurdish People’s Democracy Party (HDP): “The guns must 
stop, fingers must be removed from triggers, there must be 
a ceasefire,” said Demirtas, urging the government and the 
rebel Kurdistan Workers Party (PKK) leadership to offer the 
Kurdish people a viable future, rather than rushing along a 
bleak path to civil war.

Dire straits
The situation in Turkey is indeed dire. Bombs and mines  
are exploding across the country, people are being shot. 
Much of the Kurdish town of Cizre – in lockdown for over  
a week as the military allegedly flushed out rebels and 
seized munitions they claimed had been hiding there –  
is a desolate scene of rubble and despair. During the siege, 
food supplies went undelivered, the old and infirm died for 
lack of medical help, and inconsolable parents had to store 
the bodies of dead children in freezers, as they couldn’t 
arrange a burial.

BEYOND THE BOSPHORUS:

Peace prospects  
in Turkey depend 
on Kurdish HDP 

"The guns must stop, fingers must 
be removed from triggers, there 
must be a ceasefire"
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his back on the talks before the polls, but the PKK restarted the 
fighting with an unprovoked attack.

The other two political parties in parliament, the social 
democrats and the nationalists, have been much less 
cooperative, so it is AK that must be persuaded to re-engage, 
and HDP must keep trying to make that happen.

A major difficulty for the HDP is the fact that it does not hold 
great sway over the PKK. Unlike Sinn Fein, which grew out 
of the IRA, the PKK is a separate entity that predated the 
Kurdish political parties, and many of its present commanders 
are still firmly committed to armed struggle. It doesn’t help 
the peacemakers that PKK egos have been buoyed by Turkish 
Kurds’ involvement in the Kurdish YPG’s success fighting IS in 
Syria and Iraq.

So Demirtas can call for a ceasefire, but he can’t impose it. 
Ocalan, who might have had better luck, has not been allowed 
to make pronouncements from his island prison for some time. 
This suggests that either he and the government no longer see 
eye to eye on the path to peace, or that AK, in its quest to win 
nationalist votes, is not interested in a PKK ceasefire ahead of a 
re-run of parliamentary elections due on November 1.

One thing that the HDP has in its favour is the change in 
public mood. Whereas in the past, the mothers of Turkish 
army ‘martyrs’ would vow to hand over all their other 
children to the military cause, they are now rebelling at 
a government that prefers to send young conscripts to a 

pointless death rather than pursue peace. Kurdish parents, 
too, are expressing anger at the PKK for killing their own 
with their attacks.

This is happening because people have glimpsed the prospect 
of a peaceful end to the Kurdish problem, and do not want to 
give it up. This hope can be kept alive only if Demirtas plays 
a steady hand, continues to oppose violence, keeps hold of 
the HDP’s non-Kurdish, left-liberal supporters, wins enough 
votes to get back into parliament and forces a return to the 
negotiation table.  

Emerging Markets Direct – your data 
source for the developing world
Malaysia Cement Industry Report – 2015
j.mp/malaysiacement

Going forward, cement demand is expected to con-
tinue its uptrend trajectory, driven mainly by the contin-
ued progress of government-led investments and key 
infrastructure projects coupled with the on-going resi-
dential and commercial developments. The 11th Malay-
sia Plan and Economic Transformation Programme will 
be the key drivers for the industry growth.
However, the major challenges faced by the industry 
are the rising raw material and transportation costs. 
The industry will also have to meet global pollution 
and emission standards, which will take considerable 
amount of investment.

•  Growth in cement demand is driving companies 
towards capacity expansion. 

Malaysia Palm Oil Industry Report – 2015
j.mp/malaysiapalmoil

Malaysia’s CPO export duty was suspended from 
September 2014 to March 2015, followed by an 
introduction of 4.5% duty in April 2015 and thereafter 
in May 2015, reverted to zero duties. CPO production 
is expected to increase in 2015, however inventory is 
expected to accumulate towards the last quarter of 2015.

• Oil palm planted area increased 3.1% year-on-year, 
from 5.23mn hectares in 2013 to 5.39mn hectares  
in 2014;

• Production of crude palm kernel oil (CPKO) rose 0.3% 
to 2.28mn tonnes in 2014;

• The average FFB yield dipped 2.1% to 18.63 tonnes per 
hectare in 2014, with Sabah accounting for the highest 
FFB yield at 21.34 tonnes per hectare while Kelantan 
registered the lowest at 11.85 tonnes per hectare.

j.mp/emdstore

"Demirtas can call for a ceasefire, 
but he can’t impose it"
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measures” including €500mn in direct financial support for 
farmers and another €100mn in deferred or cancelled taxes. 
A week later, encouraged by their French brethren, thousands 
of farmers from across the EU used extreme traffic-blocking 
measures in downtown Brussels, including burning hay bales. 
It wasn't long before EU agriculture ministers unveiled a 
$557mn package of farm-supporting “special measures”.

Salad days
The potency of Russia’s food import ban has taken many 
Western commentators by surprise. That’s because the extent 
to which EU now trades with its vast eastern neighbour is 
often underplayed. During the ten years to 2013, EU-Russia 
trade surged from €90bn to €325bn, a 360% rise. Sanctions, 

and the related economic slowdown in both Russia and 
Western Europe, saw that figure drop in 2014 to €285bn. 
Totalling three-fifths of the trade between the EU and US, 
and two-thirds of EU-China flows, trade between the EU and 
Russia is by no means a marginal activity.

