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Nazarbayev warns Kazakhs to 
prepare for economic crisis

Russia is lining up a $3bn monster Eurobond 
deal for early next year by telling investors the 
economy is emerging from its biggest shock since 
the USSR was whip-sawed by the 1985 collapse in 
oil prices.  

Russian Deputy Finance Minister Oreshkin told 
foreign investors on a conference call on October 

Russia begins charm 
offensive as it lines  
up $3bn Eurobond

President Nursultan Nazarbayev has warned 
Kazakhs to prepare for an economic crisis worse 
than that in 2007-09, in a sign that conditions in 
the country are deteriorating fast. 

In a statement, Nazarbayev said he had discussed 
the economic situation with Prime Minister Karim 
Massimov and ordered the government to prepare 
counter-measures.

The president noted that budget revenues 
decreased by 40% because of the drop in energy 
prices. He also pointed out that "prices decreased 
for other basic types of export products, including 
ferrous and nonferrous metals, coal". Nazarbayev 
warned that "fast improvement of the situation 
is impossible to predict" because of the difficult 

21 that the current crisis is worse than the 1985-
1986 crisis because the USSR wasn’t sanctioned 
and was able to borrow freely on foreign debt 
markets.

"At that time, the Soviet Union was able to borrow 
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Top Stories

heavily on the global market and by the beginning 
of 1990s had accumulated a huge pile of external 
debt," Oreshkin said on the Sberbank CIB call 
with large US investors, including TCW and T. 
Rowe Price and the UK’s Ashmore Investment 
Management. "This time, together with low 
proceeds from oil and gas exports, we also have 
to pay down external debt due to geopolitical 
sanctions that were imposed."

A decision to go to the market hasn’t officially been 
taken yet, but investment bankers are being sound-
ed out now, especially following the recent comple-
tion of the first corporate deals in 11 months by 
blue-chip issuers Gazprom and Norilsk Nickel.  

Russian sovereign dollar debt has provided 
double-digit returns this year with the country's 
corporates posting the best returns globally.

Oreshkin broke down for investors how the econo-
my is set to rebound next year from the combina-
tion of sanctions, low commodity prices, surging 
inflation and the shock rate hike in December.

Russia foreign debt has dropped 30% this year 
to about $500bn from $700bn despite economic 
sanctions and the country’s first recession since 
2009. The current account and fiscal balances 
improved this year even as oil prices declined 
two-fold. 

"Of course, most of it came from a strong figure 
on the current account side which we expect this 
year to be about 5.5%," Oreshkin said. "This is 
enough to cover all the financing needs of the 
Russian economy this year."

Being cut off from the international debt market 
has forced corporates to deleverage massively, 

which has in turn helped to depress capital flight. 
Corporates who survive the current downturn will 
be relatively unindebted and in a better place to 
benefit from a return to growth as weaker competi-
tors fall by the wayside in a myriad of sectors. 

As a result of the debt pile shrinking, Oreshkin told 
investors that the repayments will be on the "dimin-
ishing trend", or about 2.5 times lower next year.

Overall, Oreshkin said there is "no demand" for 
foreign currency in the domestic banking system 
even as forex repo lines expire this year. "There 
is actually excess foreign currency liquidity and 
some of the banks will be able to pay down this 
facility at the end of year."

The target is to keep the combined resources of 
the National Wealth Fund and the Reserve Fund at 
the level of about 2-3 trillion rubles by 2018.

Russia begins charm 
offensive as it lines up 
$3bn Eurobond
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"We want to gradually unwind the reserve funds 
as the source of the financing of the deficit," he 
said. "It will be achieved through two main trends 
through the lower deficit on one side and large 
borrowings on the domestic market."

Oreshkin said the Ministry of Finance expects 
inflation to be about 12% this year and to return 
to single-digits in January before easing to 6% in 
2015 because of "the sharp de-acceleration" in 
wage growth.

Corporate profits are now growing at "double-digit 
rates" because of nominal wages growing at a much 
lower rate. This is translating into a bottoming out 
of the negative GDP trend. "We plan to have positive 
quarter-on quarter positive growth in Q4 and next 
year we expect to see 0.5% growth," he said.

The finance ministry's main assumption for its budget 
next year is that the oil price will be $50 a barrel and 
the exchange rate will be RUB63.3 per dollar.  

If Russia doesn’t opt to tap international markets, 
the government will be content to borrow on 
the domestic market by expanding programme 
through fixed-rate notes, floating rate notes and 
inflation-linked bonds, according to Oreshkin.

Earlier on the same day, Oreshkin told delegates 
at the RussiaTalk forum that the government 
is seeing the return of foreign capital "after the 
shocking events of the last 18 months".

"We see the resumption of syndicated lending of 
Russian borrowers, capital inflow to subsidiaries 
of foreign companies for new investments as well 
as investments of British investors in Russian 
debt securities," Oreshkin told the conference on 
October 21.

Even so, "Russia’s economy isn’t at a level where 
it can feel comfortable and growth needs to 
shift from non-tradable sectors such as finance, 
construction and services into tradables." 
 

situation in the world economy. He stressed that 
"our people must know the current situation, that 
means reduction of profits of our enterprises, 
reduction of income and possible job cuts".  

Nazarbayev instructed the government to analyse 
the situation and plan anti-crisis measures. He 
reiterated that no reduction of social wellbeing 
would be carried out by the government. But he 
warned that "companies should not expect that 
the state will provide them with the funds. I do 
prohibit the use the money from the National Oil 
Fund for the construction of new facilities, as 

well as support or subsidising poorly performing 
enterprises."

Nazarbayev has been warning about the crisis 
and urging the government to take anti-crisis 
measures for a year. But the ruling elite's fear 
of the population's reaction prevented the 
authorities from carrying out the devaluation of 
the national currency for months.

The recent statement has several goals. Firstly, it 
is a traditional way of preparing the public for the 
worsening economic conditions and therefore it 
has been widely circulated in the media. Secondly, 
Nazarbayev is demonstrating that he is a "good 
tsar" and has already given specific instructions 
to Massimov. Therefore, the latter should be 
blamed in case of the aggravation of the economic 
crisis. In this context,  Massimov can serve as a 
scapegoat, with many experts predicting snap 
parliamentary election in the near future. 

Nazarbayev warns  
Kazakhs to prepare  
for economic crisis
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The Regions This Week

Despite Andrzej Duda's party promising increased 
spending in the election campaign, austerity is 
alive and well in the Polish presidential palace. 
The Belgian press reported sniffily that Duda 
served a €12 bottle of wine to King Philippe 
during a state visit.

Lithuania opened its first stretch of Rail 
Baltica. The section of the international train 
route links Kaunas to Poland. True to form in 
the rambunctious region, however, Vilnius used 
the occasion to criticise Poland, calling for it to 
quickly to upgrade the tracks on its side of the 
border.

Central Europe is eyeing VW's slipping market 
share in the EU. New car registrations in the EU 
continued to grow strongly in September, but the 
scandal-hit German automaker – which is a major 
investor in the Czech Republic, Slovakia and 
Hungary - saw its market share decline to 23.3% 
from 26.5% in August. 

Poland has agreed to accept fewer than 7,000 
refugees, a foreign ministry official stressed. 
While Warsaw stepped out of line with its Visegrad 
peers to support the EU's quota system, the 
ruling PO is keen to dispute what it says are false 
allegations from the opposition.

Hungary shut its borders with Croatia and 
Slovenia as Budapest continues to try to deflect 
the flow of refugees trying to travel to Western 
Europe. The move helped create a bottleneck 
in the two countries as well as Serbia, and 
raised the international criticism of PM Orban's 
government.

Hungary's refugee-kicking camerawoman 
plans to sue her victim, and then move abroad. 
Petra Laszlo was sacked from far-right N1TV 
for kicking several migrants in September. 
Facing hooliganism charges, she says she will 
sue refugee Osama Abdul Mohsen, as well as 
Facebook, and then may head to Russia.

Central Europe
Czech mining limits will be partially lifted, the 
government has decided. The controversial move 
will see CEZ allowed to resume digging lignite 
at Bilina, but Severni Energeticka will remain 
constrained at CSA.

Latvia plans to build a fence on its border with 
Russia, in order, it claims, to restrict illegal 
border crossings. The 90km fence is part of an 
upgrade project for security along the 270km 
border. The interior ministry insists the project 
is not connected to tensions with Moscow or the 
potential for Kremlin aggression in the Baltic 
region.

