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something that the disposal programme starts to address. 

“A bank of our size should be more focussed,” Karl 
Sevelda, RBI’s chief executive since June 2013, told bne 

IntelliNews recently, while adding "what we want is a more 

balanced structure".
RBI claims that its diversity helped it stay profitable in the 

past, notably during the global financial crisis, as not all its 

markets turned down at the same time or pace. But today 

RBI is exposed to several of the most problematic markets 

in the region at the same time, putting severe pressure on 

management resources. Jiri Stanik, founder of consultants 

Helgi Analytics, argues that RBI is spread too thinly. “Right 

now that looks a potential problem,” he says.Its current crisis has also demonstrated that, despite its 

diversity, in reality it is dependent on a few key markets, 

notably Russia. Even in 2014 Russia provided almost a 

quarter of group net interest income. “They are extremely 

dependent on a few markets,” says Patrick Rioual of Fitch 

Ratings, which cut its rating for RBI to 'BBB' with a negative 

outlook in May.

The contrast with Erste’s strategy is revealing. Austria's second 

largest bank started expanding into CEE much later than Raif-

feisen, making its first big step only in 2000 with the acquisi-

tion of Czech retail bank Ceska Sporitelna. It has remained 

focused on retail banking in Central Europe, and is among the 

largest banks in the Czech Republic, Slovakia and Romania.
RBI grew by setting up grassroots corporate-focused 

operations throughout the region and only belatedly tried 

Raiffeisen Bank International is stuck in the slow lane

R aiffeisen Bank International (RBI) has become the 

sick man among the international banking groups 
that dominate Central and Eastern Europe.RBI was the banking pioneer in the region, leading Austrian 

and other multinational companies into the new markets 

that opened up after the collapse of communism in 1989. It 

still ranks second in terms of assets among the (non-Russian) 

banks in the region and it has the most wide-ranging 

network, with operations in 15 countries, many of them 

frontier markets such as Kosovo and Belarus.But after making its first loss last year, RBI announced plans 

in February to scale back its operations, in an attempt to 

boost its core capital ratio to keep up with its peers. The 

disposals will relegate it to fourth place among the non-

Russian banks operating in the region in terms of assets. The restructuring plan has steadied RBI’s share price – which 

had hit a low of €8.81 at the end of January – though it is 

still a third down on a year ago at around €13. This gives 

it a market capitalisation of just €3.8bn, a multiple of less 

than half its book value. Its upstart Austrian rival Erste Bank 

Group, which trades at just over book value, is now more 

than three times larger in terms of market capitalisation. Making your own luckRBI’s woes are partly a result of bad luck. In Ukraine, the 

annexation of Crimea by Russia has forced it to sell its 

branches there and shutter those in the east where the 

conflict is raging, which has helped make 54% of its loans in 

the country non-performing. High levels of problem loans in 

other key markets such as Croatia, Romania and Hungary, 

together with adverse currency movements in Russia and 

Ukraine, plus bank levies and forced conversion of Swiss 

franc loans in Hungary, have all led to losses that the rest of 

the network could not counter-balance. But sometimes you make your own bad luck. The sheer 

diversity of the bank’s operations has become a weakness, 

Robert Anderson in Prague

to follow Erste’s fast growth by switching to acquisitions 

and prioritising retail banking. Among the mid-sized or 

larger markets in the region, it only ranks among the top 

three banks in Slovakia. “You have to have scale in this 

business,” says Stanik. “And the biggest growth is in the 

retail business. Overall the strategy of Erste was the  

right one.”

RBI has finally been forced into a long overdue strategic 

rethink by the higher capital requirements imposed by 

European and Austrian regulators in the wake of the global 

financial crisis, and the growing incredibility of its claim that 

it could meet these requirements purely by profit retention at 

a time when it is hardly making any.The key questions now are whether it has done enough to 

satisfy investors and regulators, and will it be able to keep its 

place among the leading banks in the region?Shrinking plansUnder its restructuring plan, RBI will sell its Polish and 

Slovenian operations, as well as internet bank Zuno, and will 

scale back lending in Russia, Ukraine and Hungary. RBI says that implementation of all these measures should 

result in an almost one quarter reduction in its risk weighted 

assets (RWA), of approximately €16bn by the end of 2017, 

from its total of €68.7bn at the end of 2014. Following the 

restructuring, the bank expects to have a fully loaded Tier 1 

capital ratio of 12% at the end of 2017, up from 10.7% in the 

second quarter of 2015.
But the cuts will be painful and could crimp long-term 

profitability. Polbank, the core of RBI’s Polish operations, 

was only bought in 2012 and is now the bank’s biggest 

foreign subsidiary – with RWA of €8.6bn – in one of the most 

promising CEE markets. 
In Russia RBI will cut its RWA by approximately 20% until 

the end of 2017 at a time when the country remains the 

group’s profit centre. “It’s still the most profitable part of the 

group and it will still be profitable this year,” says Sevelda. 

But the market has turned down since the annexation of 

Crimea and support for rebels in Ukraine and, even though 

RBI is focused on blue-chip clients there, discretion appears 

to be the better part of valour.
As well as scaling back its network, RBI also plans to cut its 

€3bn cost base by 20% from 2014’s level by the end of 2017. 

Already in the first half, general administrative expenses 

have been cut by 8.6%. The plan should lower its cost-income 

ratio, currently 56.8%, closer to 50% in the medium term. 
Wishful thinkingRBI’s half-year results, published on August 19, were 

encouraging in that the bank made a better-than-expected 

profit in the second quarter, but they demonstrated little 

progress on the restructuring programme. All the sales 

processes look as if they will take a long time unless RBI 

accepts fire sale prices for its assets.
The sale of Polbank, by far the biggest asset on the block, has 

been torpedoed by an ongoing political debate in Poland on 

how much banks should contribute to help those who took 

out Swiss franc loans deal with the sharp appreciation of the 

currency this year. “We are not prepared to take any losses 

because of hurrying,” Sevelda told analysts on a conference 

call after the half-year results were released. “Given our 

present capital ratios, we are not under pressure and will 

take all the time we need to do things properly.”Analysts also remain sceptical that the implementation costs 

of the restructuring programme will be only €550m by 2017.
RBI may also have been guilty of wishful thinking in predicting 

that profit retention will add some 1.2 percentage points to 

its core capital (compared with 2.7pp from cuts in RWA). In 

the first half, consolidated net profits fell 16% to €288m and 

RBI has warned it may make another full-year loss because 

of higher loan risk costs in the second half, while much of the 

€550m restructuring costs will be booked then. At the same time, the rest of the network faces only limited 

profit growth because the low interest rate environment and 

weak lending growth have crimped net interest income. Frustrating outlookBecause of the execution risks of the disposal programme, 

and the unexciting outlook for the CEE region, analysts 

remain sceptical that RBI’s targets will be met.Rating agency Moody’s Investors Service reacted to the 

restructuring programme by downgrading RBI to 'Baa', 

with a negative outlook. "In Moody's opinion, the strategic 

realignment carries execution risks in the current volatile 

“A bank of our size should be more 
focused”

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

CEE: CE + SEE + EE+ MK, ME, KZ* HR as of 31 December 2013** HU as of 31 December 2013Source: company data, national central banks, RBI/Raiffeisen RESEARCH
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PKP PLK, in which the treasury ministry holds a 62% stake. 
“PLK will not be privatized,” Karnowski stresses.

That leaves the implementation of the massive spending 
programme looking a bit ad hoc. “I can’t have management 
control of PLK, but need to be close to the process of course,” 
Karnowski continues. “Our business depends crucially on this 
issue. I talk regularly with the CEO of PLK.”

Pendolino effect
At least Karnowski and his team now appear firmly in 
control of PKP Grupa’s previously parlous financial state. 
Management’s restructuring steps have turbocharged the 
selloff of assets in recent years, despite the uncertainty 
stalking global markets.

The company’s debt burden has tumbled from PLN4.1bn 
(€973mn) in 2012 after a series of divestments. Poland’s fifth-
biggest power generator, PKP Energetyka, was offloaded this 
year, while other non-core businesses, including telecom and 
cable car operators, have also been shed. Karnowski and his 
team now have a couple of years to bash the passenger unit 
PKP Intercity into shape before the IPO. “All proceeds from the 
privatisations have been going to pay down the debt,” notes 
Galbarczyk. “PKP is scheduled to finish that process by 2018.”

“We have no debt following the sale of PKP Energetyka,” insists 
Karnowski. “Net debt is positive, and that issue is fully finalised.” 
However, with the pressure having eased, so has the urgency to 
plough every single zloty into squeezing down the debt.

Fitch affirmed PKP at ‘BBB’ on November 5, citing “significant 
deleveraging” since 2012 and state guarantees for remaining 
debt. “It has sufficient liquidity for debt repayments in 2016 
when €180mn in Eurobonds are due,” Fitch said.

However, it also noted that while PKP is in a position to fully 
pay down its debt, it has instead decided to steer PLN1bn 
into an increase of share capital at PKP Intercity. Privatisation 
revenue in 2016-17 is estimated at PLN1bn, all of which will be 
needed to repay debt due without debt refinancing. PKP will 
also need to get up to speed as a property wheeler and dealer 
quickly. “We expect PKP to reach a net cash position in 2017,” 
the rating agency said.

The company also needs to funnel a lot more cash into the 
loss-making PKP Intercity to prepare it for the IPO in two 
years’ time. Karnowski estimates investment demands at the 
passenger rail unit at PLN5bn, again with the majority to 
come from EU funds. “But we can also now take on new debt if 
necessary,” he suggests.

Much has been made of the effort to transform Poland’s 
sluggish and grotty trains. Executives claim the “Pendolino 
effect” has brought customers flooding back to the railways. 
The introduction of the high-speed locomotives in late 2014 
is a game-changer, says Cizkowicz, “a symbol of the changes 
introduced over the last three years”.

Stay ahead of the 
headlines with 
IntelliNews Pro

Karnowski as chief executive and a bevy of other financial, 
rather than railway, managers. “My job is to restructure 
the company and to spend EU funds,” Karnowski tells bne 
IntelliNews of his mission to break apart the former monopo-
list – though he may not get the chance to finish the job if the 
new government, as has been reported, forces him out.

The bulk of that funding from Brussels will go towards 
improving Poland’s infrastructure. “Before our mission started, 
the railway system in Poland was highly underdeveloped and 
underinvested,” Cizkowicz tells bne IntelliNews.

Poland has since been feverishly pouring cash into its railways, 
and in September approved a plan to spend PLN67bn (€15.8bn) 
by 2023. Karnowski says €10.5bn will be spent overall during 
the EU’s 2014-2020 funding window, with Brussels picking 
up 80% of the tab. The largest recipient in the bloc, Poland 
has been allocated around €67bn in cohesion policy funding 
for 2007-2013 and €77.6bn for 2014-2020. “We used the 
opportunity given by the EU funds to make a real change,” 
Cizkowski explains. “When the new board started its mission, 
the use of EU funds was at a very unsatisfactory level. Now we 
are successfully utilising around 95% of the subsidies.”

At the same time, although the plan forms the bedrock for 
the value of PKP Grupa’s train operator assets, control of the 
process is far from obvious, says Karnowski. “It’s not clear who 
is really running Polish rail infrastructure investment,” the 
CEO laughs. “That’s a good question.”

Poland is one of the few EU states to have unbundled its rail 
industry, the CEO claims. Infrastructure sits in the hands of 

Poland’s train 
monopoly PKP 
takes a new track

When is a train company not a train company? 
Answer: When its main ambition is to quit running 
locomotives to become a property tycoon.

State-owned PKP Grupa, comprising holding company PKP 
S.A. and several operating units, confirmed in early October 
that it plans to sell a majority stake in PKP Intercity – the 
country’s main passenger carrier – via an IPO in 2018. Should 
it get the deal away, the former rail monopolist will have 
ceded ownership control of all of Poland’s trains and rails over 
the last few years. “It’s a strange company,” remarks Artur 
Galbarczyk at Fitch Ratings. “Its main remit is to dismantle 
itself to leave it managing a property portfolio.”

The strategy to privatise the rail industry is somewhat of an 
anomaly in Poland, which retains control of numerous giants 
in banking, energy and other sectors. The country has been 
criticized for having one of the highest rates of state control 
in the economy in Central and Eastern Europe – outstripping 
even Russia. Seven of Poland’s 10 biggest companies are 
state controlled, according to Henryka Bochinarz, who heads 
the employers lobby group Lewiatan. “20% of GDP is state-
controlled,” she says with incredulity.

However, taking advantage of EU rules on rail liberalisation, 
Warsaw introduced legislation in 2000 dictating that the state 
railway monolith should be split into separate operating compa-
nies, which would then be sold off. It was no liberal whim, but 
driven by stark economic reality: creaking infrastructure caused 
slow speeds and tragic accidents on the Polish railways through-
out the 1990s, and losses mounted at PKP, which resulted in a 
huge build-up of debt. At the same time, the railways lost out 
heavily in terms of investment to roads.

Others view the restructuring more ideologically. “It was a 
once-in-a-lifetime opportunity to bring down the last bastion 
of communism,” proclaims Piotr Cizkowicz, a board member 
at PKP Grupa.

Breaking up is hard to do
Little changed over the following decade or so until the plan 
received a shove in 2012 with the appointment of Jakub 

Tim Gosling in Sopot and Andrew MacDowall in Warsaw

“It’s a strange company – its main 
remit is to dismantle itself to leave 
it managing a property portfolio”
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24  I Companies & Markets Aktivo’s prospectus, and there is a long-term lease agreement 

in place until 2022 fixed in US dollars – crucial in these 

times of exchange rate volatility. The price of the space is 

$8,730 per square metre, less than half the historic highs 

that property commanded in the boom years. “We will buy 

the retail part of the building – the first four floors – and 

have a lease contract for seven years with the current tenant 

denominated in US dollars,” says Nikolaeva. “The price of 

the property is cheap. Three years ago the cost of a square 

metre was as high as $28,000 per square metre on Tverskaya, 

so if the value of the space recovers, then the rental value 

will rise too.”

Although the crowdfunding is about to close, investors can get 

into and out of the deal at any time: Aktivo.ru plans to set up 

a secondary market for shares in the scheme, which investors 

can buy and sell at any time, says Nikolaeva.

Of course, a crowdfunding online investment is easy to do. 

A punter just has to go to the website, register and choose 

an amount to commit, starting with a minimum of $5,000. 

“Filling in a form will take couple of minutes, you will need 

only the basic passport information, tax number, bank 

account details and a copy of your passport (the first page 

and page with registration),” the website explains. “The set of 

documents will be generated automatically then a personal 

manager will contact you to agree on a convenient time and 

place to sign the contract.”  

“Filling in a form will take couple  

of minutes”

Russia’s real estate sector is on its back, but internet 

entrepreneur Oskar Hartmann believes that means 

there are bargains to be had. Following Europe’s 

lead, the founder of Russia's leading online fashion discount 

store has launched the country's first crowdfunded real estate 

investment scheme – and already he’s raised over $14mn in a 

month to buy the first property.