The scale of such EU-Russia trade, and the ongoing shift 
away from the traditional energy-for-machine-tools swap, is 
shown by the extent to which EU farm produce was heading 
for Russia prior to the Kremlin’s ban. In 2013, the last full 
year before sanctions, no less than a third of EU fresh fruit 
and vegetable exports were sold in Russia and a quarter of 
exported EU beef. Some 75% of EU cabbage exports went 
to Russia in 2013, together with 63% of tomatoes, 57% of 
pears, 54% of peaches and 52% of all EU apples sold abroad. 

Liam Halligan in London

For several days in late July and early August, thousands 
of farmers across North East France used tractors to 
obstruct roads from Germany. The aim was to prevent 

trucks carrying agricultural goods from crossing the Rhine. 
In South West France, too, more Gallic protesters, similarly 
mounted on tractors, blocked farm produce coming from Spain.

In Russia, meanwhile, customs authorities invited TV cameras 
to film the destruction of 20 tons of French and Spanish 
cheese using a bulldozer, while crushing a range of other 
foods –  including bacon, tomatoes and nectarines.

These two bizarre events – French tractors stopping food 
imports from within the EU, and televised “fromagicide” – are 
not unrelated. Both stem from Moscow’s decision a year ago to 
ban farm produce from America, Canada, Norway, Australia 
and, most significantly, members of the EU.

In March 2014, the US and EU imposed travel bans and asset 
freezes on various Russian lawmakers and other prominent 
individuals – the most wide-ranging commercial restrictions 
since the Soviet era. Four months later, as tensions over 
Ukraine mounted, further limits were imposed on Russian 
state-owned banks’ access to international capital markets.

Last August, Moscow hit back, banning a range of EU 
agricultural exports. With Russian inflation already high 
and a food import embargo likely to stoke prices further, 
this seemed like a strange move. Russia’s counter-sanctions, 
though, have been extremely effective, causing a serious 
food glut in Western Europe and sparking sharp wholesale 
price falls for fruit, vegetables, meat and dairy products. EU 
farmers have become properly angry, as the Kremlin hoped 
they would. For there are few interest groups that European 
politicians fear more than the dreaded farm lobby, not least 
in its Gallic form.

In early September, hundreds of tractor-mounted French 
farmers, protesting low wholesale prices, brought the centre 
of Paris to a standstill. President Francois Hollande capitulated 
within a few hours, announcing a package of “support 

INVISIBLE HAND: 

EU-Russia food fight 
masks business as usual

“There are now signs of parts of the 
EU pushing back, taking steps to 
repair strained commercial relations 
with Russia whatever Washington 
may think”
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That’s why Moscow’s ban on a range of imported food has hit 
European agriculture hard. 

While impacting today’s bottom line, this ban has also 
incentivized Russia’s domestic food producers and rival 
foreign exporters too. Russia’s fast-growing food market has 
long been extremely attractive to EU farmers. Since mid-2014, 
though, Brazil has become one of Russia’s major suppliers of 
agricultural and food products, with over 60% of Brazil’s meat 
exports now sold in Russia. That’s a direct result of the ban on 
imported EU and American meat.

Keen to maintain pressure on Western Europe, Moscow 
has taken high-profile measures to make sure its counter-
sanctions, to some degree, stick. Tons of EU-derived 
cheese smuggled in and given counterfeit labels has been 
ostentatiously destroyed, as have countless truckloads of 
soft fruit from Poland and Greece. Amid fierce criticism from 
domestic anti-poverty campaigners, in a country where fears 
about food security run deep, the Kremlin has presented 
such destruction as a health issue, claiming food supplied 
in contravention of sanctions is of dubious quality. There 
is, meanwhile, little chance of Moscow relenting on its food 
import ban until it sees reciprocal easing of Western sanctions.

Under the sauce
Measures to restrict trade with Russia, widely supported in 
America, have clearly provoked a more nuanced reaction across 
the EU. Europe, after all, has a lot more to lose. While trade 
between the US and Russia was 21bn in 2013, EU-Russia com-
merce was over 15-times bigger. Within that, EU farm exports 
are obviously highly sensitive, given that a protesting agricul-
tural sector causes political havoc in France. Many German 
engineering firms, large and small, are also fiercely protective 
of their lucrative trade links to Russia – and have complained 
loudly to Chancellor Angela Merkel since sanctions began.

Yet the main reason Western European and American attitudes 
to Russia differ is, of course, hydrocarbons. Russia remains the 
world’s biggest energy exporter, selling over 600mn tonnes of 
oil equivalent in 2014, split between crude, coal and natural 
gas. Oil-focused Saudi Arabia, in second place, exported less 
than two-thirds of that last year.

The EU’s reliance on Russian energy is highly significant and 
rising. Russia supplied 30% of the oil used in Western Europe 
in 2014, 34% of the gas and 32% of the coal – plus a fifth of 
the enriched uranium. The EU’s oil and gas production has 
fallen by a third over the last five years, with coal production 
now 15% lower. As such, Western Europe’s energy import 
dependence is spiraling, with 75% of the EU’s gas needs now 
coming from imports, up from 57% in 2005.

For decades, even during Soviet times, Russia has been a 
reliable energy supplier to Western Europe. That won’t change, 
despite sanctions. With its vast energy sector still accounting for 
three-quarters of exports, and two-fifths of budget revenues, 

Russia’s commitment to fueling the EU, through thick and thin, 
is rooted in self-interest. But it works both ways, which is why, 
however bad the diplomatic squabbles, there is absolutely no 
question, nor will there ever be, of the EU imposing sanctions on 
Russia that go any further than the minimum level they can get 
away in the eyes of the US.