China'a CEFC paid CZK1.94bn (€72mn) 
to increase its stake in Slovak investment group 
J&T to 8.8%. The mysterious Chinese company 
hopes to boost its holding to 30% eventually. 
CEFC went on a shopping spree in the Czech 
Republic recently, buying small assets that appear 
to fit the profile of J&T far better than that of an 
"international energy giant".

Poland will raise PLN9.2bn (€2.17bn) from 
its auction of LTE frequencies. However, there 
are fears the high pricing could boomerang 
on the country by holding back infrastructure 
development. Winning bidders suggested they will 
need to team up to build the network, and that 
they could launch legal action over an auction 
process that "raised doubts". 

O2 Czech Republic shares jumped to their 
highest since it span off its infrastructure in 
the summer, as it reported strong 3Q results and 
announced a long-awaited dividend policy. The 
telecom cheered investors by saying it plans to 
payout up to 110% of net profit.

Slovakia has joined the negative yield club. 
Bratislava sold €112mn of a 1.5% coupon bond 
which matures in 2018, at an average yield of 
-0.0449%.
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Southeast Europe
A close associate of Moldova’s former prime 
minister, Vlad Filat, has testified that Filat is the 
indirect owner of Caravita and Business Estate – 
two key companies involved in the country's $1bn 
bank fraud. Prosecutors could ask up to 10 years 
in prison for Filat based on current evidence.

Unesco’s executive committee has recommended 
the admission of Kosovo. However, Serbia has 
vowed to continue its attempts to block Kosovo’s 
entry into the international body.

The collapse of Corpbank last year and the subse-
quent payout of insured deposits by the Bulgarian 
Deposit Insurance Fund (BDIF) has resulted in an 
increase in the country’s 2014 budget shortfall 
from an estimated 2.8% to 5.8% of GDP, creating 
the fourth largest budget gap in the EU.

Albanian police seized 3.2 tonnes of cannabis 
near the city of Gjirokastra as part of a major anti-
drugs operation, but failed to make any arrests. 
A large quantity of cannabis had already been 
harvested from the area.

Macedonia’s four major political parties failed to 
agree on further steps in the implementation 
of the July agreement that resolved the country’s 
political crisis. Johannes Hahn, EU commissioner 
in charge of European neighbourhood policy and 
enlargement negotiations, said he was disap-
pointed with the lack of progress.

Kosovo’s opposition parties warned yet again, this 
time after meeting with President Atifete Jahjaga, 
that they will continue blocking the workings of 
parliament unless Prime Minister Isa Mustafa 
withdraws his signature from the recent EU-
backed deal with Serbia.

Six policemen were injured at a protest in the 
Montenegrin capital, which was organised by the 

opposition Democratic Front. Democratic Front, 
who claim that the violence was provoked by 
hooligans sent by the government, plans to hold 
another protest on October 24, aimed at removing 
Prime Minister Milo Djukanovic.

Slovenian MPs have adopted amendments grant-
ing the army limited police powers in an effort to 
retain control of the security situation in the coun-
try amid the influx of refugees. Soldiers would be 
allowed to warn, direct and temporarily restrict 
the movement of persons, as well as engage in 
crowd control.

Bulgaria hopes to extend the service life of the 
one of its two operating 1,000MW reactors by 30 
years. State-owned Kozloduy NPP has launched a 
fast-track procedure for a feasibility study for the 
project, which will bring the total lifespan of the 
Soviet-made VVER-1000 reactor to 60 years.

A group of 150 employees of Slovenia’s Adria 
Airways Tehnika have submitted a bid to buy the 
majority state-owned aircraft maintenance firm, 
one of 15 state-controlled companies the country 
is trying to sell under a major privatisation pro-
gramme begun in 2013.

American investment fund Apollo has offered 
€1.2bn for a 58.11% stake in Telekom Srbija, 
while Serbia’s government expects to earn €1.5bn 
from the sale. Its eventual price could go below 
€1.4bn, with other bidders still in the running.

Meanwhile Dan Adamescu, the Romanian investor 
who holds indirectly the majority stake in insurer 
Astra – currently under bankruptcy procedures 
– has appointed himself as head of the compa-
ny’s supervisory board for a four-year term. 

The Regions This Week
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Eastern Europe
Russian President Vladimir Putin's approval 
rating has soared to a historical peak of 
89.9% on the back of his proclaimed anti-terror 
campaign in Syria, according to a new poll. The 
rating broke the last record of 89.1% registered 
in June 2015 as the Kremlin boss continues to 
defy Western opinion and sanctions over Ukraine 
and asserts Russia's position on the world stage.

Local elections in Ukraine’s key port city of 
Mariupol might be cancelled. Bordering occupied 
Donbas, the elections have been embroiled in 
scandals and conflict. 

An investigation into the shooting and death 
of over 100 people on Kyiv’s Maidan square in 
November 2013 are going badly after a Berkut 
special forces commander, Yevhen Antonov, 
accused Ukraine’s interior ministry of shielding 
Berkut officers rather than investigating and 
prosecuting them. 

Russian air strikes in Syria are costing Moscow 
up to $4 million per day, data collated for The 
Moscow Times by a defence think-tank showed. 
Russia has already spent some $80 million-$115 
million since strikes began on Sept. 30.

Russia ranks 60th of 64 countries as the most 
attractive destination for expats in terms of 
living standards and overall satisfaction, a survey 
released by online expat community InterNations 
says. Russia fell one place behind Kazakhstan but 
one ahead of Saudi Arabia. Top of the list were 
Ecuador, Mexico and Malta.

The leading Russian retailer Lenta is preparing 
a $250mn secondary share offering, which could 
possibly be expanded to $300mn, the company 
said on October 20. Lenta is going to issue 
$150mn worth of GDRs, while its shareholder 
the European Bank for Reconstruction and 
Development (EBRD) will sell its stake worth 
$100mn to $150mn. The funds raised from 
the secondary public offering (SPO) will be 

used to expand its retail network development 
programme, Lenta said.

Ukraine is about to return to growth says S&P. 
The pace of economic decline continues to 
decelerate and all data suggest the economy is 
touching the bottom. Nearly all the major sectors 
are now close to launching a recovery and the first 
green shoots are becoming visible. The fourth 
quarter will be the first quarter of growth (in q/q 
terms) after 7 straight quarters of decline and 
that the economy will be on a steady recovery path 
through 2016, the agency said. 

The Ukrainian government stands to lose 
UAH60bn in budget revenue in 2016, or a 12% y/y 
drop, if the finance ministry’s tax reform proposal 
is approved in its current form, Finance Minister 
Natalie Jaresko said. Sharp cuts in spending is 
needed to fulfill that plan, she stressed, to meet 
the IMF demand of a state budget deficit of 3.7% 
of GDP in 2016 (vs. 4.1 in 2015E). Defense and 
debt servicing cuts are off limits but any other 
spending can be revised. 

Russia's foreign trade surplus declined by -21% 
y/y in the first eight months of 2015 to $106.6bn, 
according to Central Bank of Russia (CBR) data 
on the balance of payments published on October 
20. In August alone, the surplus declined for the 
fourth month in a row, shrinking to $8bn from 
$15bn in May.

The Ukrainian government expects to receive an 
additional $4bn by the end of this year, Finance 
Minister Natalie Jaresko said: a $1.7bn IMF wire 
and $2.3bn from other international partners. 
Initially, Ukraine expected a $1.7bn IMF wire at 
the end of September and $1.7bn at the end of 
December ($10bn for the entire year). Ukraine 
has actually received $6.7bn, with the last wire 
arriving in August.

The Regions This Week
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Eurasia
Uzbekistan has agreed to export 700,000 tonnes 
of cotton-fibre in 2016, compared to 580,000 
tonnes in 2015. Uzbekistan harvested 3.35mn 
tonnes of cotton this year against 3.4mn tonnes 
in 2014. Despite the concerns over forced labour 
and child labour coming from international 
human rights groups, the country’s cotton 
industry continues to thrive and receive aid from 
international sources.