Hartmann is best known for setting up fashion discounter 

KupiVip.ru about eight years ago. Since then, he has 

launched a string of other sites focusing on e-commerce, 

including CarPrice.ru to sell cars and ZaOdno.ru, a discount 

online store for household staples, as well as founding the 

internet investment fund Fastlane Ventures over five years 

ago. But his latest venture Aktivo.ru breaks new ground by 

moving into finance.

The idea is simple: real estate has always been seen as a long-

term secure investment, but ordinary people usually cannot 

afford to make more than one investment – buying the apart-

ment they live in. What Aktivo.ru does is togather hundreds  

or thousands of people to gether who all buy a small share in  

a building and then collect a share of the rent each month.

“I am doing an investment at the moment on Aktivo.ru and 

would like to invite you to co-invest with me. I built Aktivo.

ru as a commercial property crowdfunding platform, which 

allows successful people to buy shares in large commercial 

property to build a passive monthly income and achieve 

financial freedom,” Hartmann writes in a recent marketing 

email blast to solicit investment.

Although at first sight this looks like some sort of “phishing” 

scam, the fund is a PIF (mutual fund) regulated by the 

Central Bank of Russia (CBR), and the investment is secured 

by real property rights over the buildings. The risk the 

investor takes on is more or less the same as any investor in 

real estate takes on the development of the market. “This is 

like a normal PIF,” explains Ekaterina Nikolaeva, managing 

director of Aktivo.ru. “We have set up a management 

company that has a license from the CBR that guarantees the 

safety of the investment.”

Time to buy

Moscow’s real estate sector is in a bad way at the moment. 

Demand for residential housing is expected to fall by 30-40% 

in 2015, according to VTB Capital, with discounts on the 

prices on the secondary housing market currently at record 

highs. Meanwhile, vacancy rates on retail space have been 

creeping up from 7.5% at the end of last quarter, while rents 

have plunged. And vacancy for office space is also at an all-

time high: there are one and half times more empty offices in 

Moscow at the moment than in the depths of the 2008 crash. 

The bet for any potential investor into Moscow property is 

that the market has hit bottom and it will be uphill from here.

For those willing to take a punt, Aktivo has some quality 

properties to invest into. The company is currently in the 

process of raising money for Tverskaya 9, a residential 

and retail asset. If the golden rule of real estate deals is 

“location, location, location”, then it doesn’t come much better 

than this. The building is at the bottom of Moscow’s main 

thoroughfare and a stone’s throw from Red Square.

The property costs $18.8mn and fundraising began at the end 

of October. The reaction was positive: Aktivo has already 3,000 

registered clients and had collected 70% of the money by 

November 6, or $14.1mn. “We hope to close the fund raising 

by the end November and then close the deal  

in December. The first rental payments will be made in 

January,” says Nikolaeva.

The property is supposed to yield 11-16% per year with full 

payback on the initial investment in seven years, according to 

Ben Aris in Moscow

Crowdfunding real 

estate investment 

in Russia

Funds

“We have set up a management 

company that has a license from  

the CBR that guarantees the  

safety of the investment”
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Turkish women could boost country's GDP by 20%

Female labour participation (RHS)
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Azerbaijan’s foreign exchange reserves have fallen to 

their lowest level since March 2013, reported as $6.8bn 

at the end of October by Azerbaijan’s central bank.

Reserves have fallen by over 50% since the beginning of 

the year as the central bank struggled to maintain the 

manat’s pegged rate of AZN1.05 to the dollar.

Falling oil prices have hammered the currency since 

last year, with energy making up 95% of the country’s 

exports and 75% of government revenues.
Sources: Central Bank of the Republic of Azerbaijan

Turkey filed more requests to censor tweets than any 

other country in the first half of 2015, according to 

figures released by social media website Twitter.

At 718 attempts to censor, this is the third six-month period 

in a row that Turkey has come of top of the list – this time fil-

ing over 10-times more requests than second-placed Russia.

Turkey’s Information Technologies and Communications 

Authority (BTK) went as far as meeting with Twitter VP 

Colin Cromwell, in Ankara to request that the process of 

censoring accounts is made easier.
Source: Twitter

Turkey’s GDP stands to grow by a fifth if women were as 

represented in the workforce as men are.

Assuming equal hours worked and productivity between 

men and women, an equal-sized male and female 

workforce would have a profound impact on the wealth of 

many Central and Eastern European and Commonwealth 

of Independent States (CEE/CIS) nations.

At only 29%, Turkey’s women are the most underrepre-

sented in CEE/CIS. Kazakhstan, Azerbaijan and Tajiki-

stan’s women are the best represented, at 68%, 63% and 

59%, respectively.
Source: World Bank; bne IntelliNews research

A poll by Russia’s Levada-Center has shown that 65% of 

Russians expect Islamic State (IS) to carry out a terrorist 

attack on Russian soil in the next 12 months. 62% believe 

that the US will suffer an attack at the hands of IS in the 

next year, and a massive 77% believe an IS attack will 

occur in the EU in the same period.
The poll was conducted over three days beginning on 

November 13, with most of the respondents contacted 

before the IS attacks in Paris took place that evening.

The poll also showed that 50% of Russians support the 

country’s current military involvement in Syria, while an 

equal proportion would be in favour of providing direct 

military assistance to the ruling regime.
Source: Levada-Center

Azerbaijan continues to burn through forex reserves

Forex reserves, millions of US dollars

Top 10 destinations of Twitter censorship requests

Number of requests, first half of 2015
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After defying the polls by 7 percentage 

points and cruising to a parliamentary 

majority in the November 1 general 

election, Turkish President Recep Tayyip 

Erdogan’s Justice and Development 

Party (AKP) must now make good on 

their populist pledges if their newfound 

support is to continue, says Ozgur 

Altug, chief economist at BGC Partners 

in Istanbul.
“Turkish companies and the economy 

have suffered a lot over the last five 

months and that’s one of the reasons 

the AKP managed to increase its 

popular support from around 41% to 

roughly 50%,” Altug explains. “We had 

the terrorist threat from the Kurdistan 

Workers' Party, Islamic State attacking 

Turkey and, on top of that, deteriorating 

consumer confidence causing economic 

activity to slow down significantly.”
Promises of populist measures such 

as a 30% hike to the minimum wage, 

higher police salaries and pension 

payments, and cheap student loans 

were enough for the AKP to win back a 

sizeable share of the popular vote they 

had lost in June’s indecisive general 

election, which produced a hung parlia-

ment. But that brings its own dangers. 

“Erdogan promised an improved econ-

omy. Now he must deliver it, or people 

will take their votes elsewhere,” Altug 

says. “And he needs a reliable economic 

team to make this happen.”According to Altug, the first post-elec-

tion test was to see who was appointed 

to the economic team. “We had some 

reliable names already like the deputy 

prime minister, Ali Babacan, and the 

finance minister, Mehmet Simsek,” he 

says. It was subsequently announced 

on November 24 that Babacan had 

been left out of the new cabinet. How-

ever, Simsek was promoted to deputy 

prime minister and will assume Ba-

bacan’s role of coordinating economic 

policy.

“We think that financial markets will 

give the benefit of doubt to the new gov-

ernment with Simsek being on board, 

but overall the cabinet looks like to be 

dominated by the president. But again, 

Mr Simsek is an experienced name 

from the markets’ perspective, which 

would like to see action now and central 

bank (CBRT) independence.“But if the markets see government 

spending… aggressively or jeopardising 

the CBRT’s independence, the percep-

tion of this single-party government will 

be hurt massively in an environment 

where Turkey is dealing with serious 

problems in the region. Now the Rus-

sian airplane incident has complicated 

things further.”
One of the most necessary yet toughest 

challenges for the AKP’s economic team 

will be the implementing of much-

needed reforms. “They have a very good 

roadmap and have identified 25 headline 

areas for structural reform,” Altug says. 

These reforms include key areas for im-

provement, such as labour productiv-

ity, a reduction of import dependency, 

formalising the unregistered economy 

and increasing the savings rate. 
Reforms to tackle import dependency 

are vital for Turkey, which has regis-

tered a sizeable current account deficit 

– although shrinking – over the last 

few years. As a net importer with few 

natural resources whose manufactur-

ing sector is the single biggest contrib-

uting sector to GDP, Turkey is highly 

affected by commodity prices and, 

while it is reaping the benefits of the 

commodity price collapse, the opposite 

of this could easily be the case were 

prices to swing upwards in future.
Turkey still has a large current account 

deficit, at 5.7% of GDP in 2014, but it’s on 

an improving trend, Altug says. “At the 

end of 2011 it was 9.7% and over the last 

three years it’s been reduced drastically. 

By the end of the year it will nearer to 

4% – it’s improving very quickly.”
Speaking about a possible referendum 

over rewriting the Turkish constitution 

to create an executive presidency, Altug 

says there are more pressing issues the 

government will have to address before 

constitutional reform finds it way onto 

the agenda, such as passing next year’s 

budget, which was delayed by parlia-

ment being dissolved in the run-up to 

November’s election. Altug believes 

passing a 2016 budget will likely take 

until March.
While discussions have indeed started on 

the constitutional change, the govern-

ment must first “prepare the new consti-

tution, add a presidential system into it, 

convince other parties to approve it, un-

dergo the commission process, and only 

then put it to referendum,” Altug says. 
We’re talking about at least another  

12 months. I’d expect it to take place  

in March or April 2017 - if it happens,”  

he says.

With Turkey election won, real work  

is only just beginning for AKP
Ozgur Altug, Chief Economist at BGC Partners, interviewed by Henry Kirby
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Central Europe 

 
The European Anti-Fraud Office 

(OLAF) confirmed on January 6 that it 

is mulling a probe into Agrofert, th
e 

agricultural and chemical group owned 

by Czech Finance Minister Andrej Babis, 

over allegations that the company used 

“hidden lobbying” to have rules for EU 

subsidies changed for its own benefit.  

Hard coal mining in the Czech Repub-

lic is likely to be shut down by 2022, 

Industry Minister Jan Mladek said, as 

Prague continues to barter over the 

future of the only such miner in the coun-

try. The comments come as the ministry 

is locked in negotiations with OKD over 

its future. A unit of cash-strapped New 

World Resources, the company controlled 

by controversial oligarch Zdenek Bakala, 

has said it m
ay run out of cash this year 

unless it secures new financing.  

The Visaginas nuclear power plant 

project has been shelved because of the 

weak power market, a Lithuanian official 

announced on January 20. Lithuania has 

been trying over the last couple of years 

to revive the plan to build a pan-Baltic 

plant to replace the decommissioned 

Soviet-era installation Ignalina. Like all 

other pan-Baltic projects, however, it h
as 

been plagued by poor cooperation. The 

delay may also be linked to the Lithu-

anian election scheduled for October.  

Lithuania’s largest gas consumer is in 

talks over LNG supplies with Norway's 

Statoil. Achema will contract to buy 

500,000 cubic metres via the country's 

terminal in Klaipeda. The chemicals 

company has led complaints over the 

maintenance charges large gas users are 

required to pay Vilnius for the facility, 

which is struggling to sell th
e 540,000 

cm it is
 contracted to buy from Statoil.  

Warsaw is studying a potential merger 

of state-controlled oil and gas com-

panies PKN Orlen, Lotos Group and 

PGNiG, the Polish treasury minister said 

on January 11. The treasury says the 

plan is motivated by the need to defend 

Central Europe  

 
Last year was the fourth consecutive 

year of decline in both the volume and 

value of M&A activity in Central and 

Eastern Europe, according to research 

published by law firm CMS in coopera-

tion with EMIS. The number of deals 

slipped 3% to 2,138, while the value 

of deals fell 15% to €53.5bn. The most 

recent peak of dealmaking was in 2011, 

when there were 3,792 deals, worth 

€150bn. But the report also indicates a 

slight pick-up in the volume of private 

equity activity, renewed interest by 

US-based funds and companies, and a 

shift to
wards more stable and developed 

markets such as Central Europe.  

Hungary plans to return to the inter-

national bond market in early 2016 

after a hiatus of close to two years, and 

is preparing both a Eurobond and an 

issue in Chinese yuan, officials said on 

January 7. It w
ould be the first ‘dim sum 

bond’ issued in Central Europe. 

Hungary's competitio
n watchdog 

fined the banking association for 

running an information cartel. The 

regulator levied penalties totaling 

HUF4bn (€12.6mn) for the operation of 

a database allowing banks to share con-

fidential data. The action will do littl
e to 

assure lenders that Budapest is serious 

about the peace deal it b
rokered with 

the banking industry in early 2015.  

The European Commission is investigat-

ing a complaint by Hungary’s biggest 

bank OTP that rival FHB has benefited 

from illegal state aid. According to OTP’s 

complaint – filed with the commission last 

year – mortgage lender FHB was the main 

beneficiary of HUF150bn (€477mn) of 

taxpayer money. The OTP claim appears 

to centre on a controversial deal in 2014 

in which FHB sold assets to state-owned 

Magyar Posta at an inflated price, and 

then repurchased a majority stake in Tak-

arekbank – the umbrella for the country's 

savings cooperatives – at a discount, just 

months after it w
as nationalised.  

the companies against possible hostile 

takeover bids. However, investors will 

worry it is part of the ruling Law and 

Justice party's ongoing efforts to rapidly 

consolidate power since coming to office 

in November.  

Unipetrol will b
uy a third of OMV’s 

Czech petrol stations, in a deal that 

will add 68 Benzina brand outlets and 

strengthen its leading position on the 

market. Unipetrol's parent, Polish state-

controlled giant PKN Orlen, has been 

busy developing its retail network in its 

home market, chasing elevated margins 

compared with the core refining busi-

ness. It is
 now seeking to expand its net-

work and strategy in the Czech Republic, 

Germany and Lithuania.  

 
Southeast Europe 

 
German investment fund 4K Invest has 

acquired a 91.58% stake in Slovenian 

national flag carrier Adria Airways 

as part of a recapitalisation-and-buy 

deal struck with the state. 4K Invest will 

recapitalise Adria Airways to the tune of 

€1mn, as well as the €100,000 purchas-

ing price of the shares, with an addi-

tional capital increase of €3.1mn being 

provided by the Slovenian government. 

 

 
Eastern Europe 

 
Three of Ukraine's wealthiest busi-

nessmen have settled a $2bn dispute 

over a privatised iron ore mine on the 

eve of trial at London's High Court, with 

an unconfirmed payment of $500mn. 

Victor Pinchuk, son-in-law of former 

Ukrainian president Leonid Kuchma, 

Latvia’s financial regulator has 

imposed withdrawal lim
its on deposi-

tors at Trasta Komercbanka because 

the bank failed to take action on improv-

ing its capital base and proving that it 

has not been involved in money-launder-

ing. Trasta, which denies any wrongdo-

ing, has been linked to the Magnitsky 

case, when a Russian accountant of that 

name uncovered massive fraud by Rus-

sian officials and was murdered in cus-

tody for his efforts, and the mysterious 

case of a disappearing Ukrainian oilrig. 