As summer turns to autumn, there are now signs of parts 
of the EU pushing back, taking steps to repair strained 
commercial relations with Russia whatever Washington 
may think. In September, a welter of European energy 
firms, including Germany’s E.ON and Anglo-Dutch giant 
Shell, signed a landmark agreement with Gazprom to build 
Nord Stream 2 – an expansion to the existing gas pipeline that, 
since 2011, has run under the Baltic Sea from Russia directly 
to Germany. Nord Stream’s capacity is now set to double, to 
over 30% of total EU gas demand.

While UK and US press coverage of Nord Stream 2 has been 
limited, leading German papers have hailed “Gazprom’s 
new European strategy” as a “major coup” for Berlin. Having 

supported the EU’s now abandoned Nabucco pipeline project, 
which would have brought Caspian gas to Western Europe, 
while avoiding Russia, America has opposed Nord Stream 
from the outset.

In 2011, two-thirds of EU-bound gas from Russia crossed 
Ukraine. That share has now fallen to a third and Nord Stream 
2 will lower it further. The US has expressed concern that 
Ukraine and other Central and Eastern European countries 
such Poland now stand to lose considerable pipeline fees given 
increased flows through Nord Stream, the world’s longest 
undersea gas pipe.

Germany, though, is determined to press ahead with Nord 
Stream 2, as are France and Austria, seeing as both countries 
also rely heavily on Russian gas and have large energy 
companies involved in the deal. This ongoing East-West 
sanctions stand-off has provoked some high-profile outcomes 
this summer, including rioting EU farmers and the crushing of 
tons of smelly cheese. Yet, despite the political sabre rattling, 
the business of business goes on, not least the deepening of 
energy links between some of the EU’s largest economies and 
the hydrocarbon giant to their East. 

Liam Halligan is Editor-at-Large of bne IntelliNews.  
Follow him on @liamhalligan

“There are few interest groups 
EU politicians fear more than the 
dreaded farm lobby, not least in its 
Gallic form”
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ART REVIEW:"Trial" – a cartoon take on 
Khodorkovsky’s tribulations

on the faceless, capricious judicial systems of Europe, while 
Arthur Koestler’s “Darkness at Noon” was a more pointedly 
aimed arrow at the Soviet show trials. Khodorkovsky’s second 
trial in 2010 – he was originally jailed in 2003 for tax evasion 
– took the charade to a whole new level, as the charges were 
impossible given that he was previously convicted on tax 
evasion of the same allegedly stolen oil. How, asked critics, 
could he be in jail for evading taxes on oil he had supposedly 
now stolen?

During this second trial, Russian cartoonist Alexander Kot-
lyarov was commissioned by the Russian website Ezhenedelnyi 
Zhurnal to produce weekly comic strips depicting the sham 
proceedings – which lasted for a year and a half – in all their 

glory. Using a style reminiscent of Marvel comic books with 
sharply hued characters, angular and angry, gesticulating 
towards the reader and shouting through word balloons, Kot-
lyarov depicted the people – including the judge, prosecutors, 
defendants, lawyers and witnesses – and events of that second 
trial in all its searing absurdity. By contrast, Khodorkovsky is 

Nicholas Watson in Prague

There’s a surreal moment in Cyril Tuschi's excellent 
documentary on Mikhail Khodorkovsky when the 
filmmaker actually manages to talk to the Russian 

oligarch through the bars of the cage he is forced to sit in each 
day during his trial. With courtroom guards gawping, Tuschi 
brazenly approaches the cage and begins asking Khodorkovsky 
questions, who in turn calmly replies. This is surely a breach 
of every court rule, yet no one seems sure of what to do, 
reinforcing the impression of sham proceedings that can’t 
quite keep up appearances.

This is cynical Russian politics at its best – or worst: a veneer of 
order and seriousness, but scratch the surface and underneath 
it’s all a bit of a cruel joke not particularly well set up nor 
conscientiously adhered to, whose only believers are those 
whose job it is to play along and those too stupid (or scared)  
to realise the truth.

Russia of course has a rich history of show trials, of which the 
two that Khodorkovsky and his partner Platon Lebedev had 
to endure were, in retrospect, a sign that Vladimir Putin did 
not intend to build a country based on liberty and the law. 
Since then, the regime has put on trial a dead man – murdered 
whistleblower Sergei Magnitsky – and most recently a man they 
kidnapped at gunpoint from his own country lawfully going 
about his business – Estonian intelligence official Eston Kohver.

Such show trials of course provide rich fodder for satirists and 
writers. Franz Kafka’s “The Trial” was a more general take 

“The exhibition works in two parts: 
bad versus good, prosecution versus 
defence, dark versus light” 
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drawn in warmer shades and looks benign and calm, almost 
Buddha like.

Kotlyarov died in 2014, but not before Anton Litvin, the 
curator of the exhibition “Trial” that is currently on show at 
Prague’s DOX Centre for Contemporary Art, had contacted 
Kotylyarov and together reproduced the images on a larger 
scale for exhibiting around the world (though not, it must be 
said, so far in Russia). “The exhibition works in two parts: bad 
versus good, prosecution versus defence, dark versus light,” 
Litvin has explained.