Uzbekistan's GDP grew by 8% in the first nine 
months, the government claims. According to 
government figures, agriculture increased by 
6.6%, while the production of consumer goods 
went up by 10.1%. Industry grew by 7.3%, retailing 
was up by 15% and services increased 12.9%. 
The figures are dubious as the government 
doesn't publish absolute figures illustrating the 
methodology of how it compiles growth figures. 

Kyrgyzstan’s gross foreign reserves fell to 
$1,795.9mn in September, down by 15.41% y/y. 
The reserves were down because of a combination 
of factors, including regular interventions by the 
central bank to support the Kyrgyz som, which 
has lost 17% of its value against the dollar since 
the beginning of the year. The central bank sold 
$214.9mn in the currency market this year and 
$536.7mn in 2014 to prop up the som.

Japan’s Sumitomo Corporation is expected to 
build a 432MW power plant in Turkmenistan. The 
Turkmen government plans to increase electricity 
exports to 6.9bn kWh a year by 2020 from the 
current approximate export levels of 2.8bn kWh a 
year. Turkmen authorities are currently working to 
expand exports of electricity to Afghanistan, Iran 
and Turkey.

Total current accounts and bank deposits stood 
at MNT7,278.3bn (€3.21bn) in Mongolia at the end 
of September, up by 4.4% y/y. Deposits in foreign 
currency grew by 19.37% y/y to MNT2,095.4bn 
at the end of September, while deposits in 
the local currency decreased by 0.62% y/y to 

MNT5,182.9bn. Deposits in foreign currency thus 
grew to 28.8% of total bank deposits at the end 
of September, from 25.2% of total deposits a year 
earlier.

The beleaguered Mongolian tugrik will breach 
the psychological mark of MNT2,000 to the dollar 
by the end of the year, according to Mongolia 
Investment Banking Group (MIBG). This will be 
driven by even further weakening of FDI and 
weaker pricing for Mongolia’s major export 
commodities. FDI was down by 79% y/y between 
January and August 2015.

Kazakh deposits in foreign currency surged by 
27% m/m to KZT7.8tn (€24.5bn) at the end of 
August while deposits in the national currency 
shrank by 5% m/m to KZT5.4tn. Retail depositors 
prefer keeping their savings in foreign currency 
despite government efforts to de-dollarise the 
economy. As of end-August, individuals held 
KZT3.785tn in foreign currency and KZT1.382tn 
in the tenge. As of the end-2014, retail deposits 
in foreign currency stood at KZT2.96tn against 
KZT1.43tn in the tenge.

The Kazakh parliament has approved a law 
providing for foreigners to be hired into the 
state apparatus. After having been signed by the 
president the law will come into force on January 
1, 2016. Foreigners will not be civil servants but 
will work on a contractual basis. Prior to their 
appointment, they will be scrutinised by the Kazakh 
national security services. The move shows that 
Kazakhstan has failed to foster qualified managers 
from among the local population.

Armenia's imports of Iranian gas will increase 
by 2017, according to the government. Iran 
currently exports gas to Armenia through a 
pipeline that was commissioned in 2007, in return 
for which Armenia swaps electricity. Iran exported 
383mn cubic metres of gas to Armenia in 2014, 
but the capacity of the gas pipeline linking the two 
countries is 2bn cubic metres.

The Regions This Week
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bne Chart

In 1986 The Economist first published its now-
ubiquitous measure of purchasing power, the 
Big Mac Index, which measures the various 
prices of McDonald’s eponymous burger, world-
wide. Now Swiss bank UBS has got in on the act, 
developing the idea by measuring the minutes it 
would take to earn enough money to purchase a 
Big Mac in various cities.

UBS' argument for its working-time Big Mac 
index, published recently as part of its "Prices 
& Earnings 2015" report, is that the nominal 
price of a burger used by The Economist may 
be misleading due to it being disproportionately 
cheaper or costlier in other countries, whereas 

their working time-based method factors in the 
circumstances of the average worker.

As the chart shows, burger-lovers in Kyiv have 
the raweast deal, having to work for nearly an 
hour to afford a Big Mac – nearly triple the time it 
would take a Muscovite to earn one, according to 
UBS' "Prices & Earnings 2015" report. Those liv-
ing in Western Europe would earn roughly enough 
money to buy four burgers in the same time.

Ukraine’s year-on-year inflation sat at 51.9% in 
September – the sixth consecutive month where 
consumer price growth has breached the 50% 
mark.

Kyiv has the most unaffordable Big Mac in CEE/CIS
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Latvia's OECD hopes 
get a reality check

which have also noted that such deposits could 
leave quickly in the event of any problems. Latvia 
saw a huge rise in deposits in 2013 as the banking 
crisis in Cyprus - formerly the favoured off-shore 
destination for CIS clients - hit.

“Non-resident banking poses a substantial risk 
that money obtained from corruption committed 
outside of Latvia is laundered inside the country," 
the OECD reports. "Much of the deposits originate 
from countries with reportedly high levels of 
corruption. Funds deposited in non-resident 
accounts could thus be instruments or proceeds 
of corruption in these countries. Furthermore, 
the cross-border nature of transactions and 
the distance at which these transactions are 
conducted pose challenges to supervision."

Latvia's boutique banks have featured in a series 
of money-laundering scandals, including the no-
torious case in Russia involving murdered whistle-
blower Sergei Magnitsky, and more recently a re-
port by the Kroll financial investigative agency that 
alleged that more than €1bn from Moldova was 
laundered in just three days via Latvian banks, an 
allegation the OECD makes a point of noting.

"Existing measures have failed to detect alleged 
large-scale money laundering that was sub-
sequently reported in the media. Latvia should 
accordingly require banks that take non-resident 
deposits to adopt stronger anti-money laundering 
measures. It should also inspect banks more fre-
quently and sanction banks that breach relevant 

Central Europe

Mike Collier in Riga

Latvia's hopes of joining the Organisation for 
Economic Co-operation and Development next 
year got a cold shower on October 21, when the 
international institution published a report into 
bribery that raised serious concerns over the 
Baltic state's banking system.

The Eurozone member is desperate to join 
the OECD. That's not least because northern 
neighbour Estonia is already a fully paid up 
member of the “rich countries' club", while 
Lithuania is also in contention for a place at the 
table. However, the country's banking sector 
is commonly criticised for dubious connections 
and potential instability.

The "Phase 2 Report on Implementing the OECD 
Anti-Bribery Convention in Latvia" suggests 
accession is far from a formality. That is partly as 
a result of the many Latvian banks stuffed with 
deposits from the CIS and the ineffectiveness 
of its main anti-corruption agency. Fourteen of 
Latvia's 20 registered commercial banks cater 
to foreigners, with the vast majority (about 80% 
according to the OECD) of those clients coming 
from Russia and other countries from the former 
Soviet Union.

More than half of Latvia's €30bn bank deposits are 
classed as “non-resident deposits” (NRDs) and it is 
this fact, along with weak financial regulation and 
paltry penalties for those who break the rules, that 
poses a threat, the OECD says. That puts the 
OECD in line with the likes of the IMF and EBRD, 
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to clamping down on bribery and corruption – 
one of the most important conditions of OECD 
membership.

"The working group commends Latvia for the 
significant legislative steps it has taken to fight 
foreign bribery both before and after its accession 
to the convention in May 2014. However, other 
implementation efforts remain at a reasonably 
early stage. There are particular concerns about 
Latvia’s criminal enforcement capacity, the laun-
dering of proceeds of corruption from overseas, 
and several remaining legislative deficiencies," 
the summary of the weighty OECD report said.

The report also raised "serious concerns" about 
the effectiveness of KNAB, Latvia's dedicated 
anti-corruption law enforcement agency, which 
seems to exist in a perpetual state of internal 
dissent even when it is not experiencing "political 
interference" from outside.

"Foreign bribery allegations have not been 
proactively investigated. KNAB therefore needs 
to ensure that its personnel issues do not 
interfere with KNAB’s ability to investigate foreign 
bribery. Latvia should also proactively investigate 
allegations of foreign bribery, as well as related 
money laundering and false accounting. 

Enforcement efforts could be improved through 
increased training and closer co-operation 
between relevant agencies," the OECD said.

The FKTK, Latvia's financial regulator, told  
bne IntelliNews it was reading the report 
carefully. “FKTK works with OECD experts in 
providing relevant information on the regulatory 
framework and oversight trends in the industry. 
On some things we have managed to agree that 
the implemented processes are at a high level, on 
others, as we can see, we have not. We will take 
into account the proposed recommendations and 
will continue negotiations,” FKTK said, stressing 
that it planned strengthening due diligence 
procedures so that banks will have to be sure who 
they are dealing with. 