 
Southeast Europe 

 
The Turkish central bank’s decision to 

keep its main interest rate on hold on 

January 19 despite rising inflation, the 

depreciating lira and volatility
 in global 

markets, was criticised by analysts, who 

argued it raised questions about the 

bank’s independence and credibility. 

The US investment fund JC Flowers has 

failed to reach an agreement with the 

Greek financial group Piraeus to take 

over Piraues Bank Romania. JC Flow-

ers consequently gave up plans to take 

over another Romanian bank, Banca 

Carpatica. The investor had hoped to 

take over both banks with the aim of 

benefittin
g from economies of scale on 

the Romanian banking market.  

  
Eastern Europe 

 
UniCredit announced on January 11 a 

binding agreement to take new shares 

worth 9.9% in ABH Holdings, part of 

Russian billio
naire Mikhail Fridman's 

Alfa Banking Group that focuses on 

the Commonwealth of Independent 

States, as part of a deal to dispose of 

its struggling Ukrainian subsidiary 

Ukrsotsbank. 

 
Barclays has parted company with the 

head of its Russia operations, Bob Fores-

man, after closing its investment bank 

in Moscow just six weeks after British 

rival Royal Bank of Scotland (RBS) 

filed a case in 2013 asserting his owner-

ship of KZhRK against businessman Gen-

nadiy Bogolyubov and Ihor Kolomoisky, 

a billionaire former regional governor 

of Ukraine. A last-minute confidential 

settlement was agreed on January 22, 

before the scheduled start of the eight-

week trial on January 25. 

Russian business legend Vladimir 

Gordeychuk is stepping down as CEO 

of Magnit, th
e Russian supermarket 

chain he helped found in 2006 and 

which is currently foreign portfolio 

investors’ darling. He will be replaced 

by Alexander Barsukov, who previously 

headed the cross-company sales and 

hypermarket format. 

 

 
Eurasia 

 
Gazprom, Russia’s state-owned gas 

export monopolist, has officially sus-

pended gas purchases from Turk-

menistan starting from January 2016, 

according to a statement by the Turkmen 

state gas company Turkmengaz. At the 

same time, Gazprom said that it w
ould 

increase purchases of Uzbek gas.  

Mongolia’s flagship mine Oyu Tolgoi, 

operated by Turquoise Hill, e
xpanded 

output by 39.9% y/y in 2015. Copper 

concentrate production stood at 202,200 

tonnes in 2015, up from 148,400 in 

2014. Gold concentrate production 

amounted to 653,000 ounces, up from 

589,000 ounces in the previous year. In
 

2016, the company expects to produce 

175,000 to 195,000 tonnes of copper 

and 210,000 to 260,000 ounces of gold 

in concentrates.  

announced the sale of its Russian busi-

ness. Barclays is shuttering investment 

banking units in Russia, Australia, as 

well as Asian countries such as Indone-

sia and Thailand, as part of a review of 

global operations, according to Reuters, 

which cited an internal memo.  

Amr Aboushaban, a senior equity sales-

man at Renaissance Capital in London, 

was dismissed after meeting with sanc-

tioned companies in Iran, according to 

insiders at the Russian investment bank 

owned by oligarch Mikhail Prokhorov. 

Aboushaban left th
e bank in mid-January 

after meeting three sanctioned compa-

nies in Iran, RenCap insiders told bne 

IntelliNews. Russian banks, including 

RenCap and VTB, are keen to exploit 

opportunities in Iran after almost two-

decade long international sanctions were 

lifted early in January. 

 
Eurasia 

 
The EBRD made record investments 

last year of €9.4bn, up from €8.9bn 

in 2014. It e
xpects to make a net profit 

of around €0.8bn, after reporting a loss 

of €0.6bn in 2014 largely because of its 

exposure to Russia and Ukraine. The 

EBRD financed 381 individual projects in 

some three dozen countries. Turkey was 

again the leading recipient, with EBRD 

investment there rising to €1.9bn from 

€1.4bn. Ukraine ranked second with 

investments of just under €1bn. EBRD 

funding in Kazakhstan rose strongly to 

€708mn from €576mn, investments in 

Poland rose to €647mn from €593mn. 

The EBRD will p
urchase a 20% stake 

in Armenia's largest bank, Ameria-

bank, in a $40mn deal. This is the largest 

single-ticket equity deal the EBRD signed 

in the Caucasus to date, according to the 

multilateral lender. Out of the $40mn, 

$30mn will be used to purchase the stake 

and $10mn for future capital increases. 

The goal of the investment is reportedly 

to strengthen Ameriabank and to prepare 

it for a future initial public offering.  
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Latvia’s international man of mystery

Graham Stack In Berlin

A Latvian financier linked to the 

mass production of Scottish shell 

companies has denied to bne 

IntelliNews any involvement in the $1bn 

Moldovan bank fraud that has caused 

a major scandal in Europe and brought 

down the government there.

In November 2014, Moldova’s banking 

system was subject to fraud on a massive 

scale as around $1bn in funds were fun-

nelled out of the tiny, poor country’s sav-

ings bank and two smaller banks – Banca 

de Economii, Banca Sociala and Unibank 

– via a group of UK shell companies that 

banked with Latvian lenders.

One year on and the fallout from the 

scandal is still being felt: on October 29, 

Moldova’s pro-EU government collapsed 

following the arrest earlier in the month 

of Vlad Filat, an ex-prime minister, who 

is accused of accepting bribes worth 

$260mn to facilitate the fraud. He 

denies the accusations.

The indignity for a country once hyped 

as the poster boy for the EU’s Eastern 

Partnership has also started a conversa-

tion in Europe about Latvia’s offshore 

banks, which happily processed the 

$1bn stolen from Moldova, and proba-

bly sped the money on its way to Alpine 

or Anglo-Saxon bank accounts. It has 

also sparked an awareness in Scotland 

of the snowballing abuse of the liberal 

incorporation climate to set up limited 

partnership (LP) shell companies for 

Eastern European money launderers.

Understanding about the fraud has 

been advanced by the leaking of the 

first instalment of a probe by corporate 

investigators Kroll to the press. But the 

Kroll report left many questions unan-

swered, not least who in the EU facilitat-

ed the fraud – organising the routes by 

which the funds left Moldova and were 

cleared into the global financial system, 

and linking Moldova with Latvian banks 

and Scottish shell companies.

Savoir faire

At least one man ticks these boxes, but 

denies vehemently he had anything to 

do with the Moldovan fraud: 37-year-

old Latvian Vitalijs Savlovs runs the 

Scotland-based ‘Arran’ group of busi-

ness introducers for Latvian banks and 

other international banks – business 

introducers being outfits that set up cor-

porate vehicles for clients while opening 

bank accounts for the new firms. The 

Arran companies appear to be named 

after the Scotland’s picturesque West 

Coast holiday island.

"At least one man ticks these boxes, but Latvian 

Vitalijs Savlovs denies vehemently he had 

anything to do with the Moldovan fraud"

The Arran company service providers in 

the UK share addresses, and have pro-

vided nominee directors, to a number of 

firms with links to Moldova’s financial 

sector, including some firms used in 

the fraud. At the same time, the Arran 

group advertise in Russian-speaking 

countries as providers of offshore and 

shell companies together with bank 

accounts, acting as business introducers 

for Latvian and other offshore banks.

According to researcher Richard Smith, 

who specialises in the analysis of the UK 

company database, around 2,200 firms 

and LPs linked to the Arran companies 

north and south of the border have 

been established over the last decade. 

Overall, since 2008 nearly 16,000 Scot-

tish LPs have been registered, whereas 

before that date only a few hundred 

were incorporated per year.

Savlovs-directed business incorpora-

tion firms Arran Business Services, and 

the linked Arran Secretaries, were first 

registered in 2008 at Edinburgh’s 16/5 

Pilton Rise (a sketchy part of town), 

and have been registered at a number 

of different Scottish addresses – all 

of which feature as addresses of mass 

registration of shell companies, usually 

with accounts at Latvian banks in the 

few cases where details are available. 

Over 300 firms have been registered at 

the 16/5 West Pilton Rise address since 

2008, according to Smith.

As early as 2009, a company registered 

at the 16/5 Pilton Rise featured in a con-

troversial episode: Performance Global 

Limited, with a Latvian bank account, 

was linked to a breach of UN arms 

sanctions imposed on Cote d’Ivoire by 

Eastern Europeans, according to a 2012 

UN Security Council Report. This in no 

way implies Savlovs’ personal connec-

tion to the affair.

In 2011, a disputed share packet in 

Moldova’s second largest bank, Victoria 

Bank was acquired by Maxpower Invest, 

which is also currently registered at the 

16/5 Pilton Rise address.

Arran Business Services was then regis-

tered consecutively at Glasgow’s 48 Car-

narvon Drive and Aberdeen’s 9 Clash-

mach Drive. Lectom Limited, a firm that 

as of 2011 held a disputed share packet 

in Moldova’s Banca de Economii – one 

of the Moldovan banks involved in the 

massive $1bn scam – was registered at 

these addresses consecutively, at the 

same time as Arran Business Services.

Savlovs also set up ArranConsult Ltd at 

an address in the English city of Bristol, 

where Lerson Ltd was registered. Lerson 

held a 4.95% stake in Moldova’s Banca 

Sociala, another bank implicated in the 

Moldovan fraud, according to the Kroll 

report.

In April 2014, Arran Business Services 

in Scotland then moved its official 

address to 18/2 Royston Mains Street in 

Edinburgh, an address close by the 16/5 

Pilton Rise address. 18/2 Royston Mains 

St is the address of another company 

that acquired 4.95% in Banca Sociala, 

Novland Ltd. It is also the address of 

Fortuna Ltd, the firm that ended up 

holding the around $1bn in funds 

owed to Banca Sociala and Banca de 

Economii.

18/2 Royston Mains St is also the home 

address of a Lithuanian professional 

nominee director Viktoria Zirnelyte, 

partnered with a co-national nomi-

nee director, Remigijus Mikalauskas. 

Zirnelyte in turn is a former employee 

of Marios Papantoniou, according to 

Scotland’s Sunday Herald. Papanto-

niou is a longstanding company service 

provider in Edinburgh under the brand 

‘Axiano’. Axiano’s offices in Edinburgh’s 

Duke Street, and addresses linked in the 

Scottish Property Register to Papanto-

niou’s in-laws, the Turnbull family, in 

Edinburgh’s Brunswick and Buchanan 

streets, feature as addresses of hundreds 

of further firms, including firms listed 

in the Kroll Report as involved in the 

Moldovan fraud.

Zirnelyte sometimes lists the Duke 

Street and Brunswick Street addresses 

as her home address, while Axiano 

Business LP and Axiano Trading LP are 

registered at Zirneleyte’s and Arran 

Business Services’ Royston Main St 

address. Closing the circle, Asten 

Technologies Ltd, the oldest firm to 

feature one of the Arran group  

among its nominee directors, since 

2008 was incorporated by Axiano’s 

predecessor firm.

This all suggests an interlinked cluster 

of company providers. But none of this 

means that these company service pro-

viders knew that the firms incorporated 

or served in as nominees were being 

used in the fraud that Kroll investigators 

allege took place – and the Kroll allega-

tions themselves have not yet been 

proved in a court of law.

Riga redux

In an interview with the BBC, Zirnleyte 

said that the firms she incorporated 

were processed by “[a]nother company, 

intermediary” in Latvia who are “more 

close with their clients”. Are Savlovs’ 

Arran companies the Latvian inter-

mediary company that Zirnleyte was 

referring to?

A bne IntelliNews reporter visited 

Savlovs’ well-concealed offices in 

Riga. From the outside, nothing would 

indicate any sort of business being 

conducted at Exporta Iela 3, on the 

edge of Riga’s beautiful old town, 

which is also the seat of the country’s 

offshore banking sector. But the door 

of a ground floor flat in a residential 

housing block opens to reveal a Tardis-

like apartment containing what appears 

to be an outpost of Austria’s Meinl 

Bank: a large office with a number of 

computer terminals, over the door to 

which hangs a neon ‘Meinl Bank’ sign.
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Yet is this privilege of progress exclusive, not applicable to the 

rural poor of the developing world? As rural Indians or Africans 

emerge from “the darkness” of rural poverty, their personal 

concept of time may yet evolve from one of cycle to trend, but 

for developing nations as a whole growing at 5-7% a year, 

medieval non-linear concepts of time are grossly inappropriate.

Emerging nations have long stressed the motif of progress –  

it’s even written on the Brazilian flag. Development 

economics, the ideal of economic progress in developing 

countries, is decades old. Yet some contemporary observers 

still manage to separate the politics from the economics, 

ascribing cyclicality as dominant over trends in politics even 

if the strong trend of economic progress cannot be denied. 

Before the Cold War ended there was perhaps a case for that  

in a broad set of countries, but no longer. The spread of 

political as well as economic freedom is real.

Take that example of Brazil. On the surface the country  

has gone backwards politically and economically over the last 

few years. Fiscal management has been lamentable  

and the president faces possible impeachment for corruption. 

Look a little further back, though, and one can see a very 

progressive trend, not just in the economics – sovereign 

default risk in Brazil is insignificant today – but in the politics.

Brazil is a vast federal country. The first time Lula stood for  

meant that relative prices can profoundly mould institutional 

development. The best governance practices can be copied.

The British historian Niall Ferguson in his Ted Talk argues 

that six ‘killer apps’ made the West great and they can all 

be applied in emerging markets. They are competition, the 

scientific revolution, property rights, modern medicine, the 

consumer society and the work ethic. All of these are now 

realities in various parts of the developing world… and, in the 

developed world, some of them are looking tired. The result is 

that the West’s great historical economic advantage over the 

developing world is being eroded.

Bad attitude
Attitudes are slower to follow however. Just as politics 

trumps economics in policymaking, so beliefs trump reality in 

perceptions of risk – though not forever. Belief that developed 

countries are risk-free leads to lower asset price volatility, 

so creating the impression of low risk. Sovereign risks in 

developed countries are belittled or ignored.

Meanwhile, in order not to challenge our precious prejudices 

or upset our Core/Periphery Disease, we need to argue for 

the permanent distinctiveness between core and periphery, 

between developed and emerging. We do this in a number of 

ways. First we identify certain risks as characteristic only to 

emerging markets, when in fact such risks are everywhere. 

These include political risk and corruption, as well as policies 

specifically designed to rob savers – including default, devalu-

ation and inflation. We also erroneously characterize emerg-

ing markets all as commodity producers, and assume their 

ability to withstand any sort of shock is much worse than in 

the developed world. Some of us, in addition, have a subcon-

scious tendency to deny progress.

Our concept of time developed in Europe from a cyclical one 

in the Middle Ages, with a cosmos of the perfect harmony of 

celestial spheres – see C.S. Lewis’s wonderful description “The 

Discarded Image”. We moved from the cyclical to the modern 

idea of linear time and progress as scientific discoveries 

multiplied and urbanisation freed the peasantry from the 

seasonal cycle of an agrarian existence.

Dr Jerome Booth of New Sparta

Citizens of the developed world believe their countries 

are economically strong and resilient. Yes, there may 

be problems and political crises, but whoever is elected 

most of life goes on just the same. Voting, under such cir-

cumstances, can become merely a lifestyle choice. Developed 

societies have strong institutions and long histories of stability 

and good governance.