Wandering among the larger-than-life cut-outs, the visitor 
gets a feeling for both the intimidatory presence that the 
state can bring to bear on an individual, as well as the 
farcical way it often exercises that power. “Laughter in the 
courtroom bothers me!” shouts the judge in one cartoon; 

“There is absolutely no reason for you to submit an appeal, 
or even raise an objection about an appeal!” the prosecutor 
says in another; “Mikhail! Settle down! The prosecution is 
presenting another intriguing document… would you like 
to have a bite to eat in the meantime?” Lebedev says in yet 
another.

Leaving DOX, the major exhibition showing at the gallery is 
“Brave New World” – a project based on a comparison of the 
social models conceived by Aldous Huxley, George Orwell 
and Ray Bradbury in their famous dystopian visions of the 
future. In one exhibit – “History repeats itself, first as tragedy, 
then as farce” – life-sized, caricatures of four of history’s worst 
dictators – Hitler, Mao, Stalin and Kim Jong-il – are presented 
on all fours, pants around their ankles, on a rotating dais. 
With show trials now once again a feature of Russia, such a 
sentiment remains reality. 

second book on my list covers the economic changes and 
the still highly controversial shock-therapy strategy. The 
recommended book covering this subject has only just been 
published. It is “Gaidar’s Revolution: The inside account 
of the economic transformation of Russia” (2015). It is 
not so much a book as a series of transcripts of interviews 
carried by Petr Aven and Alfred Kokh with 10 people who 
were at the core of government in the early 1990s. Each of the 
interviewees explains how decisions were arrived at, and why 
the actions taken were necessary, ie. albeit more often the 
lesser of two evils. The interviews also cover the privatisation 
process of the 1990s and why it was deemed the correct path 
to follow. There are plenty of books covering the intrigues of 
the process, ie. who got what, for how much and how they did 
it etc., which make for interesting beach reading. But “Gaidar’s 
Revolution” covers the subject more from an ideological 
perspective and helps explain why the privatisation process 
clearly grates on the current administration and why it is still 
far from a fait accompli.

The third book on the list is “Strongman: The struggle 
for Russia” (2012) written by Angus Roxburgh. As the 
title suggests this book is focused on Vladimir Putin; his 
background, how he came to power, what drives him, his 
view of the world and how he views Russia in a global 
context. There are actually quite a few good books in this 
category that have been written by journalists living in Russia 
through at least some of the Putin period, eg. Andrew Jack’s 
“Inside Putin’s Russia” (2005) and Anna Politkovskaya’s 

Chris Weafer in Moscow

A great many books about Russia are published each year. 
Most are entertaining and informative in some respect. 
Far too many simply offer the perspective, and the 

bias, of the author rather than presenting a balanced view of 
the subject, be it historic or current. I get asked quite often to 
recommend some books which somebody unfamiliar with but 
curious about Russia should read to get an understanding of 
where the country is today in terms of economy and politics… 
and how it got there.

I am excluding all the works of Russia’s literary giants that one 
should read to get an understanding of what makes people 
tick and of the fabled “Russia soul”. I also avoid all the books 
covering the Tzarist and Soviet eras, but instead cover the 
period since 1991. Instead, I am focused on books that cover 
the economic and political developments of the past 25 years. 
Detailed here are the top six – in my opinion – on that list.

The first book on the list is David Remnick’s “Lenin’s Tomb: 
The Last Days of the Soviet Empire” (1993). Even though I 
avoid books about the Soviet-era, it is important to understand 
how and why it ended. The author lived in the country during 
the transition and offers first-hand impartial observation. 
Not only was this one of the defining global events of the past 
100 years, but many of the players involved in the process are 
still very influential today. It is important to understand their 
background and ideology.

While Remnick’s book covers the political transition, the 

BOOK REVIEW: Six ‘must-read’ books  
on Russia from last 25 years
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“Putin’s Russia” (2004), but the advantage that Roxburgh’s 
book has over the others is it covers a much longer period 
and also the author worked for a time on the “inside” as part 
of the Kremlin’s PR team (2006-09) and later scripted the 
BBC series “Putin, Russia and the West” (2012).

The best book to explain how modern Russia has been shaped 
and, especially, how it is controlled today is “The New 
Nobility: The restoration of Russia’s security state” (2010). 
Authored by Andrei Soldatov and Irina Borogan, this book is 
informative and depressing in equal measure. Essentially it 
explains how the security services, having been marginalised 
during the Yeltsin presidency, have now returned to be the 
core of the power structure in the country. The title is derived 
from the author’s description of Vladimir Putin as a latter-day 
Tsar and, therefore, the security forces are his noblemen who 
owe their loyalty solely to their Tsar.

Moving on from the control aspect of government, the book 
which best, by far, explains how and why decisions are made 
at the top of government is Alena Ledeneva’s “Can Russia 
Modernise?: Sistema, power networks and Informal 
Governance” (2013). It has to be said that this is hardly 
beach reading – it has been written in a very academic style. 
This work explains how all the complex parts of government 
work, the relationships between all the major players and 
what sustains them. She focuses on four categories of informal 
networks which both sustain Putin’s power and the current 
system of government: the inner circle, useful friends, core 
contacts, and the more informal ties and connections. Reading 

this book will help you better understand why events happen 
the way they do and why some actions are taken, or not taken.