Central Europe

laws. The money laundering offence should be 
enforced more consistently," the OECD said.

“The media has also reported cases of foreign 
officials allegedly laundering in Latvia the 
proceeds of corruption, fraud and embezzlement 
committed in Afghanistan, Moldova, Kazakhstan 
and Russia. Very large amounts of money – in one 
instance USD 1 billion – were allegedly laundered 
in these cases,” the OECD said.

Toothless
The OECD also uncovered several startling 
rules applied by Latvian regulators that may 
explain their ineffectiveness: banks are given a 
weeks' notice before investigators arrive, people 
considered “politically connected” are no longer 
regarded as such one year after they were last 
in power, and investigators are only interested 
in money-laundering cases involving 20 or more 
people. Even if caught, banks face a maximum 
fine of just €142,000 – peanuts compared to the 
billions of dollars sloshing through its banking 
system. 

Less than 1% of suspicious transactions actually 
find their way onto the desks of the country's 
dedicated anti-graft agency KNAB, the report 
revealed, while understaffed investigators at 
another agency, the Financial Intelligence Unit, 
each have to deal with an average of 850 cases 
per year.

The current regime to counter money laundering 
that is overseen by Latvia's financial regulator 
the Financial and Capital Markets Commission 
(FKTK) “does not adequately address the 
money laundering risks posed by non-resident 
deposits”, the OECD said, before recommending 
a long shopping list of measures Latvia should 
implement to improve its legal and enforcement 
regime, and examine why it is so often the media 
that uncovers money laundering rather than the 
agencies charged with doing so.

It all adds up to a picture of a country that talks 
the talk but doesn't walk the walk when it comes 
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Enel has reached a "general" agreement to sell 
part of its 66% stake in Slovakia’s dominant power 
producer Slovenske Elektrarne (SE) to Czech-
based energy holding Energeticky a Prumyslovy 
Holding (EPH), unnamed sources at Enel were re-
ported to have said on October 22.

Enel started exclusive negotiations with EPH in 
August. The source claims that although Enel 
and EPH have reached an agreement, they still 
need a month to work on the details, according 
to Reuters. 

The exclusive talks were meant to be wrapped up 
on October 16, the newswire claims. The Ital-
ian company has been trying to divest its Slovak 
assets for more than a year, but said in the sum-
mer that it will now sell in two tranches. It has 
suggested since that the first tranche would likely 
involve a stake of around 30%.

EPH, however, denied reports that it has reached a 
basic agreement with the Italian utility. A spokes-
man refrained from discussing the size of stake 
under discussion, the claims that the talks have 
been delayed, or when EPH expects to seal a deal. 

EPH’s entrance into SE will clearly be welcomed 
by Bratislava, the holder of the remaining 34% 

stake. The Slovak government's insistance that it 
intends to take control of the company has put off 
most other bidders.

Enel also received an offer from a Hungarian 
consortium of Slovak refining and fuels 
group Slovnaft – owned by Hungary's group 
Mol – and Hungarian state power holding MVM. 
However, the consortium recently announced it 
is dropping the bid. 

The owners of EPH – from Slovak financial 
group J&T – are reportedly on good terms with 
Prime Minister Robert Fico, and has proven 
it can work happily with his government. The 
Czech-based holding bought EDF Suez and E.ON 
out of their 49% stake in Slovak gas utility and 
pipeline operator SPP in 2013. The state holds 
the majority 51% stake, but EPH maintains 
operational control.

Economy Minister Vazil Hudak said on October 
21 that Slovakia could seek to gain control in SE 
via other means than buying a larger stake from 
Enel. While Bratislava is still looking at increasing 
its shareholding, he said, it could also look at the 
option of changing the shareholder agreement. 
The government has hired KPMG and SPP to 
advise it on a potential acquisition. 

Enel and EPH reportedly 
agree Slovenske  
Elektrarne deal

bne IntelliNews
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Iliescu under investigation 
for 1990 repression

1,000 people, mostly students and intellectuals, 
were beaten and arrested during the two days by 
groups of workers called in by President Iliescu to 
supress the so-called groups of fascists.

A former member of the communist nomen-
klatura, Iliescu had played a crucial role in the 
overthrow of the communist regime in December 
1989 and in the establishment of new democratic 
institutions in 1990.  

bne IntelliNews

Romanian military prosecutors have informed 
former president Ion Iliescu that they are 
investigating his role in the brutal repression of 
protests between June 13-15 1990. Iliescu, at that 
time president, is suspected of crimes against 
humanity.

This is not the first time that Iliescu has faced 
investigation over the events that happened 25 
years ago. During an earlier investigation, started 
in June 2005, prosecutors dropped most of the 
charges against him, including undermining state 
power, propaganda for war, genocide, inhuman 
treatment and complicity to torture.

The case is part of a broader set of investigations 
started in 1998 on the events of June 1990 and, 
broadly, in December 1989 – June 1990, when 
the communist regime was replaced by new 
institutions.

Military prosecutors have also started investiga-
tions into Virgil Magureanu, the head of the in-
telligence services SRI in 1990, also accused of 
crimes against humanity. Former defence minis-
ter Victor Athanasie Stanculescu has been invited 
in for hearings.

On October 21, the prosecution office of the high-
est appeals court in Bucharest announced that 
military prosecutors had resumed investigations 
into the repression of the protests on the morn-
ing of June 13, which resulted in the death of four 
individuals and serious injuries to three others.

The violence was started by groups of workers, 
mostly miners, targeting protestors. More than 
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Slovak investment group J&T Group is 
reportedly set to make a hostile bid for Croatian 
conglomerate Adris Grupa, unnamed sources 
close to the Croatian company have said. 

Adris Grupa is one of Croatia’s most successful 
companies and it has become even more 
attractive after it managed to sell its tobacco unit 
TDR to British American Tobacco (BAT) earlier 
this year. The equity value of the transaction 
was  €505mn. Adris Grupa is also active in 
tourism, insurance, fish farming and real estate.
 
Adris Grupa declined to comment on the 
information and only confirmed that the Slovak 
investment fund had proposed a meeting to Ante 
Vlahovic, head of the management board, who 
is also the biggest shareholder in the company 
with a 20.4% share. Vlahovic, however, declined to 
meet the fund’s representatives, Adris Grupa said 
in a statement.

Plinio Cuccurin, former board member of 
Adris Grupa and owner of a 12.9% stake in 

the company,  has reportedly signed an option 
contract with J&T which will be made public only 
after the takeover is completed, Glas Istre reports. 
The daily claims that the Croatian company’s 
shareholders have been put under pressure 
to sell their stakes now the company is “full of 
money” after the sale of its tobacco unit.

The daily speculates that if the takeover succeeds 
and the company’s operations are restructured, 
a huge amount of capital will leave the country 
instead of being invested in Croatia. Adris 
Grupa has planned investments worth HRK4bn 
(€524.4mn) in its core businesses. All of the 
planned investments in tourism, insurance (Adris 
Grupa owns a majority share in Croatia’s biggest 
insurer Croatia Osiguranje) and fish farming, as 
well as jobs in the country, would be put at risk.

J&T investment group is mainly active in 
private and retail banking, asset management, 
investment banking and project financing. It is 
present in Slovakia, the Czech Republic, Croatia 
and Russia. 

Adris Grupa fears J&T 
hostile takeover

bne IntelliNews
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financial and the energy sectors are the most 
pessimistic.

While the comments on Russian policy were 
hard to obtain, Global Counsel notes that those 
collected concerned mostly the food embargo and 
the policies affecting the financial sector.

At the same time a number of large players are 
“doubling down” and expanding their operations 
despite the pessimistic outlook, but the authors 
of the report are not sure whether such strategies 
will be sustained, given the uncertainty stemming 
from the external environment and internal policy.

“The next 18 months are likely to be critical in 
determining whether more international investors 
double down or pull back from the Russian 
market,” commented Gregor Irwing, chief 
economist of Global Counsel.

If the external environment does not improve 
then the number of foreign firms reducing their 
exposure to Russia is likely to increase.