Trust is a large part of the social contract. Voters can trust 

legislators not to steal egregiously from them, or otherwise 

grossly misuse public funds. They can also trust the bulk of 

their fellow electors to make sensible choices – more or less.

Scandals uncover misdemeanours from time to time, 

incentivizing those with questionable ethics to tow the line, 

and reassure the voter that accountability of elected officials is 

a reality. They can relax. They do not have to worry constantly, 

even if some do choose to do so, about whether their country 

is being mismanaged.

They don’t have to pay too much attention to detail, safe in the 

knowledge that others do. They also don’t necessarily have to 

work as hard as the poor or those living in countries without 

a social safety net. They can object more to change and the 

negative aspects affecting them that come with globalisation. 

They can afford to ignore evidence, even science, that is incon-

sistent with their beliefs and prejudices, and believe what they 

want to believe about a number of politically charged issues. 

They are content.

In developing countries, by contrast, perceptions and reality 

are different. Political scandals can be more consequential, 

and economic problems are often more immediate and 

damaging. Being rich brings the ability to withstand economic 

storms; the poor are more exposed. The history of bad 

economics and bad politics is closer – and, for some, still a 

living reality.

Institutions evolve, though, and are malleable. Institutions 

have been developing particularly fast in the last 25 years 

since the end of the Cold War, though they still have further 

to go. The unleashing of markets and consumer choice has 

UPSIDE DOWN WORLD: 
Belief creates  
its own truth

“The West’s great historical economic 

advantage over the developing world 

is being eroded”

the presidency was the first time there had been a truly national 

candidate. Before that, politicians had regional power bases. 

Lula started mentioning the poor every other sentence and 

appealed to a much broader audience than previous, more elit-

ist politicians. Electorates learn, but only by making mistakes 

it would seem. So it has been with the newly politically active 

broad electorate in Brazil. Whereas before Lula one could argue 

that economic management was technically more competent 

than now, the voice of most of the population was unheard. 

What we now see is the education of that broader electorate, 

not a cyclical reversion to type.

We can perhaps draw two conclusions insofar as belief creates 

its own truth. Firstly, in the developed world contentment has 

bred complacency. Secondly, in the developing world, despite 

the rhetoric of progress and national pride, lack of confidence 

has held countries back. Belief in one’s domestic institutions 

has lagged reality. Lack of belief has created its own truth. The 

meme that is Core/Periphery Disease is dominant in developing 

not just developed countries. Collective inferiority complexes 

are evident when emerging market central banks invest 

national savings excessively in US and European sovereign 

bonds rather than emerging market sovereign bonds. And the 

condition comes with dangerous cognitive dissonance as well.

The same reserve managers who invest national savings in low 

yielding over-priced developed world bonds would not think 

of putting their own personal savings in the same instruments. 

So Core/Periphery Disease does have cracks in it. Let’s see 

if the inclusion of the renminbi in the SDR can make those 

cracks a little larger. 

New Sparta is the private office of Dr Jerome Booth – economist, 

entrepreneur, investor, commentator and leading expert 

on emerging markets. New Sparta is majority owner of bne 

IntelliNews. Follow him on @Jerome_Booth

Reasons to be cheerful
The first, and perhaps most important, is that inflation is 

expected to half from the current 15% by the middle of next 

year and, according to some economists, reach 4% by the end 

of it. The drop might seem dramatic, but two-thirds of the 

current inflation is a translation effect stemming from the 

ruble losing half of its value during last winter, suggesting 

that underlying inflation adjusted for this is around 5%. This 

price drop will be accompanied by a series of interest rate cuts 

of several hundred basis points. This, in turn, will lead to a 

It is Turkey that is in the limelight this month following the 

decisive outcome of the parliamentary election – and we 

agree this will be positive for the markets in the short term 

– but we are also turning more positive on Russia. As a matter 

of fact, the market has already started to rebound – and it has 

little to do with oil.

The situation in Russia is very different from Turkey though, and 

there is less of a distinct trigger, but rather several factors that we 

believe will support the market over the coming months.

Marcus Svedberg of East Capital

COMMENT: Russia not quite so bad
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“Confidence is returning, but not as before. It was unhealthy in 

the boom years, with many people taking on huge debt, and I 

don't think we'll see that again.”
On top of the return of consumer spending, some suggest the 

Czech bottled water segment will get an addition boost from 

recent legislation demanding that at least one drink in bars 

and restaurants should be cheaper than beer. Full of disdain, 

Pasquale shrugs as he says the legislation may or may not help 

KMV's sales, calling it an empty political gesture. “They claim 

it's part of an effort to reduce teenage drinking,” he scoffs. 

“People know whether they want a beer or a water when they 

walk into a pub. A few crowns won't make any difference. They 

should look at the underlying causes for teenage drinking.”

The awkwardness of the legislation also appears to stem from 

an effort to avoid the third rail of Czech politics. “Beer in 

the Czech Republic is like the baguette in France,” Pasquale 

laughs. “You can't touch it.”
However, he suggests, the ongoing emphasis on a healthy 

lifestyle is helping consumers switch to water. Indeed, 

Euromonitor International points out that “Czech consumers 

purchased more functional bottled water and natural mineral 

bottled water in 2014 with the developing health and wellness 

trend in the country”.
In the DNA
In seizing that opportunity, Pasquale appears confident 

that his “relatively small company” can continue to see off 

competition from multinationals such as Coca-Cola, Pepsi and 

Nestle. He also claims rising competition from local firms in 

the region is a good sign.
Kofola – producer of the eponymous communist-era Czech 

cola substitute – is particularly keen. Having bought Slovenian 

mineral water producer Radenska earlier this year, the 

Warsaw-listed company says it is looking for acquisitions in the 

Czech and Slovak markets, as well as others. “I like the local 

competition,” Pasquale asserts. “The only expansion Kofola 

is carrying out is in the water segment. It tells you something 

about the future of the market. Water is the perfect answer to 

building health concerns.”
Meanwhile, respect for local flavours is key to fighting the 

multinationals' advantages of scale and product portfolio, 

he contends. “They try to convince the consumer to take a 

standardized product,” he says. “We go from the opposite 

end to respect local tradition. We don't offer orange-based 

beverages in the Czech Republic, but forest fruit flavours.”

“I'm Italian,” Pasquale adds with passion. “It's in my DNA to 

preserve local flavours!”
Liquid marketsThe small size of the Central European markets is another 

bonus, the CEO suggests. “We're small, fast and flexible,” he 

points out, noting that KMV has also consistently pumped 

earnings back into technology in order to raise productivity. 

The Mattoni plant in Karlovy Vary has seen output rise by 

a factor of 20 since 1991 while retaining around 200 staff 

throughout. “We're not a super modern family,” he laughs, 

“but the factories are all completely new.”He points to KMV's new Hungarian bottled water producer 

Kekkuti Asvanyviz – producer of the Theodora brand – which 

was bought in March from Nestle, as an illustration. “We've held 

the company for eight months,” he says, “and in the first half 

of the year it reported a profit for the first time in nine years.”
A month later, KMV bought soft drinks producer Szentkiralyi 

Asvanyviz, a move that saw KMV take top spot in Hungary for 

mineral water, Pasquale claims. He wants to double the size of 

the business in the country over the next five years.The acquisitions – which followed the 2008 purchase of 

Austria's Waldquelle – will likely take some time for KMV to 

digest, therefore. They also complete Pasqaule's “primary 

target” to take a leading share in four “similar” markets. 

For the future, Pasquale would likely seek a larger pool – 

suggesting Germany, Poland or even Italy – although he 

bemoans a lack of good targets across the region.However, he insists KMV stands ready for any opportunities. 

The company's retained earnings are “huge” he says, citing 

a conservative approach to spending by both KMV and the 

family behind it. On top of that liquidity, private equity has 

long been keen to hook up with KMV, and Pasquale says he 

would be happy to look at any deal should it be needed.Meanwhile, KMV is in the midst of trying to offload a small 

plant in Ukraine. “It has never really worked,” says Pasquale, 

with the crisis only sealing the factory's fate. “The economy is 

not developing, and you have a frozen conflict. Investment is 

about expectations,” he adds ruefully. 

“We're not a super modern  family, but the factories are  all completely new”

up to a third of Mongolia's annual GDP. "We own 34% 

[and] 66% shareholder Turquoise Hill has a $7bn market 

capitalization. That's just one asset.”Missed potentialKnown by many business leaders in Ulaanbaatar as Byamba, 

the Western-educated businessman cut his teeth as the head 

of Newcom Group, one of Mongolia's largest conglomerates. 

It was there that he led the development of the country's  

first wind farm. With one more and a solar farm also in the 

works, the Newcom subsidiary Clean Energy Asia has the 

ambitious hope to someday export green energy throughout 

northern Asia.

But it's Byambasaikhan's tenure at Erdenes Mongol that will 

likely prove the most challenging of his career. Case in point: 

Mongolia has squandered its enormous Tavan Tolgoi coking 

coal deposit since commercial production was launched 

four years ago. That includes numerous stops in production, 

corruption scandals and a decision to give away most of 

its working capital for a short-lived social programme that 

handed out about $15 a month to each Mongolian.Byambasaikhan's first victory was mending relations with 

global miner Rio Tinto for the relaunch of a $6bn underground 

expansion at the Oyu Tolgoi copper mine. The project was 

stuck in limbo for about three years because of disagreements 

between Rio Tinto and the government. Now Byambasaikhan 

is leading negotiations for a strategic partnership for the Tavan 

Tolgoi coal mine after a deal from earlier this year to hand over 

management to China's Shenhua Energy, Japan's Sumitomo 

Corp and the locally-run Mongolian Mining Corp fell apart 

because of objections by some lawmakers. “The dialogue 

should be corporate-to-corporate relationship; not sovereign-

to-corporate,” says Byambasaikhan about negotiations for 

Tavan Tolgoi. “That's how we succeeded in unlocking the 

underground project at Oyu Tolgoi.”
Treasure collectorSuccess at Tavan Tolgoi as well as an investment agreement 

Business leader- turned-technocrat ready to mine Mongolia's “treasures”

O ne of Mongolia's premier dealmakers has taken on 
the supreme task of putting the country's mining and 

infrastructure projects back on track after years of 

delays – and he's doing so ahead of elections that could bring 

about yet another complete change in government and its 

institutions.

Mongolia was a magnet for investment until 2013, 

when foreign investors grew wary over problems that 

were plaguing the key mining sector. Poor management 

of state-owned mines, disputes with private partners and 

years of dragging development on infrastructure that 

would remove bottlenecks on mining exports all took their 

toll. The slowdown in China, which consumes most of the 

gold, copper and coal produced here, hurt the economy 

further. The Asian Development Bank is projecting just 2.3% 

growth for 2015, compared with 17.5% hit during the peak of 

the mining boom in 2011.
These are the challenges that Bayanjargal Byambasaikhan will 

face as he seeks to transform the country's most valuable 

portfolio of assets into a flourishing investment vehicle. State-

owned mining license holder Erdenes Mongol is where the 

country keeps its stakeholdings in the country's five most-

valuable deposits for gold, copper, coal and other minerals 

that litter this resource-rich country.
Erdenes translates from Mongolian into "treasure", but much 

of that remains buried deep underground because of poor 

management by successive governments. “We're introducing 

new standards of business to the companies that run the 

mines, starting with the financial and technical standards,” 

Byambasaikhan tells bne IntelliNews in an interview.Currently, it's difficult to put a dollar estimate on the value 

of Erdenes Mongol's portfolio. But audits are currently 

underway, and the partial privatisations of the mines 

should help put accurate values on them. “Look at Oyu 

Tolgoi,” says Byambasaikhan, referring to the country's 

giant copper-gold mine that at full production could generate 

Terrence Edwards in Ulaanbaatar
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Special Report:  

Capital Markets Survey 2015
there were 52 equity deals in the CEE/

CIS region worth a total of $4.8bn, 

which compares with 73 deals worth 

$7.8bn in the year-earlier period. 

The winner of the “bne IntelliNews 

ECM Bookrunner Award for 2015” 

goes to Citigroup Global Markets, 

which worked on five deals worth a 

total $1.4bn in the January-October 

period, followed by Russia’s VTB 

Capital with five deals worth $565mn. 

“Citi continued to dominate issuance 

in the CEEMEA region over the last 12 

months, having executed more equity 

transactions than any other bank despite 

EM volatility,” the US bank said.

Citi was involved in the marquee IPO 

of 2015, as well as the ‘one that got 

away’. Citi was joint global coordinator 

and bookrunner for the London IPO for 

2014 was a testing year for issuers, 

lead managers and investors in the 

Central and Eastern Europe/Com-

monwealth of Independent States (CEE/

CIS) region, and 2015 proved to be 

little better, though there were the odd 

encouraging signs. For the top under-

writers in the region, debt, equity and 

syndicated loan issuance was all down 

from 2014, as was M&A.

For the equity capital markets (ECM), 

bankers report that apart from War-

saw, IPO activity across the region was 

pretty thin this year. PwC data shows 

there were 24 IPOs on the Warsaw Stock 

Exchange (WSE) in the first nine months 

of 2015, which was up from the 21 in 

the year-earlier period. Zagreb (2) and 

Bucharest (4) also enjoyed a better nine 

months, though elsewhere – Istanbul, 

Prague, Vienna – IPOs were either lower 

in number or non-existent.

“Equity deals in the region have suffered 

as a result of the capital outflows 

from emerging markets in general in 

2015,” says Peter Szopo of Erste Asset 

Management. Global investors are 

estimated to have sold $40bn worth 

of emerging market assets in the third 

quarter, evenly divided between equities 

($19bn) and debt ($21bn), which the 

Institute of International Finance says 

would make it the worst quarter since 

the crisis-hit fourth quarter of 2008. For 

the year, IIF expects foreign investor 

flows to emerging markets to fall to 

just $548bn this year, lower than levels 

recorded in 2008 and 2009 at the height 

of the global financial crisis, and suffer 

a net outflow of capital this year for the 

first time since the 1980s.

For the banks, this means less ECM 

business in general. According to Dea-

logic, in the January-October period 

A tough year but some hopeful signs

Nicholas Watson in Prague
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year ago, which includes aspects like new listing rules, which will take effect at the beginning of 2016. There are also new rules to force independent directors onto company boards to oversee operations. Taken together, the new rules are another step forward in improving Russia’s corporate governance.
The financial sanctions are also holding back another reform that joining the international settlement system made possible. Now that international traders can buy locally listed stocks on their own systems, the need for depository receipts (DR) – an international proxy for locally listed shares and long a hallmark of emerging market stocks – have become superfluous.