The sixth book on the recommended list has just been published 
and, in my opinion, best explains the political backdrop in 
Russia today. Vladimir Gel’Man’s “Authoritarian Russia: 
Analysing post-Soviet regime changes”(2015). The author 
looks at the actions taken by Mikhail Gorbachev, which led to 
the Yeltsin regime and, in turn, the actions taken by Yeltsin that 
inevitably led to the Putin regime. He then identifies actions 
and changes made by Putin aimed at extending his position 
of power at least through another term. He looks at how the 
trappings of democratic institutions (such as elections and a 
legislature) have been used, especially by Yeltsin, to create the 
system of power the country has today. The book is also one of 
the very few which leaves emotion and bias out of the analysis, 
and looks pragmatically at what may happen next and what 
factors, over what period, may lead to changes.

As stated, these are the top half-dozen books I believe best 
explain the political and economic transition of the past 25 
years and, therefore, what are the most important factors to 
pay attention to today. There are many other books which 
flesh out some specific aspect of the transition or explain 
some topic in greater detail and which are very interesting 
to read. The list includes Yeltsin’s “Midnight Diaries” (2001 
– essentially his autobiography in which he explains why he 
took certain actions and also what led to his resignation on 
New Year ’s Eve 1999 and the ushering in of the Putin regime. 
Martin Sixsmith’s “Putin’s Oil: The Yukos affair” (2010) 
is the best narrative about one of the most notorious events 
in modern Russia and which is very far from over. David 
Hoffman’s “The Oligarchs: Wealth and power in the new 
Russia” (2002) reads like a movie script, only it is very 
real. It tackles who are the oligarchs and how they became 
so wealthy, albeit the power side of the equation started to 
evaporate with the arrival of Putin. The book was updated 
in 2013 and remains a very entertaining read. “Putin’s 
Kleptocracy: Who owns Russia” (2014) by Karen Dawisha 
covers the broader topic of how wealth in Russia has been 
stolen or redistributed over the past 20 years, by whom and 
how. It also fills in the backdrop to modern Russia. 

“The best book to explain how 
modern Russia has been shaped  
and how it is controlled today is  
“The New Nobility: The restoration  
of Russia’s security state”
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Let me introduce you to QuERI

What is QuERI?
Covering 72 countries and more than 410 commodities, 
QuERI provides invaluable data-driven insights for 
economists and strategists. Improve your analysis 
and strategy with access to a rich database of 
industry trade data from 1990 and forecasts to 2025.
Simplified, integrated research for the way you work.
From global trade & production to employment, 
pricing & market demand, you can access QuERI's 
historical data & forecasts through a searchable web-
based gateway or through an API. Use the API to 
integrate with proprietary data applications, models, 
and trading algorithms.

Who have your clients included?
McKinsey & Company
VISA
CISCO
Qatari Investment Bank
Arcapita, Bahrain
HSBC
Louisiana Ports & Waterways
Schneider Electric
Quantec Research
OEKB Bank
Blue Canyon Consulting
Merge Global
AT Kearney
BASF
EADs
World Bank
Panama Canal Authority

Can I try QuERI?
Yes you can. Start your free trial at queridata.com

Who uses QuERI and how?
Financial institutions and investment managers
• Analyze markets for their future investment potential
• Manage fixed income and equity exposures using 

QuERI developed sector weights by region and world
• Quantify industry risks using the bilateral exposure 

model for supply chains
• Benchmark performance using country, region and 

world totals by industry or commodity
• Rank sectors by size, past performance, and future 

growth potential

Manufacturing organizations and strategic planners
• Compare and Size markets
• Identify new growth opportunities
• Link company performance and sales forecasts to 

market opportunities
• Benchmark company and sales group performance
• Using IO linkages follow key market drivers for 

company performance
• Develop scenarios to assess company performance 

under varying global market conditions
• Develop marketing strategies for penetrating new 

markets (investment versus trade strategies)

Government organizations 
• Analyze market position and relative performance in 

trade community and world
• Trade shares by commodity and region
• Market size relative to competitors
• Market Growth potential by sector
• Develop incentive programs and measure 

performance against objectives, cross-country norms
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Only one in 10 Czech teenagers consider themselves politically left wing
Percentage of respondents
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Estimated cost of loan conversion

Pre-tax banking sector profit, 1H15

€196mn€1,050mn

Sources: IntelliNews; Oanda

Croatian loan conversions to hit banking sector hard
LHS = Estimated cost of conversion, RHS = Croatian kuna per Swiss franc

Since the Central Bank of Russia (CBR) abandoned its 
trading corridor last November, the ruble’s value has 
followed the same downward trajectory as oil prices.

But as oil is a dollar-denominated commodity, the 
devalued ruble is acting as a natural buffer to the 
mercurial price of Russia’s main export, which has  
fallen by over 50% in a year, since oil revenues in  
dollars are worth that much more in ruble terms.

Sources: Investing.com; Oanda

Continued political instability alongside an increasingly 
strong US dollar has seen Turkish equities and the lira 
spiral downwards in recent months.

At a time when low oil prices should be doing wonders 
for net-oil-exporter Turkey’s balance sheet, Southeast 
Europe’s biggest economy is instead suffering as a result 
of its vast amounts of dollar-denominated debt.

Sources: Oanda; Capital IQ

On September 18 Croatia’s parliament approved a law 
allowing the conversion of Swiss franc-denominated 
loans to the domestic kuna – a move that could cost the 
Croatian banking sector an estimated €1bn.

After Switzerland allowed a free float of its currency, 
the franc’s strong performance against many CEE/CIS 
currencies saw borrowers’ repayment costs soar  
to unsustainable levels. 

Sources: IntelliNews; Oanda

Only one in 10 Czech teenagers consider themselves to be politically 
leftwing, a poll has shown. The survey, published by the Centre 
for Public Opinion and Sociological Research, revealed a vast 
generational gap, with over-60s in the former Soviet republic being 
five times more likely to identify themselves as leftwing than their 
younger compatriots.