While Russia has always been a tough place to do 
business, if often a profitable one, the combination 
of sanctions, low oil prices and volatile public 
policy is now testing the nerve of “even the most 
seasoned foreign investors", Irwing concludes. 

Eastern Europe

Multinationals pessimistic 
on Russian market

bne IntelliNews

Large investors are pessimistic about the outlook 
for the Russian market, according to a report 
by Global Counsel, which shows that some are 
reducing their exposure.

Although some groups are holding their options 
open, and some are even seizing counter-cyclical 
opportunities, unless the business environment 
improves more groups will step back from the 
Russian market, the London-based strategic 
consultant said on October 19.

The report asks 46 of the biggest international 
investors on how they perceive the turbulent 18 
months since the beginning of 2014, in which 
sanctions have been imposed, oil prices fallen and 
Russian policy has been volatile.

Six times as many correspondents view the 
Russian market negatively than those viewing it 
positively, making a “bleak assessment”, driven by 
both structural and cyclical factors.

Nevertheless, there are twice as many companies 
committed to expanding its presence in the 
Russian market as those planning to reduce it. 
Still, the largest group of respondents are either 
holding still or not reporting any changes.
Across sectors, healthcare had the most 
optimistic assessments of the market, while the 

© Global Counsel 2015 

Multinationals in Russia in 2015
In their own words
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secretary respectively of the National Defence and 
Security Council, first deputy prime minister Ser-
hiy Arbuzov, and members of the family of former 
prime minister Mykola Azarov, who all paid vast 
sums in cash for the secretive luxury flights.

The Business Airlines website has since been taken 
down, but remains available in archive form along 
with a 2014 company presentation. Crosschecking 
the 2014 airfleet with flight data for the immediate 
aftermath of the Maidan massacre of February 20, 
2014 reveals that the jets flew numerous flights out 
of Kyiv to Donetsk on February 20-24, as well as 
further afield to Europe and Russia.

Although there is no personalised data available 
showing who flew when and where between 
February 20 and February 24, the pattern of flights 
of the Ukrprominvest planes certainly suggests a 
mass exodus from Kyiv of Yanukovych's wealthy 
allies, fearful of retribution after the massacre that 
left up to 50 opposition protestors and police dead.

Yanukovych fled his residence near Kyiv on 
the night of February 21, after a truce with the 
opposition failed to hold. He flew by helicopter to 
Kharkiv in East Ukraine, before travelling by road 
via Donetsk to Crimea, from where he left by ship 
to Russia.

At the time, however, Yanukovych was widely 
reported to have flown out of the country to Dubai 
on what was supposed to be his private Airbus 
318 with registration number OE-ICE, which flew 
to Dubai from Kyiv at 9:55pm on February 21 – 
immediately after opposition protestors on the 

Poroshenko’s VIP jets 
flew Yanukovych cronies 
into exile after Ukraine 
massacre

Graham Stack in Kyiv

Private jets linked to the business empire of 
current Ukrainian President Petro Poroshenko 
and his partners Igor Kononenko and Oleh 
Gladkovsky helped evacuate the Donetsk elite 
allied to exiled president Viktor Yanukovych 
from Kyiv, following a massacre of opposition 
protestors on February 20, 2014, according to a 
bne IntelliNews investigation.

While Ukraine froze in horror in the hours after 
the Maidan violence on February 20 last year that 
left up to 50 dead in murky circumstances, one 
business sprung into action: Ukraine's market 
for VIP flights. A horde of cronies of Yanukovych 
followed their leader's flight from Kyiv to their 
stronghold in Donetsk or to their luxury retreats 
abroad, ironically with many of them leaving Kyiv 
on private jets operated by the Ukrprominvest 
empire, which was founded by Yanukovych's 
successor, President Poroshenko, together with 
his partners Kononenko and Gladkovsky.

The three men have filled the power vacuum 
left in Kyiv by the exile of the Donetsk clique: 
alongside Poroshenko as president, Kononenko 
became boss of the Bloc Petro Poroshenko 
parliamentary group, the largest political force, 
while Gladovsky is now first deputy secretary of 
the National Security and Defence Council, with 
oversight over the sprawling defence industry.

As bne IntelliNews has shown, top Yanukovych 
cronies were frequent fliers on the Ukrprominvest 
planes (known as Business Airlines) between 2010 
and 2014, including hardliners such as Andriy 
Kluyev and Nestor Shufrich, secretary and deputy 
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the Business Airlines catalogue, flew at 10:55am 
from Kyiv Zhuliany to Donetsk on February 20, 
and again at 5:25pm. OE-HAS, a Gulfstream 200 
jet, flew Kyiv-Donetsk at 11pm on February 20, 
again at 4:00am on February 21 and at 5:00am on 
February 22. OE-GLF, a Gulfstream 150 jet that 
featured in internal Business Airlines documents, 
flew Kyiv-Donetsk at 9:55am on February 20, after 
having flown to Vienna earlier in the day. OE-GLF 
then flew from Donetsk to Belgorod in Russia on 
February 22.

UR-DWL, a Cessna Citation jet, flew from Kyiv to 
Donetsk at 6:45pm on February 20, and then on to 
Kharkiv, before flying from Kyiv Borispol to capital 
of Ukraine's Crimea peninsula, Simferopol, on 
February 21.

Many Business Airlines-linked jets besides OE-
ICE took their clients to retreats in Western 
Europe or Russia during the dying days of the 
Yanukovych regime. Cessna OE-GBY flew out 
of Kyiv to Barcelona in the morning of February 
20, and was back in the evening to fly to Egypt's 
Sharm-el-Sheik, then to Catalonia's Girona on 
February 21, to Vienna and Nice on February 22, 
and to Barcelona again on February 24. TC-DAK 
then flew to Nice on February 21, to St Moritz on 
February 22 and to Moscow's Domodedovo airport 
on February 23.

According to Valentyn Nalyvaichenko, former 
head of Ukraine's security service SBU, it is 
Ihor Kononenko, deputy head of Bloc Petro 
Poroshenko, who directly supervises the Business 
Airlines/Intraco private jet business. Kononenko, 
though, has denied any connection to the 
business. “I am not a beneficial owner or director 
of the companies mentioned in your query,” he 
has told bne IntelliNews.

Kononenko said that the leak of incriminating 
documents to the press was linked to the ongoing 
local election campaign. “Unfortunately, made-
to-order scenes on TV, articles in newspapers 
and magazines, but most of all on Facebook, have 
become commonplace in our society,” he said. 

Maidan rejected a EU-negotiated peace deal.

While the information was erroneous, the plane 
proves to be linked to Yanukovych's successor as 
president, as part of the Business Airlines fleet, 
according to the 2014 company presentation. It is 
not clear who were the actual passengers.

The conspicuous OE-ICE flight was just one of 
a score out of Kyiv on February 20-24 that were 
flown by the Business Airlines fleet – as identified 
from the company website, as well as from inter-
nal documents relating to the operation's offshore 
vehicle, Intraco Management, that were leaked to 
the Ukrainian press.

The busiest of the luxury jets was Cessna Citation 
jet TC-LLL. According to international flight data 
seen by bne IntelliNews, TC-LLL flew to Donetsk 
from Kyiv's Zhuliany airport at 11:30am on 
February 20 – about two hours after the gunfire on 
the Maidan peaked, and as the scale of the violence 
became clear. The plane returned immediately to 
Kyiv, before flying to Sochi at 6:30pm. Sochi was at 
the time the scene of Russia's showcase Winter 
Olympics, and the temporary seat of Russian 
President Vladimir Putin and his Kremlin elite, who 
had backed Yanukovych and his corrupt regime.

TC-LLL was back in Kyiv from Sochi on the night 
of February 20, before flying again to Donetsk at 
10:25am on February 21, as frantic talks were 
taking place in Kyiv to reach a peace deal between 
the embattled Yanukovych regime and the 
opposition. TC-LLL then returned to Kyiv and flew 
again to Donetsk from Kyiv's Borispol airport at 
4:15pm on the same day.

UR-DAV, a Dornier 328-300 jet listed in internal 
documents for Business Airlines/Intraco 
Management, flew from Kyiv's Borispol airport 
twice to Donetsk on February 20, at midday and at 
4:40pm, and a third time on February 21, before 
flying to Moscow's Domodedovo airport from 
Donetsk at 4:40pm on February 22.