As the price of the DRs is usually slightly different from local prices, investors were steadily buying DRs and converting them to their local equivalents and making money on the arbitrage. However, the sanctions include a clause that prohibits the issue of “new” shares in international markets. Ironically, the US Securities and Exchange Commission has ruled that converting DRs to local shares does not involve the issue of “new” shares, as the local shares already existed, whereas the EU ruled that the conversion does produce “new” securities and so has banned the practice.
If the EU does drop its financial sanctions in December, which is a distinct possibility, then this business will restart and should boost Russian share prices, as DRs are a lot more expensive to hold than locally listed shares. ”DRs cost an average of 8% to 14% of dividend payments. It gets very expensive to trade DRs if you can do the same with local shares,” says Fetisov. “Investors are still using DRs as a legacy of the transformation from an emerging market to a increasingly developed one.”

The end of DRs would be welcomed by Russian companies, as they raise the cost of an IPO significantly. The company has to satisfy two different sets of regulators and analysts simultaneously on two separate exchanges with two sets of fees, ultimately reducing the size of the free-float to each class of investment. 

tried to rope the population into the “people’s IPO” listing of VTB Bank in May 2007. Russian punters put more than $1bn into the issue – only to suffer massive losses about 18 months later during the 2008 financial crash.

Russians are now, unsurprisingly, wary of securities and mutual funds. Still, the most sophisticated can see there is money to be made once the bear market ends, and Fetisov says Moex has more than 1.1mn retail accounts, of which about 70,000 are actively trading. The amount of money invested in the stock market by day traders has become large enough to have a real impact on the index.

The bigger problem is that like the day traders, what passes for institutional investors in Russia are also only speculating on short-term gains. The lack of pension or insurance funds means there are few long-term investors in the market. Even the foreign investors, which used to own about half of all equities listed, tend to be hedge funds, which have at best a six-month time horizon. This short termism makes the market shallow and volatile. “We want to see a more buy-and-hold culture, as that would give additional depth to the market. We also need to develop the domestic investor base – both institutional and retail investors. The introduction of individual investment accounts this year will help as they are geared to one- to three-year investments. Over 50,000 accounts have been opened in the first nine months of this year, which together are worth over RUB6bn,” says Fetisov.
A shortcut to improving the investor profile would be for someone to set up some domestic Exchange Traded Funds (ETF), says Fetisov. There are several foreign Russian-focused ETFs. ”Why do we not have any ETFs here in Russia? The market is certainly big enough, and they are a simple and less risky way for people to invest in Russian equities. However, so far there’s been no interest in establishing domestic funds,” says Fetisov.

Low valuations
The pile of problems – economic and political – that Russia is currently enduring has driven share prices down to rock bottom levels. But Fetisov argues on a fundamental basis that can’t last forever, although he won’t speculate on when any recovery could begin.

Russia has always had an emerging market discount applied on its equities and on top of that a specific “Russia-risk” discount. On a valuation basis Russian stocks should be attractive, but a deep recession and lots of war-talk makes betting on Russian equities very risky right now. But Fetisov queries whether this is still appropriate to today's market. ”Russia has something like a 50% discount to other emerging markets, however we have corporate governance here, transparent accounts, and the well-functioning financial infrastructure. The size of this discount is not justified – a large part of it is due to sentiment,” he says, adding that “another part of it is due to the missing domestic investor base.”Russia introduced a new corporate governance code over a 

Just like the huge client list from the early days, KMV had to deal with thousands of shareholders thanks to the messy privatisation process in the country. The Italian owner had to hire a gigantic hall in Karlovy Vary's famous Pupp Hotel to host annual general meetings. It took until 2005 for the family to take full ownership, achieved thanks to a temporary window simplifying squeeze-outs. KMV is now fully owned by Alessandro via a Netherlands-based holding, his father having retired in 2013.

Returning thirst
Alessandro Pasquale is busy building on his inheritance, expanding the company's portfolio of mineral water brands and soft drinks, and growing into new markets via acquisitions. KMV remains the market leader at home, with a share of 47% last year, according to a report on the segment from Euromonitor International.

Pasquale claims KMV's lead has consistently increased in recent years, despite the economic crisis suggesting cheaper bottled water might erode its advantage. Neither has a conservation 

controversy surrounding the now-abandoned spa built by Heinrich Mattoni around the spring appeared to have hit sales.
First-half results reflect the economic recovery in the region as consumer confidence returns. KMV saw record sales growth of 31% on year in the six months to June, with revenue reaching over CZK3.5bn (€130mn). And this growth should accelerate through the rest of the year, Pasquale hopes, thanks to a searing hot summer in Central Europe and the recent acquisitions in Hungary. KMV expects to sell 1bn litres of water and soft drinks in 2015, and boost turnover to CZK6.3bn.”The crisis is behind us now,” the Italian insists. 

For a brand to cross the divide to become generic is a sign of a rare level of success – and Sellotape, Hoover and Aspirin have all made the grade. In the Czech Republic, you're as likely to hear an order for a “Mantonka” as a mineral water.

To get to that point, Antonio Pasquale had to deal with hundreds of shops, bars and restaurants as he resurrected Mattoni – the mineral water brand from Karlovy Vary – just after communism fell. “There were no distributors in 1991 when my father came here from Italy,” explains Alessandro Pasquale, the current CEO of Karlovske Mineralni Voda (KMV) and son of Antonio. “There were no products to distribute.”KMV has introduced a large range of other bottled waters and soft drinks in the intervening quarter of a century. However, it's still the mineral water brand from the spa town in the west of the country – a cherished client of Czech TV stations and avid supporter of public events, whose giant eagle-shaped billboards guard Prague along the main roads coming from all directions – that has seen KMV retain top spot in the Czech bottled water market throughout the years.
However, the company is keen to take more crowns. It now leads the wider Czech soft drinks segment, and claims recent acquisitions in Hungary have made it “the largest producer of bottled mineral and spring waters in Central Europe”. KMV also has a plant in Austria, where it ranks second in the water market. It enjoys a similar position in Slovakia, and today exports to Poland, Germany, the US and UAE.

Pasquale Snr was hardly alone when he arrived in the Czech Republic in 1991; Italian investors were amongst the first to arrive when the Iron Curtain fell. However, the crowd landed in Prague and concentrated on snapping up real estate.
Having already run a successful water producer at home in “the most developed water market in Europe”, Pasquale says his father saw it as a natural expansion to head to Karlovy Vary, where Heinrich Mattoni first tapped the spring in 1873. Pasquale Snr was such an early mover that he initially had to run the company as a joint venture with the state and wait for privatisation law to catch up.

Mattoni puts the 
fizz into Central 
European waters

Tim Gosling in Prague

“In the Czech Republic, you're as likely to hear an order for a ‘Mantonka’ as a mineral water" 

Dispersed ownership with no controlling shareholder...as of March 16,2015

Free float
50,8%

CBR 11,7%

Sberbank 10%

VEB 8,4%

EBRD 6,1%

CIC 5,6%
RDIF 5,3%

MICEX-Finance 
2,1%
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Issuer Parent
Republic of Poland

Republic of Kazakhstan

Republic of Slovenia

Republic of Bulgaria

Republic of Turkey

Romania

Russian Railways OAO

Slovak Republic

Republic of Lithuania

Republic of Croatia

Total

CEE ECM Bookrunner Ranking (Jan - Oct 2015)

CEE DCM Issuer Parent Ranking (Jan - Oct 2015)
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9
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1

2

3

4

5

6

7

8

9

9
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Citi

VTB Capital

JPMorgan

PKO BP

Credit Suisse

Wood & Co

Barclays

Morgan Stanley

UniCredit

Sberbank CIB

Bank of America Merrill Lynch
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8

9
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1

2
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5

6

7

8

9
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5

5

4

6

3

5

1

2

3

1

1
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No.

4

1

4

1

2

1

9

1

1

1

186

Deal Value ($m)

1,441

565

491

270

237

184

159

144

117

114

114

4,807

Deal Value $ (Proceeds) (m)

4,748

3,960

3,351

3,237

2,963

2,251

1,860

1,763

1,692

1,642

56,199

%share

30.0

11.8

10.2

5.6

4.9

3.8

3.3

3.0

2.4

2.4

2.4

100.0

%share

8.5

7.1

6.0

5.8

5.3

4.0

3.3

3.1

3.0

2.9

100.0

CEE M&A Advisor Ranking (Jan - Oct 2015)
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1

2

3

4

5

6

7

8

9
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1

2

3

4

5

6

7

8

9
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No.
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7

6

3

2
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8

1

6

5
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Deal Value $ at Announcement (m)

11,210

10,913

8,100

6,434

6,123

5,250

4,785

4,000

2,566

2,360

72,901

%share

15.4

15.0

11.1

8.8

8.4

7.2

6.6

5.5

3.5

3.2

100.0

Source: Dealogic

CEE DCM Bookrunner Ranking (Jan - Oct 2015)

CEE Syndicated Loans Borrower Parent Ranking (Jan - Oct 2015)

CEE Syndicated Loans Mandate Lead Arranger Ranking (Jan - Oct 2015)

All Advisor Parent

ING

SG Corporate & Investment Banking

BNP Paribas

Commerzbank Group

UniCredit

Bank of America Merrill Lynch

HSBC

Standard Chartered Bank

Deutsche Bank

Citi

Total
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1

2

3

4

5

6

7

8

9
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1

2

3

4

5

6

7

8

9
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No.
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13

10
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Deal Value $ at Announcement (m)

1,750

1,142

1,056

854

831

787

759

743

738

719

58,219

%share

8.7

5.7

5.2

4.2

4.1

3.9

3.8

3.7

3.7

3.6

100.0

Bookrunner
JPMorgan

Citi

UniCredit

VTB Capital

SG Corporate & Investment Banking

HSBC

Sberbank CIB

Barclays

Gazprombank

Deutsche Bank

Total
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1

2
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5

6

7

8

9
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1

2
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8

9
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Deal Value $ (Proceeds) (m)
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4,943

4,449

3,922

3,810

3,641

3,489

3,240

2,904

2,458

56,199

%share

9.0

8.8
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7.0

6.8

6.5

6.2
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5.2

4.4

100.0
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1

2
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Deal Value $  (m)

4,956

3,619
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2,827

2,548
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1,772

1,522

1,505

1,500

58,219

%share

8.5

6.2

4.9

4.9

4.4

3.4

3.0

2.6

2.6
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100.0

All Advisor Parent

VTB Capital

JPMorgan

Barclays

Lazard

Credit Suisse

Citi

Bank of America Merrill Lynch

BTG Pactual

SG Corporate & Investment Banking

Morgan Stanley

Total
Borrower Parent

Otoyol Yatirim ve isletme AS

Pola Investment Ltd

Koc Financial Services Inc

Akbank

Isbank

Turkiye Vakiflar Bankasi TAO - VakifBank

PPF Group NV

Turkiye Garanti Bankasi AS

Export Credit Bank of Turkey - Turk Eximbank

Gazprom

Total
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Central Europe 

 
The Latvian government finally 

approved the controversial invest-

ment plan for flag carrier airBaltic. 

The cabinet reportedly amended the 

deal to insure itself against any fallout, 

with the plan – which would bring a 

German investor with strong Russian 

links into the airline – having already 

led to the dismissal of the transport 

minister. Parliament will now be asked 

to vote on the deal. airBaltic is now the 

one surviving national airline in the Bal-

tics after Estonian Air was shot down 

by an EU ruling on state aid. The flag 

carrier gave up the ghost the day after 

Brussels ordered it to pay back €85mn of 

state support from recent years.  

Czech state-owned railway operator 

Ceske Drahy plans to file a lawsuit 

against train maker Skoda Trans-

portation after it lost an arbitration 

procedure over the delayed delivery of 

locomotives. Ceske Drahy was seeking 

compensation of over CZK900mn for 

the delayed supply of the locomotives. 

The railway operator placed a CZK2.5bn 

(€92mn) order at Skoda Transportation 

for the supply of 20 locomotives, which 

were due to be delivered in 2009. They 

did not arrive until 2013. Skoda Trans-

portation blamed the delay on 2008 

changes in the technical norms, which 

meant it had to modify the locomotives. 

The Arbitration Court of the Economic 

and Agrarian Chambers decided against 

Ceske Drahy’s compensation claim and 

ruled that the railway operator must pay 

Skoda Transportation CZK1.2bn, which 

is the remaining sum under the purchase 

contract.  

 

Central Europe  

 
Hungary’s central bank has bought 

a majority stake in the Budapest 

Stock Exchange (BSE) in a HUF13.2bn 

(€42.5mn) deal. The Magyar Nemzeti 

Bank (MNB) paid HUF3,550 per share, 

raising its stake to 75% from the 6.9% it 

held previously. Up until now Austria's 

CEE Stock Exchange Group controlled a 

50.5% stake in BSE and Oesterreichische 

Kontrollbank held 18.35%. 

Raiffeisen Bank International (RBI), 

the struggling Austrian lender, 

reported better-than-expected third-

quarter results and forecast an overall 

profit for the full year, though much of 

the improvement came from the delay in 

implementing restructuring targets until 

next year. RBI, the second biggest non-

Russian bank by assets in CEE, reported 

net profit of €90mn in the third quarter 

and €378mn for the first three quarters. 

It revised its guidance for the full year to 

a small consolidated profit, having previ-

ously warned it might be lossmaking. 

Latvian regulators have turned to the 

police in their Ventspils Nafta insider-

trading probe. Financial watchdog 

FKTK has asked the police to investigate 

possible market manipulation connected 

to Vitol Group's September acquisition 

of the oil terminal operator. VN's share 

price rose 70% in the days just ahead of 

the deal; it managed just 3.48% the day 

of the official announcement. 

 
Southeast Europe 

 
Bulgaria's central bank on November 

5 rejected the conclusions of a report 

by the country's National Audit Office 

(NAO) that it failed to adequately 

supervise the banking system and 

ignored warnings about the health of 

Corporate Commercial Bank. Corp-

bank collapsed in June 2014, costing 

the Bulgarian taxpayer over €2bn and 

plunging the country into political and 

economic crisis. 

Southeast Europe 

 
Six bidders are competing for Telekom 

Srbija, which will be the second telecom 

incumbent from the Western Balkans to 

go on the block this year after a failed 

attempt to sell Telekom Slovenije in 

August. Russian mobile operator Mobile 

TeleSystems (MTS) is believed to be 

among the bidders, state-owned China 

Telecom may also have bid, and several 

private equity firms including Advent 

International, Mid Europa Partners and 

Novator Partners are also reported to be 

interested in Telekom Srbija. Telekom 

Slovenije is reportedly bidding for its 

Serbian peer alongside US private equity 

firm Apollo Global Management. 

Bulgarian businessman Spas Rous-

sev is likely to assume full control 

of Bulgarian Telecommunications 

Company (BTC), the country’s larg-

est telecom operator by revenue, after 

winning a controversial tender held by 

creditor VTB Capital for its ultimate 

owner, Luxembourg-registered InterV, 

with a €330mn bid. The completion of 

the deal is still uncertain as InterV shares 

have been frozen by a court injunction 

requested by the Bulgarian authorities, 

while an obscure Russian investor, who 

claims to own a majority stake in InterV, 

vowed to fight for his “stolen” equity 

stake by all possible legal means. 

 
Eastern Europe 

 
Gazprom CEO Alexei Miller knocked 

VTB CEO Andrei Kostin off the top slot 

in this year’s Forbes ranking of Rus-

sia’s best-paid executive. They earned 

$27mn and $21mn a year respectively. 