Despite the centre-left Czech Social Democratic Party (CSSD) being 
the largest party in the current coalition, the Czech Republic seems 
to be undergoing a political sea change, as a more conservative crop 
of voters enters the electorate while those who lived under Soviet 
rule become a scarcer presence.

Oil driving force behind ruble performance
LHS (blue) = Brent crude, $ per barrel. RHS (orange) = Rubles per USD

Turkish lira and equities continue to tumble
LHS (blue) = Lira per USD, RHS (orange) = XU100 index

Croatian loan conversions to hit banking sector hard
LHS = Estimated cost of conversion, RHS = Croatian kuna per Swiss franc

Only one in 10 Czech teenagers consider themselves politically left wing
Percentage of respondents

Source: Centre for Public  
Opinion and Sociological Research
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Half of Russians prepared to suffer economic hardship for Russia’s foreign policy
Percentage of respondents. LHS = willingness to suffer economic hardship. RHS = Putin's five biggest failings as President.

Sources: Levada Center; VTsIOMOver half of Russians would be prepared to suffer economic hardship in 
order to continue Russia’s foreign policy in Ukraine, according to a poll 
conducted by Russia’s VTsIOM. The poll found that 51% of respondents 
would rather suffer in the current economic situation, rather than 
withdraw from Crimea and East Ukraine. This was despite the fact that 
47% accepted that Western sanctions had led to negative consequences.

21% of respondents did not seem to have suffered from the lack 
of economic development, as they reported that Russia had 
experienced positive consequences. The economic downturn was 
named as Putin’s second-biggest failing after the prevalence of 
corruption in a separate poll, by the Levada Center.

Half of Russians prepared to suffer economic hardship for Russia’s foreign policy
Percentage of respondents. LHS = willingness to suffer economic hardship.  
RHS = Putin's five biggest failings as President.

Between September 16-21, the National 
Bank of Kazakhstan (NBK) spent over 
$620mn propping up a currency that it 
had supposedly allowed to float in early 
August. The Kazakh tenge fell to his-
toric lows of KZT300 to the dollar, after 
months of being pegged at KZT180.

Such an intervention was unneces-
sary, according to Sabit Khakimzhanov, 
Head of Research at Halyk Finance, 
and evidence of a central bank that 
“did not have the stomach” to witness 
movements that were part of a cycle of 
“healthy volatility”.

“The devaluation was long overdue. 
The tenge was grossly overvalued and 
there was fundamental pressure on 
the country’s balance of payments,” 
Khakimzhanov explains. “We lived 
beyond our means.” 

If anything, Khakimzhanov says, a 
smarter peg would be against Rus-
sia's ruble – Kazakhstan’s “main real 
competitor”. Fixing the rate against 

the ruble "would have been better than 
fixing against the dollar – but it's still 
fixing, and fixing the exchange rate is 
never a good idea,” he says.

The tenge's volatility when it freely 
floated on the currency markets wor-
ried the NBK, says Khakimzhanov, but 
the drop is a natural precursor to what 
would be a more stable and responsive 
currency for oil-exporting Kazakhstan.

“The tenge is much like the ruble funda-
mentally, but was not allowed to move the 
way the ruble does. Recently, the ruble 
has moved freely. It has volatility, but good 
volatility. The rate reflects the country's 
ability to respond in the best way possible 
to external shocks,” he explains. 
 
After initial teething problems, where 
a weakened tenge would mean cost-
lier imports and temporary inflation, 
the economy would stabilise, argues 
Khakimzhanov. After that, though, “infla-
tion would be low, in the region of 3-5% 
because Kazakhstan has a tight budget 

and credit has been very tight. I don't see 
evidence that would suggest high infla-
tion [following an unimpeded free float].”

The market must be allowed to take its 
course, explains Khakimzhanov. “Let 
someone make [forex] losses or wins. 
It will all be speculative, but there is 
nothing wrong with that. That is the 
social function of the commercial 
banks: they take bets and they stabilise 
the exchange rate at the equilibrium 
level. I don't see an appreciation of that 
idea at the government level.”

While the $620mn spent by the NBK 
combating the tenge’s depreciation 
seems high at face value, it represents 
only 2.2% of Kazakhstan’s combined 
forex and gold reserves, excluding the 
$68bn National Oil Fund – but that isn’t 
the point, says Khakimzhanov.

“The damage is reputational. The NBK 
said it would let the tenge float, allowed 
it to do so for three weeks, then showed 
it was easily spooked by the volatility. 
That reveals a lack of consistency, cred-
ibility and professionalism,” he says. 
“What the central bank should be doing 
is managing interest rates. If you’re 
not controlling the exchange rate, you 
should introduce some other anchor. 
Interest rates are controllable, but it’s 
something the NBK just isn't doing.”