OE-IDB, an Embraer Legacy 600 jet featured in 
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events requires a great deal of surmising, for 
not only does Baku rarely account to the public 
for its political acts, but it has stifled dissent 
and criticism to such a degree that independent 
observers do not dare express their opinion about 
politics for fear of repercussions. However, one 
thing is certain: Aliyev has become disenchanted 
with the performance of his security staff and 
is purging the ministry of Mahmudov's trusted 
employees and allies, which might affect the 
effectiveness of the MNS in the short term.  

Furthermore, by attacking a powerful and con-
nected minister like Mahmudov, Aliyev is reaffirm-
ing his power and control over the country, a week 
before Azerbaijan is scheduled to hold parliamen-
tary elections. Mahmudov's influence in Baku, 
Moscow, Ankara and Jerusalem had gradually 
increased over the last decade, and as it did so 
did his personal fortune and that of his family. His 
clan, however, was not as powerful as the more 
notorious Pashayevs, Mammadovs, or Heydarovs, 
making it an easier target. 

"Therefore, while he was definitely influential, 
he could be disposed of, and that is exactly what 
Aliyev did", Vadim Mukhanov, senior fellow at the 
Centre for the Caucasus and Regional Security 
at the Moscow State Institute of International 
Relations, told bne Intellinews. "Aliyev might want 
to dispose of some of the other ministers that 
have become larger than life, but he cannot do 
that at the moment because they have a lot of 
support from their clans," he added. 

Based on the sensitive timing, less than two 
weeks before the parliamentary elections, Aliyev 
might also be trying to appease his electorate 
by chastising a ministry that has become 
synonymous with brute force and corruption in 
the country. Reports of small businesses being 
unlawfully raided by the MNS and fearful owners 

Eurasia

A purge in Baku

bne IntelliNews

An ongoing purge at Azerbaijan's Ministry of 
National Security (MNS) has sent the Baku 
rumour mill into overdrive and is raising questions 
about the future of the MNS and Aliyev's plans for 
the power circles that are forming in the country. 

On Saturday, October 17, President Ilham Aliyev 
dismissed the country's security minister and 
his former ally, Eldar Mahmudov, right after 
returning from a summit in Kazakhstan, where 
Commonwealth of Independent States (CIS) 
heads of state had gathered to discuss, among 
other things, the threat of Islamic terrorism 
behind closed doors. He did so through a 
brief announcement posted on the website of 
the Azerbaijani presidency, which offered no 
explanation whatsoever for the dismissal.

On October 18, there was an emergency meeting of 
the country's Security Council, according to haqqin.
az. On the same day, Turan news agency reported 
"unusual" activities at the MNS headquarters; 
a usually shut main gate was wide open, cars 
were going in an out, and people with briefcases 
and folders were reportedly seen as leaving the 
building. "It looked like seizure of documents was 
taking place inside," the source reported. 

Then, on October 20, seven high-ranking MNS of-
ficials were arrested, four of them working at the 
ministry's monitoring centre, in charge of listening 
to private telephone conversations, among other 
things. The charges brought against them were 
extortion of private business people and embezzle-
ment. On the same day, Aliyev also appointed a new 
deputy security minister in the person of former 
Deputy Justice Minister Madat Guliyev. On October 
22, three more employees of the monitoring centre 
were placed under arrest with similar charges. 

The investigation is ongoing and there will likely 
be more arrests. Trying to make sense out of the 
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Mahmudov took out a large loan from IBA, which 
he was unable to repay. 

"This is not the first time Mahmudov falls out of 
favour with the president," Mammadov's post 
reads. "Once, he blackmailed a business for a 
large sum of money, and did not pay it back, and 
he came close to being fired when Aliyev found out. 
He got out of that by paying the money back with 
interest. Now, he took out large amounts of money 
from IBA, which went to third countries through 
the bank of the minister’s cousin, Chingiz Asadul-
layev, the owner of Azerigasbank. Mahmudov also 
established powerful personal ties with the Israeli 
intelligence, something that could not but concern 
Moscow. Moscow may have dug out some seri-
ous discrediting evidence about the minister, and 
informed the president about it during his latest 
trip. The minister also defended other well-known 
ministers from the presidential administration,” the 
ex-ambassador's Facebook post read. 

Mammadov concludes that the Israeli intelligence 
will be affected by Mahmudov's dismissal; that the 
position of some of the other powerful ministers in 
Azerbaijan (Minister of Transport Ziya Mammadov, 
Minister of Emergency Situations Kamaladdin 
Heydarov, Minister of Telecommunications Ali 
Abbasov) will be weakened, and it will make it 
easier for Aliyev to "swallow" them; and that the 
MNS will be weakened.

“Given that the MNS consisted of the minister’s 
close people, that office, just like the foreign minis-
try, will lose its working capacity for a long period. 
It is well known that a significant number of that 
ministry’s staffers – loyal to the minister person-
ally – work in the country’s embassies abroad. It is 
possible that some of them follow the diplomats’ 
example and refuse to return applying for a politi-
cal emigrant’s status,” the post continued. 

Another voice who spoke about the case, former 
MNS employee Arastun Orujlu, also points to Mah-
mudov's financial problems as the cause of his dis-
missal. "He invested billions of the top leadership's 
money in Russia through his employees, but those 

being forced to pay hefty bribes to avoid being 
thrown in jail under fabricated accusations or, 
worse, having their safety or that of their families 
threatened by the state's spies, abound, and they 
might have undoubtedly reached Aliyev's ears. 

But while the accusations of embezzlement and 
extortion could very well be true, and Mahmudov 
might have become so powerful that his presence 
became more of a liability than an asset to 
Aliyev, those cannot be the only explanation 
behind the arrests. Rather, some or all of the 
below are possible factors that precipitated 
this sudden and profound purge: MNS' failure 
to perform its security functions because its 
officials were too busy pursuing private interests; 
misappropriated funds from Azerbaijan's largest 
bank, the International Bank of Azerbaijan (IBA); 
a withdrawal of Russian support for Mahmudov; 
and the former minister's scheming to obtain 
support from Turkish President Recep Tayyip 
Erdogan to become prime minister, news of which 
was reportedly badly received by Aliyev. 

Mahmudov appeared to be a stereotypical 
figure on Azerbaijan's political scene: a career 
security bureaucrat, he had worked with the 
Ministry of Internal Affairs between 1980 and 
2004, when he was appointed minister of 
security. He represented the country frequently 
at international security conferences and 
seminars, and continued to do so until as recently 
as October 9. He had even received an honour, 
the Azerbaijani Flag Order, for preserving stability 
and social order and fighting crime. He was also 
renowned for being a close ally of Aliyev's. 

But behind a rather uninteresting appearance, 
Mahmudov had numerous private business inter-
ests. " Mahmudov was more a businessman than 
a head of special services," a haqqin.az editorial 
claimed after the minister's dismissal. A well-
connected individual, he was related to the former 
IBA chairman, Jahangir Hajiyev, who is currently 
reportedly in jail. According to a Facebook post 
by Arif Mammadov, former ambassador of the 
Organisation of Islamic Cooperation at the EU, 
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counter-terrorism partners, according to haqqin.
az, which constituted an utter failure on MNS's 
part to protect national security. That is despite 
the fact that it is well-known in Baku that the 
nearby industrial town of Sumgait, which is mainly 
populated by working class people, has become a 
recruiting hotbed for Islamic terrorist groups.  

But regardless of the reasons behind Mahmudov's 
dismissal, it is a positive development, according 
to an expert who spoke to bne Intellinews, but 
asked not to be named. "During his 10-year 
tenure at the MNS, the ministry became a tool for 
repression, and for spreading fear in the society. 
His dismissal may mean that the ministry might 
be reformed in the future," he said. 

billions were lost because of the sanctions against 
Moscow. In addition, Mahmudov reached out to 
Erdogan's close circles with the help of his busi-
ness partner, a well-known billionaire in Turkey. He 
tried to get the Turkish president's support to be 
appointed prime minister. Ilham Aliyev did not like 
this; however, no one touched Mahmudov because 
of Russia's support," Orujlu believes. "This time, it 
was Moscow that surrendered him," he concluded 
in an interview with haqqin.az. 