Major foreign IT companies may 

freeze investments in Russia or pull 

out entirely because of "unclear rules 

of the game", according to a letter from 

the Association of European Businesses 

(AEB) to the Russian government. The 

AEB said it had asked the cabinet to 

postpone for at least six months the 

implementation of a law requiring state 

Shareholders in Romania’s Fondul 

Proprietatea voted overwhelmingly 

to renew Franklin Templeton Invest-

ments’ mandate to manage the fund, 

despite a worse-than-usual performance 

in the last 12 months. The fund also said 

it would prefer to sell its €491mn stake 

in Romania’s Hidroelectrica after the 

latter’s shares are listed, but would con-

sider an offer received beforehand. 

US-based ContourGlobal has been 

given preferred bidder status for the 

construction of the 500MW Kosova e 

Re coal-fired power plant. Construc-

tion of the €1bn plant is expected to 

start in late 2016 or early 2017. The 

project will be the largest investment in 

Kosovo to date, and is expected to solve 

problems caused by its outdated energy 

infrastructure. ContourGlobal and the 

World Bank have reached an agreement 

for financing the plant.  

 
Eastern Europe 

 
Philanthropist George Soros, one of 

Ukraine's strongest international back-

ers, has put some of his money where 

his pro-Ukraine mouth is to invest in a 

dedicated Ukraine investment fund 

in cooperation with a local broker-

age. The fund's first investment is to 

acquire a stake in a leading local IT firm.

 

One of Russia's largest private banks, 

Uralsib, will have an 82% stake 

acquired by businessman Vladimir 

Kogan, the former owner of Promstroi-

bank and largest shareholder of the 

Neftegasindustria holding, the bank 

said. The previous owner of Russia's 

26th largest lender, Nikolai Tsvetkov, 

agencies to justify purchases of foreign 

software from January 1, 2016.  

 
Eurasia 

 
A judge at Tbilisi City Court has over-

turned his previous ruling and reinstated 

the management of Georgian televi-

sion station Rustavi 2 TV. Since August, 

Rustavi 2 TV has been embroiled in an 

ownership battle, which began when 

former owner Kibar Khalvashi filed a 

complaint with the Tbilisi City Court that 

he had been forced to sell his shares in 

the broadcaster at a below market price 

by the previous administration of former 

president Mikheil Saakashvili. The 

ownership battle has since turned into a 

proxy war for the current ruling Georgian 

Dream-led coalition and the opposition 

United National Movement (UNM), 

which Saakashvili founded. The case 

has sparked criticism from international 

observers over media freedom and the 

independence of the judiciary in Georgia. 

 

 
The board of directors of Kazakstan's 

state oil and gas company KazMunaiGas 

(KMG) has proposed a revision to its 

relationship agreement with produc-

tion company KazMunaiGas Explora-

tion Production (KMG EP), whose GDRs 

are traded on the LSE, which would lead 

to KMG “restoring appropriate control” 

over KMG EP. If KMG EP’s board agrees, 

then minority shareholders will get to 

vote on the proposal at a 26 January 2016 

extraordinary general meeting. All share-

holders would be entitled to sell their 

shares at “an agreed premium” to the 

average share price over the last 30 days. 

will remain a minority shareholder. The 

Russian central bank has approved the 

plan to salvage and restructure the bank, 

under which the Deposit Insurance 

Agency (DIA) will grant a RUB14bn six-

year loan and a RUB67bn 10-year facility 

(total of $1.3bn) to Uralsib, marking one 

the biggest bailouts since 2009. 

Russia’s central bank and the eco-

nomic wing of the Kremlin are not 

prepared to provide state develop-

ment lender Vnesheconombank (VEB) 

with another monster bailout. The 

government has refused to backstop VEB 

with a recapitalisation worth RUB1.5tn 

($23bn) to plug a black hole in its books. 

Instead, the government is considering 

removing problem assets from VEB's bal-

ance sheets, including a number of loans 

made to companies involved in building 

facilities for the Winter Olympics held 

last year in Sochi. VEB already received 

a package worth RUB330bn earlier this 

year to help it to continue provide financ-

ing to the real economy. 

 
Eurasia 

 
Turkmenistan is set to start build-

ing a gas pipeline to India. President 

Gurbanguly Berdymuhamedov ordered 

the construction of a 1,735km Turk-

menistan-Afghanistan-Pakistan-India 

(TAPI) pipeline to export 33bn cubic 

metres of natural gas per year from the 

giant Galkynysh field, one of the world's 

largest fields with estimated reserves of 

13,100bn cm of gas. 

Turkmenistan has completed the 

construction of an 88km-long railway 

line to Afghanistan. The new line is part 

of a Turkmenistan-Afghanistan-Tajikistan 

route, which aims to break the transport 

blockade of Tajikistan imposed by Uzbeki-

stan. Turkmenistan also intends to build 

a 38km section of the line in northern 

Afghanistan. Tajikistan is drafting a fea-

sibility study for its section of the railway 

for $9mn, allotted by the ADB. The work 

should be completed during this year. 
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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
+2.5

+3.4
4,549 22 15 63

-5.1 -12.1 +2.1 Oct 17.3 2Q15 +16.8 2Q15

Armenia
9,529

5.9
+5.1

+3.3
3,551 22 31 47

-1.8 -7.9
+1.9 Oct 18.2 2Q15 +3.0 Oct

Azerbaijan
75,188

1.4 +3.7
(YTD) +3.4

8,060
6

62 32
-0.5 16.0 +3.7 Sep 5.0 2013 -0.7 2014

Belarus
75,925

4.1
+4.4

+3.4
7,685

9
42 49

1.0
-6.7 +11.5 Oct 0.5 2014

-7.1 Oct

Bosnia & Herz. 19,191
1.1

+4.4
+3.4

4,735 8.1 26.4 65.5 -2.1 -7.7
-1.5 Oct 43.0 Sep +2.8 Sep

Bulgaria
55,733

2.3
+2.2

+0.8
7,418 6.7 30.3 63

-3.7
0.0

-0.6 Oct
9.5 Oct

+0.6 Sep

Croatia
57,639

-0.4
+1.2

+0.5
13,415 5

26 69
-5.7

0.7
-0.9 Oct 17.2 Oct +5.4 Sep

Czech
Republic 186,877

4.4
+4.6

+2.5
19,295 2

38 60
-2.0

0.6
+0.2 Oct

5.9 Oct
+0.6 Sep

Estonia
25,916

4.1
+2.0

+2.3
18,988 4

29 67
0.6

-0.1
-0.6 Oct 5.2 3Q15 +4.1 Sep

Georgia
16,898

4.7
+2.5

+3.2
3,785

9
24 67

-3.2 -9.7
+5.8 Oct 12.4 2014 +9.2 2Q15

Hungary
137,104

2.8
+2.7

+2.4
13,182 34 28 68.7 -2.6

4.1
+0.1 Oct 6.7 3Q15 +7.8 Sep

Kazakhstan 234,065
4.3

+1.7
+5.0

13,438 5
38 57

-1.2
2.2

+9.4 Oct
4.9 Aug

-3.9 Oct

Kosovo
7,308

5
+0.2

+3.8
4,022 12.9 22.6 64.5 -3.5 -6.8

-0.8 Oct 35.3 2014 -11.3 2Q15

Kyrgyzstan
7,515

4
+7.3

+4.5
1,279 20.8 34.4 44.8 -0.5 -24.7 +4.9 Oct

2.2 Aug
-8.4 Sep

Latvia
31,920

3.6
+2.7

+2.9
15,973 4.9 25.7 69.4 -1.4 -3.1

-0.2 Oct 9.7 3Q15 +2.0 Sep

Lithuania
43,911

3.8
+1.4

+3.0
16,206 3.7 28.3 68

-0.7
0.1

-0.7 Oct
9.5 Sep

+5.1 Oct

Macedonia,FYR 11,327
5.2

+2.6
+3.4

5,066 10 26 63
-4.2 -1.4

-0.5 Oct 26.9 2Q15 +8.6 Sep

Moldova
8,337

4.6
+0.7

+3.4
2,284 15 17 69

-1.8 -8.0 +13.2 Oct 4.1 2Q15 -3.3 Sep

Mongolia
12,419

7.8 +3.0
(1H15) +7.5

4,069 16 33 50
-2.0 -25.4 +3.4 Oct 7.8 2Q15 +16.1 2014

Montenegro
4,547

2.7
+3.4

+3.0
7,334 10 20 70

-3.9 -14.6 +1.5 Oct 15.7 Oct +12.4 Oct

Poland
543,255

3.3
+3.3

+3.2
13,888 4 33.3 62.7 -3.2 -1.4

-0.7 Oct
9.6 Oct

+2.4 Oct

Romania
199,903

4.3
+3.4

+2.7
9,794

6
43 50

-2.0 -0.5
-1.6 Oct

6.8 Sep
+3.4 Sep

Russia
1,261,604

0.6
-4.3

-3.8
6,843

4
36 60

-0.5
3.1 +15.6 Oct 5.5 Oct

-3.6 Oct

Serbia
43,866

-3.6
+1.0

0.0
5,890 7.9 31.8 60.3 -4.6 -6.0

+1.4 Oct 17.9 2Q15 +13.8 Sep

Slovak
Republic 99,795

2.2
+3.2

+2.5
18,090 3.1 30.8 47

-2.9
0.1

-0.6 Oct 11.0 Oct +7.2 Sep

Slovenia
48,051

2.6
+2.6

+1.8
23,262 2.8 28.9 68.3 -4.9

5.8
-0.8 Oct 11.5 Sep +6.2 Sep

Tajikistan
9,019

6.7
+6.4

+5.8
1,105 27 22 51

0.3
-7.9 +5.3 Sep

2.5 Aug +12.3 Sep

Turkey
843,173

2.8
+3.8

+3.3
10,852 9

27 64
-1.3 -5.7 +7.58 Oct 10.1 Aug +2.8 Sep

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
-14.6

-2.3
3,792 10 27 63

-4.6 -3.5 +46.4 Oct 9.6 2Q15
-5.0 Oct

Uzbekistan
60,828

7.6 +8.0
(YTD) +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
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GDP, $mn

GDP composition (%) Budget
deficit

Current
account

Inflation
(CPI) Unemployment Ind. prod.

GDP growth, local currency

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)
+4.3

+2.0
-0.3

663.0
731.8

-
-

-
-

98.2
23.2

Bulgaria (SOFIX)
-2.7

-16.4
-16.3

434.5
547.0

13.4
3,745.0 -34.6 -24.4

98.4
92.8

Croatia (CROBEX)
-1.9

-6.6
-2.7 1,672.3

1,817.7
12.2

19,245.0 -8.0
+5.5

99.1
63.0

Czech Republic (PX)
-0.1

-1.4
+2.0

933.3
1,058.4

14.2
25,177.7 -23.5 -14.1

99
78.0

Estonia (OMXT)
+3.3

+15.8
+17.3

749.2
914.2

10.2
1,995.0 -6.6

+7.1
99.9

33.0

Georgia (-)

-
-

-
-

-
-

-
-

-
99.7

61.6

Hungary (BUX)
+7.8

+35.8
+45.2 15,686.7 23,826.7

12.3
16,146.5 +2.2

+18.0
99.4

56.6

Kazakhstan (KASE)
+0.9

-9.6
-4.6

761.0
1,030.3

-
41,319.2 +70.9 +163.2

99.7
55.2

Kosovo (-)

-
-

-
-

-
-

-
-

-
91.9

47.6

Kyrgyzstan (-)

-
-

-
-

-
-

-
-

-
99.2

-

Latvia (OMXR)

+2.9
+42.1

+46.8
405.8

607.1
7.7

1,388.0 +25.0 +43.3
99.9

69.9

Lithuania (OMXV)
+0.2

+4.8
+6.6

450.9
505.7

8.5
3,823.0 -14.8

-6.0
99.8

66.3

Macedonia, FYR (MBI10)
+4.7

-4.3
-4.5 1,616.8

1,874.4
-

238.0
-15.1

-1.0
97.5

41.2

Moldova (-)

-
-

-
-

-
-

-
-

-
99.1

38.4

Mongolia (MSETOP)
-3.3

-14.3
-13.9 12,477.3 15,862.4

-
-

-
-

98.3
55.5

Montenegro (MONEX20)
-

-
-

-
-

-
-

-
-

98.4
62.2

Poland (WIG)

-5.5
-9.1

-5.8 47,908.2 57,379.5
14.9 143,436.0 -23.6 -10.7

99.7
71.5

Romania (BET)
+0.3

+2.7
+2.6 6,503.1

7,638.9
14.9

19,653.0 -19.4
-6.6

98.6
51.5

Russia (MICEX / RTS) +6.8 /
+1.9

+18.9 /
-14.9

+27.4 /
+14.9

1,396.6 /
629.2 1,868.07 /

1,082.2 14.4 450,033.3 -18.7 +21.4
99.7

76.1

Serbia (BELEXLINE)
-0.6

-11.7
-7.5

600.1
746.6

10.5
2,921.0 -23.3 -10.4

98.2
56.3

Slovak Republic (SAX)
+6.5

+37.8
+36.3

216.3
307.6

-
50,322.0 -2.8

+10.4
99.6

53.6

Slovenia (SBITOP)
+1.3

-13.5
-9.5

646.7
836.3

11.1
5,970.0 -24.1 -13.2

99.7
84.4

Tajikistan (-)

-
-

-
-

-
-

-
-

-
99.7

24.4

Turkey (XU100)
-5.4

-11.0
-12.2 71,299.4 91,412.9

12.3 197,657.5 -8.1
+21.2

94.9
7.98

Turkmenistan (-)
-

-
-

-
-

-
-

-
-

99.6
79.3

Ukraine (PFTS)
-7.3

-34.3
-35.3

239.2
488.2

4.1
5,865.0 -75.2 -70.5

99.7
78.9

Uzbekistan (-)

-
-

-
-

-
-

-
-

-
99.5

8.87

FINANCIAL INDICATORS

Sources: Bloomberg; Capital IQ; InFinancials

*Official figure or independent estimate
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About us

2

bne IntelliNews publishes business news, 
commentary and data on emerging markets. 
For professionals engaged directly or indirectly 
with the world’s key emerging markets, bne 
IntelliNews provides vital local perspective and 
insight via its print and digital platforms.

Leading ABC audited business and finance magazine covering the 
CEE/SEE/CIS regions  monthly, plus daily updated website and weekly 
e-newspaper, and read by corporate and financial decision makers 
worldwide, since 2006.    
www.intellinews.com

Premium economic and business news and industry reports newswire, 
covering CEE/CIS/MEA/South Asia since 1996.   
pro.intellinews.com

Trade, production and market demand time-series database covering 
over 400 commodities and products in over 70 countries and regions, 
with historical data to 1990 and forecasts to 2025.   
www.queridata.com

Industry reports and analyses published monthly on over 90 topical 
emerging market industry segments.   
store.emergingmarketsdirect.com
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Continued...

bne IntelliNews was created in 2014 with the merger of business new 
europe (bne) and Emerging Markets Direct. bne IntelliNews is part of 
New Sparta Holdings, London. 

bne IntelliNews provides pragmatic and actionable information for 
investors and companies worldwide about the emerging markets that 
helps them to make informed decisions. bne IntelliNews subscribers 
learn what’s happening in these regions long before the mainstream 
media reports on it. 

business new europe was founded in 2006 by journalists who had 
been covering Eastern Europe for more than a decade, publishing bne 
magazine which is now bne IntelliNews magazine.