Kneejerk interventions by Kazakh central bank 
speak to larger institutional problems

Sabit Khakimzhanov, Head of Research at Halyk Finance,  

interviewed by Henry Kirby

Sources: Levada Center; VTsIOM
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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 -5.1 -12.1 +1.9 Aug 17.3 2Q15 -17.8 1Q15

Armenia 9,529 5.9 +0.5 +3.3 3,551 22 31 47 -1.8 -7.9 +3.6 Aug 19.1 1Q15 -1.2 Jul

Azerbaijan 75,188 1.4 +5.7 +3.4 8,060 6 62 32 -0.5 16.0 +3.7 Jul 5.0 2013 -0.7 2014

Belarus 75,925 4.1 -2.3 +3.4 7,685 9 42 49 1.0 -6.7 +12.5 Jul 0.5 2014 -6.0 Jul

Bosnia & Herz. 19,191 1.1 +0.6 +3.4 4,735 8.1 26.4 65.5 -2.1 -7.7 -0.7 Jul 43.02 Jun +1.9 Jul

Bulgaria 55,733 2.3 +0.4 +0.8 7,418 6.7 30.3 63 -3.7 0.0 -0.2 Jul 9.4 Jul +3.4 Jul

Croatia 57,639 -0.4 +0.1 +0.5 13,415 5 26 69 -5.7 0.7 -0.4 Jul 15.9 Jul +3.9 Jul

Czech
Republic

186,877 4.4 +0.9 +2.5 19,295 2 38 60 -2.0 0.6 +0.3 Aug 6.2 Aug +4.6 Jul

Estonia 25,916 4.1 +0.8 +2.3 18,988 4 29 67 0.6 -0.1 -0.3 Aug 6.5 2Q15 -6.0 Jul

Georgia 16,898 4.7 +3.2 +3.2 3,785 9 24 67 -3.2 -9.7 +5.4 Aug 12.4 2014 +2.9 1Q15

Hungary 137,104 2.8 +0.5 +2.4 13,182 34 28 68.7 -2.6 4.1 0 Aug 6.8 Jul +3.4 Jul

Kazakhstan 234,065 4.3 +1.3 +5.0 13,438 5 38 57 -1.2 2.2 +3.8 Aug 4.9 Jul +2.1 Jul

Kosovo 7,308 5 +3.3 +3.8 4,022 12.9 22.6 64.5 -3.5 -6.8 -0.7 Jul 35.3 2014 n/a

Kyrgyzstan 7,515 4 +3.6 +4.5 1,279 20.8 34.4 44.8 -0.5 -24.7 +5.0 Jul 2.3 Jun +21.4 Jul

Latvia 31,920 3.6 +1.2 +2.9 15,973 4.9 25.7 69.4 -1.4 -3.1 +0.1 Aug 9.8  2Q15 +8.3 Jul

Lithuania 43,911 3.8 +0.6 +3.0 16,206 3.7 28.3 68 -0.7 0.1 -1.2 Aug 9.6 Jul +4.6 Jul

Macedonia,
FYR

11,327 5.2 +3.9 +3.4 5,066 10 26 63 -4.2 -1.4 +0.1 Aug 27.3 1Q15 -2.7 Jul

Moldova 8,337 4.6 +0.7 +3.4 2,284 15 17 69 -1.8 -8.0 +8.6 Jul 4.1 2Q15 +7.4 Jun

Mongolia 12,419 7.8 +7.4 +7.5 4,069 16 33 50 -2.0 -25.4 +6.9 Jul 7.8 2Q15 +16.1 2014

Montenegro 4,547 2.7 +3.0 +3.0 7,334 10 20 70 -3.9 -14.6 +1.9 Jul 13.5 Jul +33.5 Jul

Poland 543,255 3.3 +0.9 +3.2 13,888 4 33.3 62.7 -3.2 -1.4 -0.7 Jul 10.0 Jul +3.8 Jul

Romania 199,903 4.3 +0.1 +2.7 9,794 6 43 50 -2.0 -0.5 -1.9 Aug 6.8 Jul +2.7 Jun

Russia 1,261,604 0.6 -4.6 -3.8 6,843 4 36 60 -0.5 3.1 +15.8 Aug 5.3 Jul -4.7 Jul

Serbia 43,866 -3.6 +0.4 0.0 5,890 7.9 31.8 60.3 -4.6 -6.0 +1.0 Jul 17.9 2Q15 +13.0 Jul

Slovak
Republic

99,795 2.2 +0.8 +2.5 18,090 3.1 30.8 47 -2.9 0.1 -0.2 Jul 11.5 Jul +11.9 Jul

Slovenia 48,051 2.6 +0.8 +1.8 23,262 2.8 28.9 68.3 -4.9 5.8 -0.3 Aug 12.0 Jun +3.3 Jul

Tajikistan 9,019 6.7 -6.4 +5.8 1,105 27 22 51 0.3 -7.9 +5.4 Jul 2.5 Jun +13.4 Jul

Turkey 843,173 2.8 +1.3 +3.3 10,852 9 27 64 -1.3 -5.7 +7.14 Aug 9.3 May +0.3 Jul

Turkmenistan 46,371 10.8 n/a +11.5 7,875 7.2 24.4 68.4 0.8 -4.4 +4.4 2014 10.6 2013 n/a

Ukraine 162,881 -8.2 -0.9 -2.3 3,792 10 27 63 -4.6 -3.5 +52.8 Aug 10.0 1Q15 -13.4 Jul

Uzbekistan 60,828 7.6 +0.7 +7.1 1,995 19.1 32.2 48.7 0.2 1.2 +2.6 1Q14 10.7 2013 +8.1 1H15

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) -3.4 -0.5 -4.8 677.3 731.8 - - - - 98.2 23.2

Bulgaria (SOFIX) -5.3 -19.3 -14.5 444.7 550.7 10.3 3,753.4 -31.2 -18.7 98.4 92.8

Croatia (CROBEX) -4.8 -8.9 -1.5 1,707.3 1,930.3 11.9 19,265.4 -11.6 +3.2 99.1 63.0