While Mahmudov was busier handling cash 
than information, his work suffered. Several 
arrests of Azerbaijani terrorists who fought with 
Islamic State in Syria and Iraq this year had 
to be performed by Azerbaijan's international 

meeting with Surkov. "If I understand correctly, no 
such statement was made specifically during the 
meeting," he said, adding that "South Ossetia is 
an independent state, which has been recognised 
by the Russian Federation and with whom we have 
diplomatic relations." He refused  to elaborate on 
the Kremlin's position on a referendum.

South Ossetia is a Georgian breakaway region that 
declared its independence in September 1990, 
but which is internationally recognised as being 
part of Georgia. It is de facto almost completely 
dependent on Russia, with which it signed a 
"treaty of alliance and integration" in March, thus 
further cementing its dependence on the Kremlin.
Russian troopes still patrol the region's border 
with Georgia, as they have done since the 2008 
war between Russia and Georgia. 

South Ossetian leader 
plans referendum on 
joining Russia

bne IntelliNews

South Ossetian leader Leonid Tibilov said his 
breakaway region will hold a referendum to join 
the Russian Federation, after a meeting with 
Vladislav Surkov, the Russian presidential aide on 
relations with Abkhazia and South Ossetia.

“Pursuant to today’s political realities, we should 
make our historic choice, join our brotherly 
Russia and guarantee security and prosperity 
for our republic for centuries,” Tibilov said. He 
did not specify when the referendum would take 
place, but added that "all the steps in terms of 
implementation of referendum results will be only 
be made in agreement with the Russian side".

In response, Kremlin spokesman Dmitry Peskov 
told the Itar-Tass news agency that no mention 
of a referendum had been made during Tibilov's 
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Opinion

Chris Weafer of Macro-Advisory

The countries that border the Caspian Sea share 
a great deal of common history and culture. 
At one point Turkish influences dominated the 
region, while during the pre- and early-Islamic 
period Iran was the premier political and cultural 
influence. In more recent times, Russia and the 
Soviets exerted the greatest influence and shaped 
many of the current political, administrative and 
economic structures we see in the Central Asian 
and Caucuses states. 

In the future the region, now referred to as the 
Caspian Corridor, is set to become much more 
important, not least because it is the critical link 
in China’s ambitious Maritime Silk Road project 
and also because of the return of Iran as an 
important regional power. India is also starting to 
be less insular and is looking to expand both its 
political and economic influence in the region.

In aggregate, if we include only the Russian 
population west of the Urals and the Iranian 
population in the northern half of that country, 
the total number of people in the “Corridor” is 
over 200mn and the combined nominal GDP is 
$2.9 trillion, based on 2014 data. On a purchasing 
power parity (PPP) basis the combined GDP is $5.6 
trillion, which places it between India and Japan on 
the World Bank’s GDP/PPP ranking. The Corridor 
is also where 17% of the world’s oil reserves and 
46% of its natural gas reserves is to be found.

Today, the countries of the region have more than 
a shared history; they are all grappling with many 
similar economic issues and also have some 
opportunities that are not only cross-border, but 
which will only be fully realized if all of the states 
work together.

The first obvious common problem is that all are 
hydrocarbon dependant states and are therefore 
suffering the effects of reduced budget revenues. 
Budget revenues in all states are close to, or 
above, 50% of the total. The figure for Iran was 
previously much higher but has been reduced due 
to the impact of sanctions which forced a cut of 
almost 1 million barrels of daily oil exports. 

The decline of more than 50% in the price of 
oil, and the associated contagion to gas prices, 
means that while all (ex-Iran) enjoyed budget 
surpluses and rising financial reserves up to this 
year, they are all now running deficits and have 
had to dip into savings plus cut spending. That has 
contributed to the much slower pace of growth 
expected in the region this year and next.

The second problem is the contagion from the 
region’s dominant currency, the ruble. The sharp 
drop in the exchange rate of the Russian ruble 
boosted the competitive position of Russian 
products while making it more difficult for 
producers in Central Asia and the Caucuses to 
sell to the Russian market. Kazakhstan has been 
forced to respond by moving to an almost free-
float regime while Azerbaijan and Turkmenistan 
have had one-off devaluations of their controlled 
currencies. It is expected that those countries will 
have to devalue again in the coming months while 
the ruble, Rial and Tenge are expected to weaken 
further into the end of this year.
 
The forced devaluations have led to increased 
risks in the banking systems of the three smaller 
nations as a result of the high content of foreign 
exchange (mostly US dollars) in their loan 
portfolios. The threat is of a large spike in non-

MACRO ADVISOR: 

Caspian Corridor – shared 
problems, shared opportunities
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performing loans (NPL), which would then force 
banks to try to raise more capital or seek rescue 
loans from their respective governments. Banks 
in Azerbaijan and Kazakhstan are especially 
affected, albeit the Astana government has 
promised to use some of the Sovereign Wealth 
Fund to compensate depositors. 

The recession in Russia is also having a negative 
effect on regional economies due to reduced 
demand for imported goods from its neighbours. 
None of the other economies has any significant 
exposure to worker remittances from Russia, but 
other countries in the region with which they trade 
do and, as a result, the fallout from Russia has 
also had another knock-on effect. The slowdown 
in China’s growth has had a negative effect on 
the price of most commodities, which in turn has 
cast a great deal of uncertainty over the region’s 
growth. That has hit investor sentiment and 
contributed to a slowdown in inward investment, 
especially outside of large oil and gas projects.

The forced currency devaluations and weakening 
economies have hit the general population hard 
across the region. This has cut the spending power 
of local currency savings and also fueled inflation 
growth and, particularly in the case of Kazakhstan, 
raised the cost of debt servicing. There has also 
been an increase in job losses and wage growth 
has slowed sharply in all of the Caspian economies. 
The upshot of all this has been a drop in disposable 
incomes, a fall in living standards and, according to 
opinion polls, an increase in public dissatisfaction. 

Kazakhstan has responded to the threat of the 
economic decline leading to social problems with 
the promise of financial compensation. This threat 
was also the main reason why the country brought 
the presidential election forward by almost 18 
months. The Azerbaijan government’s response 
has been to adopt a greater nationalist stance, and 
put the rejection of Western criticism of political 
trends and also the increasingly dangerous conflict 
on the border of Nagorno-Karabakh.

Russia’s monetary policy response to the oil price 

decline has flip-flopped between hawkish and 
dovish. The Central Bank of Russia spiked its 
benchmark rate to 17% in mid-December and then 
salami-sliced it back to 11% over the first half of this 
year. It has now shifted back to a hawkish stance 
while waiting for inflation to ease. Kazakhstan and 
Iran have followed the hawkish path and boosted 
their respective benchmark rates to 16% and 21% 
respectively. Both fear inflation and social instability 
more than slowing growth. Azerbaijan has gone in 
the opposite direction and cut its benchmark rate to 
3% this year. The impending parliamentary elections 
in early November no doubt being a factor.

But apart from the shared problems, the countries 
of the Caspian Corridor also have some common 
opportunities. The most obvious of those currently 
are linked to China’s programme to build an exten-
sive transport web to allow it more efficiently to get 
its goods to markets in Europe, Africa and the Mid-
dle East, while also securing raw material import 
routes. Plans are already in place, some already 
constructed, to build rail links across Kazakhstan 
to the other regional states and, from there, to des-
tination markets. That will allow transit states to 
build logistics centres, as well as take advantage of 
the extensive transport network for their own trade.

The expected return of Iran to the global market 
also offers potential for expanded trade within the 
Caspian Corridor countries, but also to benefit 
from Tehran’s plans to build its own export 
infrastructure to global markets.

Right now, the region is of greater interest to 
strategic investors in transport, hydrocarbons 
and other extractive industries. This is where the 
available opportunities are most visible. But as 
the countries eventually stabilize their respective 
economies and start to focus on the opportunities 
offered by China, Iran and India, plus the need 
to reduce future hydrocarbon vulnerability, more 
sectors will open up. The Caspian Corridor 
is never going to replicate the Asian Tiger 
economies, but for investors in the right sectors 
and with the right approach, this is a region that 
will be very profitable over the next decade. 

businessneweurope I Page 21October 23, 2015 



bne: 
Infrastructure

Weekly Lists

EPH mulls IPO of new 
infrastructure division    

Energeticky a Prumyslovy Holding (EPH) will reorganise its Central 
European infrastructure assets under a single holding company, 
and could look to sell - or even list - the business, the Czech-based 
energy group announced on October 22.