Our premium newswire IntelliNews Pro acts as an “intelligent filter” 
offering fast, timely, highly specialised political and business news and 
analyses that conserves your valuable resources with its IntelliNews 
Pro daily news updates. 

Chairman: Jerome Booth

Publisher: James Hammond

Editor-in-chief: Ben Aris

Managing editor: Nicholas Watson

Editor-at-large: Liam Halligan



bne IntelliNews magazine statistics

Audit issue circulation: 20,661*
Average monthly circulation: 18,918*

bne IntelliNews is read worldwide by corporate and 
financial decision makers primarily based in Europe 
and North America.

bne IntelliNews is read primarily in Western Europe, 
CEE and North America, but is also read in Asia,  
Latin America, the Middle East and Africa. 

4

Geography

* Audit certificate available upon request or at www.abc.org.uk.

43% 
UK / 
Western 
Europe
UK 4,001 
Germany 1,775 
France 579 
Austria 439 
Switzerland 375

21% 
CEE
Russia 952 
Poland 312 
Turkey 252 
Romania 261 
Hungary 201 
Bulgaria 334 
Czech 156

4% 
Other
Asia Pacific 1,146 
Middle East & North Africa 130 
Central & South America 63 
Africa 42

32% 
North 
America
USA 7142
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bne IntelliNews is read by CEOs, CFOs and Managers/VPs.

Continued...

Job title

35% 
Senior Managers

27% 
CEO/Executive Directors

18% 
CFO/Finance

18% 
Other12% 

Associate/
Consultant/

Business 
Operations

CEOs
GE
Mitsubishi
BNP Paribas
Keystone Foods
Mondi

Presidents
AIG
Bank of China
Ernst & Young
Citicorp
Credit Agricole

CFOs
Societe Generale
Credit Suisse

NBCUniversal Media
Nordea Bank
AstraZeneca

Chairmen
Citibank
E.ON
Eurochem
AXA Japan
SEB

Directors
Goldman Sachs
Morgan Stanley
Google
Commerzbank
3M

Other C-level executives
Unicredit
IBM
Ericsson
McGraw Hill Financial
Commerzbank

Managers
UBS
BlackRock
Abu Dhabi Investment Agency
ABN AMRO
Pfizer



Analysts
ING
European Central Bank
Apple
GM 
Bain Capital

Governor
Central Bank of the Republic  
of Turkey
Bank of Greece
National Bank of Romania
Croatian National Bank
Bulgarian National Bank

Treasurer
The Boeing Company
Cargill Enterprises
Daiwa Capital Markets
MasterCard
Danske Bank

Editors
BBC News
Bloomberg News
Barrons
Financial Times
Forbes

Investor Relations
Procter & Gamble
Wal-Mart Stores
Twitter
ArcelorMittal
Live Nation

Ministers
Ukraine, finance
Romania, finance
Czech Republic, finance
Armenia, economy
Tajikistan, foreign affairs

Continued...

bne IntelliNews is highly regarded by the financial 
and corporate sector, including investors, banks 
and multinational companies. 

Company type

3% 
Government

4% Other

37% 
Investor

37% 
Corporate

(non-financial)

11% 
Advisor 8% Bank

6
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Tuesday 27th January, 2015
“East-West Tension: Temporary Lapse or New Normal”  

Tuesday 5th May, 2015
“Poland: A Successful Transition?”

Thursday 25th June, 2015
“Russia: Which Way Now?”, 
Sponsored by:

Tuesday 27th October, 2015 
“Poland’s Parliamentary Election: Tremor or Earthquake?” 

Tuesday 24th November, 2015
“Turkey: Which Way Now?”
In partnership with: 

Our sister company, New Sparta Events, will be launching a 
portfolio of commercial events focusing on emerging markets  
in 2016. To discuss these further please contact Jane Rae at 
jrae@newspartaevents.net

Events

Gain invaluable insights 
on emerging markets 
at bne IntelliNews events, 
which feature the foremost 
emerging markets economic, 
industry and political 
experts onstage debating 
and answering audience 
questions. 

Visit www.intellinews.com/events for the latest information.



bne IntelliNews Special Reports 
2016 editorial schedule

bne  March 201564  I Special report

Special Report:  
CEE Real Estate

bne  April 201566  I Special report

Special Report:  
Exchange-traded funds

bne  May 201556  I Special report

Special Report:  
Companies in transition

bne  June 201552  I Special report

Special Report:  
EBRD Annual Meeting in Tbilisi 

May 14-15

bne  July 201558  I Special report

Special Report:  
Mongolia 2.0

bne  August 201556  I Special report

Special Report:  
Frontier Markets

bne  September 201532  I Special report

Special Report:  
Fund Survey 2015

bne  October 201528  I Special report

Special Report:  
CEE/CIS Real Estate

bne  November 201528  I Special report

Special Report:  
CEE/CIS Bank Survey 2015

bne  December 201526  I Special report

Special Report:  
Capital Markets Survey 2015

February
⋅ Corporate Awards
⋅ Ukraine
⋅ Fund Awards
bonus distribution at EBRD Western Balkans Investment Summit

March
⋅ Real Estate
⋅ Stock Market Awards
⋅ Turkey Investment Opportunities
bonus distribution at MIPIM

April
⋅ FDI Awards
⋅ Fund of Funds Ranking
⋅ Romania Investment Opportunities / Capital Markets
bonus distribution at BACEE Regional Banking Conference

May
⋅ EBRD 25th Anniversary Issue and Awards
⋅ Transaction Banking 
bonus distribution at EBRD annual meeting and Business Forum

June
⋅ Company Performance Awards
⋅ Bank Awards
⋅ Poland Capital Markets
⋅ Slovakia Investment Opportunities

July
⋅ Fund Awards
⋅ Deals and Dealmakers mid year review
⋅ Domestic Capital Markets

August
⋅ Frontier Markets
⋅ Stock Market Rankings

September
⋅ Syndicated Loans
⋅ Wealth Management 
⋅ Private Banking Awards

October
⋅ IMF World Bank Issue
⋅ Real Estate
⋅ Bank Awards
bonus distribution at IMF World Bank annual meetings, 
Expo Real, BACEE Regional Banking Conference

November
⋅ Fund Awards
⋅ Company Performance Rankings

December
⋅ Deals and Dealmakers
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Extra editorial products

bne Newspaper
The digital bne Newspaper offers weekly coverage 
of business and political news from more than 30 
CEE/CIS markets. Distribution:  
1,300 via email subscription

bne IntelliNews free email products and  
email marketing
bne IntelliNews emails are sent to update our 
readership on the latest news and analyses that 
is available on our websites. Distribution: 23,000 
email recipients

IntelliNews.com
The newly-relaunched intellinews.com website 
received more than 20,000 unique visitors in 
November 2015. The website is mobile friendly 
and features free-to-access news as well as the 
IntelliNews Pro portal.

January 8, 2016 www.intellinews.com

Serbia arrests 80 for corruption 
as it begins EU negotiations

The European Commission will review Poland’s 
commitment to EU law and report its findings at 
a meeting on January 13, officials confirmed on 
January 4, as alarm in Brussels rises over the 
Law and Justice (PiS) government's bid to  
rapidly consolidate power.

The move comes after the populist government 
pushed through on December 30 amendments 

EU drops hints of 
possible "nuclear 
option" against Poland

The arrest on December 26 of 80 people, including 
a former minister, may be a sign that Serbian 
Prime Minister Aleksandar Vucic finally intends to 
get serious about fighting corruption and financial 
crime this year. 

The arrests, which were made in connection to 
20 separate cases, were combined for dramatic 
effect just before the start of a year when Serbia 

aims to open EU negotiation chapters on 
corruption, and Vucic – who came to power on 
a strong anti-corruption mandate – will face 
regional elections.

Interior minister Nebojsa Stefanovic told 
journalists in Belgrade on December 26 that the 

to the law on public media that will see PiS 
handpick new heads for public television and 
radio. The government is also embroiled in 
controversy over the Constitutional Court. 
and has launched a wide scale cull of security 
agencies and state companies since coming to 
office in November.

 See page 4 
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Activist, journalist and co-founder of 
Global Ukrainians, an international 
network of Ukrainians worldwide, 
Kruk was awarded the Atlantic 
Council Freedom Award for her work 
communicating the Euromaidan 
revolution to the world via Twitter. She 
predicted a frozen conflict in July 2014, 
which has largely come to pass, and now 
assesses the progress of crucial reforms in 
Ukraine.
 

Last year, Ukrainians were way too 
preoccupied with the conflict in 
eastern Ukraine, which was soon 

followed by a Russian invasion, to be 
able to concentrate on other aspects of 
the functioning of the Ukrainian state.

War indeed changes everything. It is 
the most horrible thing that can happen 
to a state, to a nation, to a human 
being. Unfortunately, Ukraine found 
itself in a situation where both fronts 
– the eastern front and the so-called 
reform front – required equal attention 
and devotion. And if in eastern Ukraine 
we were able to hold our positions, 
when it comes to evaluation of the 
progress with reforms, the situation 
seems to be much worse.

Often the ability to diagnose a problem, 
and being sincere about its nature, is the 
most important part of the treatment. 
Right now Ukraine is going through 
a painful process of realising that in 
many aspects we have wasted chances 

created by Euromaidan and must try to 
understand how should we act now.

On the level of political decision-
making, Euromaidan created an 
opportunity for quick regime change. 
It is clear now: regime change didn't 
happen. If I would be writing this piece 
a few months ago, I would definitely 
be more positive in my comments. But 
the last few months revealed to us the 
real face of authorities, which can be 
described rather simply: currently the 
ruling elites can be referred to as post-
Maidan only when we talk about when 
chronologically they entered office, not 
when we talk about their nature.

Obviously, we shouldn't forget about the 
positive changes that have taken place. 
Undoubtedly, one of the most important 

developments was the restructuring of 
Ukrainian debt. Ukrainian Finance Min-
ister Natalie Jaresko and her team have 
done a fantastic job to start negotiations, 
find a common position acceptable 
for Ukraine and its international debt 
holders, and to finalise a decision. True, 
Ukraine still has problems with bonds 
owned by Russia, but it is purely because 
of the Russian position towards Ukraine, 
not a result of mistakes from the Ukrai-
nian side.

Real progress has also been made by the 
team at the Ministry of Economy. The 
main focus of their efforts was deregula-
tion, creation of a transparent system 
of state purchases, and launching the 
privatisation of state-owned enterprises. 
Even though most of these initiatives, 
except for the state procurement system, 
are still in the development phase, the 
ministry is trying to be open and trans-
parent in its work.

The new Ukrainian police force is 
probably the most visible and best-
known reform that Ukraine has made so 
far. Creation of an entirely new service 
instead of the highly unpopular and 
untrusted militsia was needed, both 
in terms of the success of the reform, 
as well as showing to the public that 
changes really are taking place. Yet more 

legislative work is needed to make the 
new police force a working structure 
with real power, not just a nice PR move.

It is also impossible not to mention the 
breakthrough decision to proceed with 
the decentralisation of Ukraine. Even 
though it was strongly overshadowed 
by unclear provisions for East Ukraine 
regarding the status of the region, 
which were presented to the Ukrainian 
parliament in one package with the 

"We have wasted chances created by Euromaidan"

COMMENT: 

Ukraine needs a ‘Plan B’

Kateryna Kruk in Kyiv

decentralisation reform, the fact that 
this very necessary reform was brought 
to the constitutional level is a huge step 
forward. Even though now it is almost 
impossible to predict whether it will 
be passed by the parliament or not, 
decentralisation alone could be one of 
the biggest steps we have made so far to 
distance Ukraine from the Soviet-style 
centralised-state model.

Hard graft
Nevertheless, all those positive 
developments seem incredibly small and 
insufficient compared to the continuing 
problem of corruption in Ukraine. 
Economic hardship can be partly 
explained by the lack of stability caused 
by war, but lack of progress in the fight 
with corruption can only be explained by 
a lack of political will. And that is why it 
is so dangerous.

Sadly, General Prosecutor Viktor Shokin 
and Ukrainian President Petro Porosh-
enko have chosen to create the illusion 
of a fight against corruption. There 
has been no investigation into [former 
president Viktor] Yanukovych and his 
allies. No evidence has been sent to 
European courts that would make it 
possible to prolong personal sanctions 
against Yanukovych. The creation of an 
anti-corruption prosecutor's office has 
been sabotaged, which endangered the 
whole process of lifting the visa-regime 
between the EU and Ukraine. There 
has also been pressure put on prosecu-
tors who had started investigating their 
corrupt colleagues this summer. And 
there has been no investigation into the 
bloody shootings on Maidan in Febru-
ary 2014, which resulted in the deaths 
of more than 50 people.

Undoubtedly, both Ukrainians and our 
foreign partners might be wondering 
why this is happening. Bringing in new 
people and creating new structures could 
galvanise the process, but authorities 
have decided to rely on the "good 
old boys" of the Prosecutor General's 
office. This is one of the facts that 
prove the president is not serious about 
fighting corruption, because the young 
generation of Ukrainians would never be 
as corrupt as the one that survived the 
collapse of the Soviet Union.

The people who are currently running 
Ukraine were all born, raised and spent 
most of their adult life in the state that 
seemed to them to be the strongest 
in the world. And suddenly they see 
this state collapsing: something that 
seemed to be eternal and unbreakable 

appeared to be fragile and weak. The 
chaos of the 90s as well as the collapse 
of the Soviet Union taught people that 
they can only rely on themselves, not on 
a state. That is one of the reasons why 
corruption in Ukraine reached such an 
unprecedented level: because of the 
feeling that you have to take care of 
yourself first and foremost.

The latest developments in the 
Ukrainian revolution and the conflict 
with Russian don't encourage those 
who were already questioning the 
durability of the existence of the 
Ukrainian state. That might be one of 
the reasons explaining why corruption 
is still flourishing and its influence on 
the state might be more devastating 
than ever. My generation, the 
generation of people born and raised 
in a free and independent Ukraine, 
know no alternative. That is why we 
feel responsible for what is going on in 
the country now and how our actions 
influence it.

The struggle with corruption and 
the explanation for it continue in the 
differences seen in our society, allowing 
you to understand the challenges that 
face Ukraine on the meta-level. After 
Euromaidan, Ukraine made a few 
really big steps forward, but now it 
seems like it has stopped. Because of 
that, many have started questioning 
the importance of Euromaidan and 
whether anything has really changed  
in Ukraine.