Czech Republic (PX) -1.6 +2.2 +4.6 901.3 1,058.4 13.8 26,761.9 -16.1 -4.2 99 78.0

Estonia (OMXT) -2.9 +15.7 +16.5 729.0 914.2 11.3 2,062.8 -9.4 +6.2 99.9 33.0

Georgia (-) - - - - - - - - - 99.7 61.6

Hungary (BUX) -5.9 +11.7 +27.8 15,686.7 22,850.5 11.9 15,937.6 -3.7 +13.5 99.4 56.6

Kazakhstan (KASE) +14.3 -28.4 -4.3 761.0 1,272.5 - 11,986.4 -43.2 -38.0 99.7 55.2

Kosovo (-) - - - - - - - - - 91.9 47.6

Kyrgyzstan (-) - - - - - - - - - 99.2 -

Latvia (OMXR) +18.5 +25.1 +29.3 405.8 530.7 8.4 976.8 -16.8 -2.5 99.9 69.9

Lithuania (OMXV) -1.9 +6.6 +7.6 444.4 505.7 11.3 4,116.4 -11.0 +0.2 99.8 66.3

Macedonia, FYR (MBI10) -0.3 -1.6 -9.4 1,616.8 1,877.0 - 230.8 -13.8 -1.9 97.5 41.2

Moldova (-) - - - - - - - - - 99.1 38.4

Mongolia (MSETOP) -0.3 -1.6 -9.4 1,616.8 1,877.0 - - - - 98.3 55.5

Montenegro (MONEX20) - - - - - - - - - 98.4 62.2

Poland (WIG) -0.4 -6.0 +0.9 48,916.6 57,379.5 15.6 150,848.8 -20.8 -6.6 99.7 71.5

Romania (BET) +3.1 -0.2 +2.8 6,503.1 7,638.9 14.3 20,595.6 -23.6 -9.2 98.6 51.5

Russia (MICEX / RTS)
+1.3 /
+0.4

+19.4 /
-30.4

+20.5 /
+8.8

1,360.3 /
629.2

1,838.2 /
1,910.1

12.8 613,016.2 -22.0 +20.8 99.7 76.1

Serbia (BELEXLINE) -6.7 -2.5 -7.9 614.8 746.6 9.9 3,047.0 -21.0 -4.0 98.2 56.3

Slovak Republic (SAX) +3.4 +26.5 +19.1 206.9 268.3 - 52,943.9 +21.3 +40.7 99.6 53.6

Slovenia (SBITOP) -11.5 -21.2 -15.2 658.3 839.4 12.9 6,122.1 -24.0 -11.0 99.7 84.4

Tajikistan (-) - - - - - - - - - 99.7 24.4

Turkey (XU100) -3.0 -5.6 -12.7 71,299.4 91,412.9 13.0 217,024.8 -20.3 +7.6 94.9 7.98

Turkmenistan (-) - - - - - - - - - 99.6 79.3

Ukraine (PFTS) -3.6 -22.7 -17.4 325.0 488.2 3.8 12,455.5 -47.7 -24.7 99.7 78.9

Uzbekistan (-) - - - - - - - - - 99.5 8.87

FINANCIAL INDICATORS

Sources: Bloomberg; Capital IQ; InFinancials *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

Belarus Investment Forum  (12 November)
Istanbul, Turkey
http://investinbelarus.by/en/invest/forumistanbul

10th Annual Liquidity Management  (18 - 20 November)
Vienna, Austria
http://finance.flemingeurope.com

3rd Annual Back Office Operations Forum  
(19 - 20 November)
Vienna, Austria , Renaissance Wien Hotel
www.globalleadingconferences.com

3rd Annual Retail Banking Forum  (26 - 27 November)
Vienna, Austria , Renaissance Wien Hotel
www.globalleadingconferences.com

Don’t miss out, book your place at 
mergermarketgroup.com/event/turkey2015 

TURKISH M&A AND PRIVATE 
EQUITY FORUM 2015
3 DECEMBER 2015   CONRAD ISTANBUL, BOSPHORUS

Lead strategic partner: Strategic partner:

Network with over 260 senior M&A professionals, investors 
and advisors, and hear from more than 30 expert speakers as 
they provide insight in to the future investment opportunities 
expected to be seen in Turkey over the next year.

Contact us:    + 44 (0)20 3741 1069                                  events@mergermarket.com 

Turkey Forum_85x116_BNE Advert_V1_AT.indd   1 05/08/2015   09:36:07

PULLMAN BUCHAREST
WORLD TRADE CENTER HOTEL

BUCHAREST, ROMANIA

26-27-28 October

EVENT ORGANIZED BY:

ROMANIA’S PREMIER BUSINESS MAGAZINE

Book your place now
at the most dynamic B2B Summit 

in the Eastern Europe!

http://summit.business-review.eu   www.business-review.eu
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How can you drive your organization’s 
performance?
Join us at our Inaugural Business Performance 
Management Symposium, November 3rd in 
Istanbul Turkey, where you will learn highly 
effective tools and techniques from a team of 
industry experts that will help your organization 
deliver best-in-class business performance.   

Plus, learn about data management tools and 
techniques, introduction to Big Data, predictive 
analytics including practical applications of 
machine learning and artificial intelligence.

Register Today!
To register and for program agenda and list of 
speakers, visit us at www.bizpmevents.com

SINK OR SWIM? Why Performance Management Is Key To Your FutureBACEE’s Inaugural 
Business Performance 
Management Symposium

November 3rd, 2015 
Istanbul, Turkey



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