EP Infrastructure (EPIF) will hold controlling interests in a number 
of businesses operating in gas, heat and power. That includes gas 
transporter SPP, which operates the Slovak section of the main 
overland route carrying Russian gas exports to Europe.  Further 
than that, EPH suggested it could be ready to sell a minority stake 
in EPIF, and even that it could seek an IPO. 

 The suggestion that EPH could sell a stake in EPIF suggests, 
as has long been speculated, that the holding may be struggling 
with debt. It has been on a buying spree over the past few years, 
borrowing heavily to snap up assets to turn itself into a regional 
heavyweight.
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Sumitomo to build 
432MW Turkmen plant

 
                                

Japanese company Sumitomo Corporation is expected to 
sign a contract with the Turkmen state-run power company 
Turkmenenergo for the design and construction of a 432MW power 
plant in Turkmenistan’s Lebap Region, according to a statement on 
the Turkmen government’s website.

The government plans to increase electricity exports to 6.9bn kWh 
a year by 2020 from the current approximate export levels of 2.8bn 
kWh a year, news website Trend.az reported on July 31, quoting 
the local state-run newspaper Neutral Turkmenistan. Turkmen 
authorities are currently working to expand exports of electricity to 
Afghanistan, Iran and Turkey, Trend.az reported.

The new power plant will be constructed as part of a blueprint for 
the development of the electric power industry of Turkmenistan in 
2013-2020, which focuses on improving the production capacity of 
the country’s electric power industry.

Overall, the country plans to increase electricity production to 
27.4bn kWh by 2020 and 35.5bn kWh by 2030, according to Trend.az.
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Russian media representatives have slammed a draft bill that 
would force media to declare foreign funding except from advertis-
ing and share capital to state regulators or face possible closure.

Objections were raised during a debate in the State Duma lower 
house of parliament, Interfax news agency reported on October 22 
.
If passed into law in its current form, the bill would be another blow 
to media freedom in Russia, say critics. This requirement could be 
used to close media outlets, head of the legal department of the 
business daily Vedomosti, Vladimir Rumyantsev, told the Duma's 
information policy committee, according to the news agency.

For instance, media organizations will have to check the nationality 
of subscribers to comply strictly with the bill, Rumyantsev said.
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Russian media bill 
slammed

bne:TMT

REX Global buys stake 
in ‘Russian iPhone’

 
                                

Vimpelcom considers 
hiving off telecom 
towers

 
                                

Hong Kong-based REX Global Entertainment Holdings has bought 
a 65% stake in the maker of the double-screened 'Russian iPhone', 
Yota Devices, for $100mn, the company's CEO Vladislav Martynov 
said on October 21.

Martynov said that REX Global could inject $50mn to fund the third-
generation Yota phone, and their knowledge of the Chinese market 
could boost sales there. The remaining shares in Yota are owned 
by Rostec, a Russian state-owned defence and technology agency 
(25.1%), and managers including Martynov (10%).

The YotaPhone, featuring an LCD screen on one side and an e-ink 
'paper' screen on the other, was Russia's first contender on the 
global smartphone market.

Russia's third-largest mobile provider VimpelCom is considering 
selling or holding an IPO of about 50,000 phone towers in Russia 
and FSU countries, Bloomberg reported on October 21, citing un-
named sources.

Reportedly the operator lined up advisers including UBS Group, BoA 
Merrill Lynch, and TAP Advisors to explore the option of raising up to 
$5bn from the infrastructure portfolio, seeking to cut costs and debt.

Another option would include setting up a holding with an industrial or 
financial partner to manage infrastructure assets in Russia, Ukraine, 
Kazakhstan, Armenia, Kyrgyzstan, Uzbekistan, Tajikistan, and Georgia.
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RBI to revive sale 
of Polish unit after 
election

         

Raiffeisen Bank International (RBI) will restart efforts to sell its 
Polish unit following the election on October 25, the Austrian 
lender's CEO says.

The move signals that the Polish banking sector hopes the 
election - whichever way it goes - will end the uncertainty that 
has haunted lenders this year. The long-delayed threat of a big hit 
on banks' Swiss franc loan portfolios has made valuations all but 
impossible, scuppering M&A in the sector.

RBI put its bid to sell Raiffeisen Polbank on hold in July, citing 
such risk. However, Karl Sevelda said at a press conference late 
on October 20 that the bank will strip out Polbank's €3.2bn worth 
of Swiss franc loans and hold them on the parent’s books.
That will leave Polbank with total assets of €10bn, according to 
Erste Bank analysts

IBA closes its Islamic 
banking division

Scandal-hit International Bank of Azerbaijan (IBA) has closed 
its Islamic banking department, according to the department's 
manager Behnam Gurbanzade cited by Reuters. No reasons were 
provided for the closing of the department that managed $526mn 
worth of Islamic assets at the end of 2014, up from $160mn a year 
before. 

Set up in April 2013, IBA's Islamic banking division was seen as 
a very promising niche investment business, that would not only 
pave the way for Islamic banking in Azerbaijan, but also in other 
neighbouring countries in Central Asia. Furthermore, its closing is 
untimely, seeing how sanctions on neighbouring Iran, which has the 
second largest Islamic banking assets in the world after Malaysia, 
are expected to be lifted by early 2016. 

State-owned IBA has been at the centre of the biggest corruption 
scandal in Azerbaijan in recent years. In May, its former chairman, 
Jahangir Hajiyev, resigned and was jailed for mismanagement, 
and a large-scale investigation of IBA's lending activities led to the 
detention of several high-profile business executives in Baku, such 
as Nizami Piriyev, owner of Azmeco, the country's largest methanol 
plant.

bne:Banker

businessneweurope I Page 24October 23, 2015 



Below is a selection of stories from bne's lists. bne offers a variety of daily, weekly and monthly lists to 
subscribers, including: daily lists for Russia, Turkey, Ukraine, Central Europe, Southeast Europe and Eurasia; 
the weekly lists Banker, Deal, Credit, Investor, Stocks; and monthly lists Real Estate and Infrastructure. 
For more information, please visit the website at www.bne.eu.

Weekly Lists

Bulgarian 2014 budget 
gap more than doubles 

The collapse of Corporate Commercial Bank (Corpbank) last year 
and the subsequent payout of insured deposits by the Bulgarian 
Deposit Insurance Fund (BDIF) has resulted in a huge budget deficit 
for Bulgaria, according to revised data, announced on October 21. 
However, the government debt level remained largely unchanged.

Following an analysis by Eurostat in cooperation with the Bulgarian 
National Statistics Institute, BDIF has now been reclassified inside 
the general government, leading to an increase in the 2014 budget 
shortfall to 5.8% of GDP from previously estimated 2.8%, the two 
institutions said in separate statements. Thus, Bulgaria, which has 
long been praised for its macroeconomic prudency, racked up the 
fourth largest budget gap in the EU after Cyprus (8.9%), Portugal 
(7.2%), and Spain (5.9%).

In nominal terms, the 2014 deficit was revised up by BGN2.6bn 
(€1.3bn) to BGN4.8bn. BDIF has paid out some BGN3.66bn to 
guaranteed depositors in the country's once-fourth-largest-
bank since December 4, 2014.

S&P lifts Ukraine out  
of default

Standard and Poor's has raised its foreign currency sovereign 
credit rating for Ukraine from selective default (SD) to 'B-/B', on 
Ukraine's completion of a distressed debt exchange operation, the 
rating agency announced on October 19. The new rating is defined 
as "highly speculative" and with S&P analysts estimating Ukraine's 
GDP fall in 2015 at a whopping 15%, Kyiv is not out of the woods yet.

The upgrade is another sign that Ukraine's economic collapse 
is bottoming out, but that there is a long road to be travelled 
to restore stability and growth. 

“The raising of the ratings to 'B-' reflects the government's gradual 
implementation of reforms that support fiscal, financial, and 
economic stability, alongside improvement in some of Ukraine's 
external indicators, including its increasing international reserves,” 
S&P analysts write. “As a result of the debt exchange, Ukraine 
has restructured about $15 billion of foreign public debt, with a 
20% reduction in principal. This reduces Ukraine's gross financing 
needs by $8.5 billion in the next four years, with equal reductions 
for the country’s external financing needs.” 
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