The price you pay
Ukrainians often repeat: "We paid  

a high price; this time it should work." 
The last two years showed us it is not 
enough just to pay a price; you must 
cherish what you got for that price. 
Now we know it was naive of us to 
expect that people with old-styled 
thinking would transform Ukraine into 

a country based on new rules. Ukraine 
has lost its chance to make quick 
changes that would allow the country 
to move further foward.

Now only two possible paths remain: 
a coup d'etat or a slow and time-
consuming evolutional change of 
generations. Ukrainian society is right 
now torn between these two options 
and I so much hope it will be wise 
enough to choose the second!

If it is, both we Ukrainians and 
our foreign partners should be 
prepared for a long process of 
gradual transformation of society by 
educating it according to Western 
norms and values. Why do I mention 
education (and by it I don't only mean 
schools or universities, but all kinds 
of traineeships and informational 
campaigns)? Ukrainians want to 
change, but sometimes they simply 
don't know how to. The Soviet model 
is unacceptable, yet not so many know 
the Western model well enough.

So now Ukraine is in a situation of 
trying to find a balance between its own 
expectations and reality. 'Plan A', quick 
and decisive changes in the country 
after the Euromaidan revolution, 
didn't work. But that doesn't mean 
Ukraine has failed and has no chance 
to improve. That only means we must 
think of a 'Plan B'. That is not easy, but 
the very fact that we are trying hard 
to make it work means that despite all 
failures and losses, we haven't given  
up on trying to make our country a 
better place. 

"The young generation of Ukrainians will  
never be as corrupt as the one that survived  
the collapse of the Soviet Union"
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“The writing was on the wall for Uralsib for quite some 
time,” one former senior employee tells bne IntelliNews. 
“Even Tsvetkov’s guru, known for his dubious visions and 
premonitions, would have seen this one coming.”

Tsvetkov is a follower of the self-help guru Sergei 
Neopoletansky, one of the founders of the doctrine of Sun 
Light. Neopoletansky, which is believed to be an alias, says he 
is a disciple of the Indian Hindu guru Sathya Sai Baba. Some 

of Neopoletansky's adherents believe he is the embodiment 
of the deity, while other UralSib employees claim he is a 
charlatan and a crook. Tomes by Neopoletansky called “The 
Alchemy of Abundance” and “The Matrix of Happiness” 
became required reading for senior bank personnel who were 
tested on its contents.

Tsvetkov, a dabbler in ontology, yoga and feng shui, obliged 
managers to attend seminars at the Ritz Carlton where they 
were required to talk to trees and pretend to be different 
animals by growling, grunting and howling on tables. One 
executive said he was almost fired for declining to attend, 
while another senior analyst got into strife for dismissing the 
sessions as “Scientology”.

Former employees at Uralsib tell bne IntelliNews that 
Neopoletansky was paid “several million dollars” from 
company coffers for his seminars. Olga Gorshkova, a bank 
spokeswoman, declined to comment by e-mail.

“His birthdays were legendary,” recalls another former 
executive. “All senior managers had to line up and each 
one make equally outrageous comparisons between him 
[Tsvetkov] and Peter the Great or other heroes of Russian 
history. It was just like North Korea and nobody dared not do it 
or they would be out or demoted.”

Oily beginnings
In 1993, Tsvetkov set up a brokerage called Nikoil, which 
became Lukoil’s main agent in the notorious voucher auctions. 
Tsvetkov and his wife Galina pledged their small house in the 
Russian countryside to set up the firm, according to Thane 
Gustafon’s book “Wheel of Fortune”.

By the early 2000s, Tsvetkov and Vagit Alekperov, founder 
of Lukoil, had contributed substantially to one another’s 
fortunes. Nikoil, which would become Uralsib, organized 
Lukoil’s privatisation and served as its investment bank, 
managing relationships with potential foreign lenders and 
investors. By 2002, Tsvetkov was listed as Lukoil’s second-

biggest shareholder, while Alekperov was listed as a major 
shareholder in Nikoil.

A fitness fanatic who served in the Soviet air force, Tsvetkov 
commanded that elevators at the bank’s Moscow headquarters 
be blocked from stopping on floors 1-4 on the way down to 
encourage exercise. He obsessed about diets and encouraged 
vegetarianism, fasting and starvation.

Another hobby of his was numerology. In 2007, Tsvetkov was 
assessing two candidates as a replacement for chairman of the 
bank. The two contenders were Andrei Donsky and Vladimir 
Ryskin, and Tsvetkov eventually opted for Donsky because his 
tenure at the bank was numerologically compatible with his, 
according to one insider at the bank.

A devotee of feng shui, a Chinese system of keeping things in 
harmony, Tsvetkov paid an extortionate rent for the bank’s 
London office in Tower 44 because “the building looks like 
a rocket ship to the stars”, according to a former staffer. The 
office, which takes up the south-facing side on the 33rd floor, 
was decorated with space motifs and has an amazing view 
of the Thames from Tower Bridge to the Big Ben. “It is the 
ideal feng shui location,” says the former exec.

Honest Nik
To his credit, former staffers say Tsvetkov refused to deal 
with state companies or energy companies because he 
thought “dirty money” would contaminate the group and his 
wellbeing. Hence, the bank's balance sheet remained small 
and it became overly exposed to the risky real estate and 
constructions sectors.

Tsvetkov used to circulate company presentations with new 
age-inspired titles like “The Corporation as an Organism” 
with pictures of zodiac signs, according to a former Uralsib 
trader. “However, if you leafed through these presentations, 
sometimes they also had real information in them like 
financial performance figures for different departments of 
the bank. These couldn’t be located then in the actual IFRS 
filings,” says the former trader.

Tsvetkov has been very involved in charity and Forbes reported 
he spent as much as $300mn of company funds on the restora-
tion of churches, the construction of houses for families with 
adopted children and other projects.

By 2006, Uralsib was the fifth biggest lender in the country by 
assets and among the bracket of the five most profitable. But 
the bank never really recovered from the 2008 financial crisis, 

“Even Tsvetkov’s guru, known for his 
dubious visions and premonitions, 
would have seen this one coming” 

“It was just like North Korea and 
nobody dared not do it or they  
would be out or demoted”

and Tsvetkov was forced to sell off his supermarket chain 
Kopeika in 2010 to help plug a financial hole and keep  
Uralsib solvent.

Tsvetkov had been desperate to sell the supermarket business 
to the US giant Walmart, but was frustrated when the Kremlin 
intervened and told him to sell it to X5, the retail chain of Mikhail 
Fridman’s Alfa Group. “He nearly had a meltdown because he 

had to accept Alfa’s oil money rather than the Walmart deal,” says 
one executive from that time. “He disappeared to the retreat in 
New Mexico for 10 days to get his head around it.”

At the same time, former executives claim Tsvetkov knew 
many of the bank’s managers were “diverting profitable trade” 
to other lenders for kickbacks and did nothing about it. 

Forbes estimates the capitalization of the bank tumbled from a 
peak of $7.9bn in 2007 to a paltry $170mn today. And in mid-
October, Fitch Ratings lowered Uralsib's long-term foreign-
currency issuer default rating to 'B-' because of the weakening 
of the bank's capitalisation, asset quality and profitability. 
Problem loans surged to 15% of the loan book and the 
bank faced the risk of breaching the 6% Tier 1 capital ratio, 
according to Fitch.

Mikhail Sukhov, deputy governor of the central bank, claimed 
the real value of Uralsib’s assets were overstated by “tens of 
billions of rubles”. The regulator didn’t find any evidence of 
outright fraud, but said the lender’s business was unprofitable 
due to high internal costs.

Forbes estimates that Tsvetkov’s own wealth has shrunk to just 
$350mn from $5.2bn in 2006. Tsvetkov, who hasn’t talked to 
the media in years, is apparently unfussed by the decline in his 
fortunes and is happy to focus on his spirituality and research 
activities.  

"The bank never really recovered 
from the 2008 financial crisis"

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

The European Commission raised its 2015 growth 
forecast for Croatia’s economy to 1.1% from 0.3% 
projected in May. The growth should be supported by 
increasing external demand and a halt in the domestic 
demand contraction. The 2016 outlook was also revised 
up to 1.4% from 1.2% projected in the spring forecast.

• Croatia's consumer prices fell 0.8% y/y in September, 
after dropping 0.6% the previous month and annual 
growth of the first nine months of the year reached 
2.3% y/y;

• The unemployment increased to 16.2% in September 
from 15.9% in the previous two months, while the 
average net monthly wage rose 4.2% in August, 
slowing from a 3.8% hike in July;

• January-August trade gap widened 0.5% y/y as 
exports rose at a faster pace than imports.

Romania Country Report – October 2015
j.mp/romania-oct

Romania’s GDP will accelerate to 3.9% y/y in 2016, 
from 3.4% y/y in 2015, according to the International 
Monetary Fund’s latest World Economic Outlook 
report, issued on October 6. The country’s economic 
advance would thus be the highest among European 
economies in 2016, after being significantly above the 
average (1.9%) this year. But the IMF also warned on 
fiscal slippage risks.

• Romania’s industrial output 6% up y/y in August;
• Construction work in Romania up 10.8% y/y  

in August;
• Romania’s retail sales up 9.6% y/y in August on  

VAT rate cut for food.

j.mp/emdstore
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promised to offer technical and financial assistance to do so. 
The European Bank for Reconstruction and Development 
(EBRD) has stepped up its presence in Ukraine as part of a 
general Western effort to support the country. The EBRD has 
allocated €100mn in 2016 to help Ukrainian companies trade 
internationally.

Ukraine has adopted laws that prepare it to be compliant with 
the DCFTA. For instance, its April 2015 law on the gas market 
makes it formally compliant with EU energy market rules. 
Ukraine has also put its legislation on public procurement 
in line with the World Trade Organization’s Government 
Procurement Agreement, which it will join end-2015.

Modernising trade policy
The current government in Kyiv has been keen on helping 
business diversify and is modernising its trade diplomacy. 
Nataliya Mykolska, a former corporate lawyer and German-
trained expert in international trade law, was appointed as 
trade envoy for Ukraine in the spring of 2015.

Mykolska has reached out to a variety of countries to help 
increase Ukrainian exports. Her ministry has convinced the  
US to increase unilateral trade preferences for Ukrainian 
exports and called for a free trade agreement with Canada –  
a key Ukrainian political and economic partner. Mykolska  
has also been reaching out to Kazakhstan, which is not 
applying the trade restrictions and food embargo that Russia 
imposed on Ukraine in response to Western sanctions last 
year, even though it is a member of the Russian-led Eurasian 
Economic Union.

At home, Mykolska is encouraging a more modern policy 
formulation, encouraging companies to come up with sector-
wide proposals and demands instead of company-specific 
lobbying. She is communicating on the need for domestic 
reforms and a better business climate. Internationally, she is 
positioning Ukraine as a country that is open for business.

Whether the current economics team of the Ukrainian 
government will leave a lasting imprint on the way the 
state carries out trade policy – and how thoroughly it will 
implement the DCFTA – remains to be seen.

Oleksandr Zholud, senior analyst at the Kyiv-based 
International Centre for Policy Studies, tells bne 
IntelliNews that recent changes to the tax code mean the 
Ukrainian government could face reduced tax revenues, 
potentially creating problems with the International 
Monetary Fund, which is administering the government’s 
bailout programme. “To some extent, Ukraine may try to  
get some additional revenue from [customs] tariffs,”  
Zholud explains.

A 5% across-the-board import duty surcharge introduced 
in February 2015 in response to the country’s balance of 
payments problems reflects just that kind of attitude. Kyiv has 
promised to get rid of the measure in December.

The government says it is trying to reduce the number of 
import and export licences for a variety of goods, but the 
teams working on this are quite small, Zholud explains. 
“Even in the same ministries, while we have new leaders, the 
majority of the ministry is the same. And quite often they are 
not willing to change.”

It is precisely on such licensing matters that the EU has 
stumbled this year. This spring Ukraine introduced a ten-year 
moratorium – signed into law by President Poroshenko – on 
exports on raw wood, which has hurt Romanian, Slovak, 

Polish and Austrian industries.  A similar measure was 
introduced in July on scrap metal. These moves violate the 
spirit of the WTO and the text of the DCFTA.

In the end, the EU too must signal a lasting commitment to 
the deal. The agreement is almost completely ratified, but 
the process is complex, requiring approval of the member 
states, the European Parliament and 28 national parliaments. 
Greece and Cyprus have not yet ratified the deal, while 
the Netherlands has postponed the final ratification of the 
deal after a petition run by a populist platform succeeded 
in having a legally non-binding – but politically charged – 
referendum on Ukraine’s Association Agreement organised 
next spring.

It appears the saga of the EU Association Agreement with 
Ukraine, talks over which began in 2008, is not over yet. 

Ukraine is preparing to implement its free trade deal 
with the EU in January 2016, regardless of how Russia 
might react. The move would end a saga of complex 

negotiations and multiple delays, though there is still some 
uncertainty over the final fate of the deal that triggered the 
Ukrainian crisis, and Russia has already reacted negatively. 

European Commissioner for Trade Cecilia Malmström was 
in Kyiv on November 13 to discuss with the Ukrainian 
government the concrete steps required before the 
introduction of the Deep and Comprehensive Free Trade 
Area (DCFTA) – the main pillar of the Association Agreement 
Ukraine signed with the EU in 2014. The implementation 
of the deal – bitterly opposed by Russia, which persuaded 
previous Ukrainian president Viktor Yanukovych to refuse 
to sign it, leading to his ouster – has been deferred so as to 
leave room for negotiations with Russia. But the talks have 
not yielded results, while the war in the east against Russian-
backed rebels continues to this day, despite a shaky ceasefire.

“We have to be ready for the economic consequences, as 
Russia resorts not only to the occupation of sovereign and 
independent Ukraine, but also to the trade war against us,” 
warned Ukrainian President Petro Poroshenko.

Indeed, Russia has already responded, calling Ukraine's  
EU association pact terms absolutely unacceptable on 
November 17.

“Very strident comments here from [Russian Economy 
Minister Alexei Ulyukayev],” says Tim Ash of Nomura 
International. “Moscow likely will press for a further 
deferment in the start of the DCFTA beyond the already 
delayed date of January 1, 2016.” 

The EU trade agreement foresees the elimination of import 
duties. There are reduced tariff rates and longer phase-in 
periods or bigger quotas for sensitive products – agricultural 
products and metals on the EU side; the car sector on the 

Ukrainian side. In a move to support Ukraine’s failing 
economy, the EU is already unilaterally applying the reduced 
tariffs and import quotas agreed to in the DCFTA.

The bulk of the agreements’ benefits is expected from 
Ukraine’s adoption of many trade and economic rules 
included in the 2,000-page text, covering areas like 
intellectual property, competition policy, public tendering 

procedures and more open services markets – notably energy. 
The agreement also requires Ukraine to apply EU technical 
and sanitary standards, and to adopt some of Europe’s social 
and environmental norms.

Ukraine is not expected to adopt all the laws as of January 
next year, so implementation will be gradual. Over time, large 
parts of the Ukraine economy could become part of the EU’s 
single market if the reforms are properly implemented.

During her stay in Kyiv, Malmström discussed the state of 
play in preparations for the deal. “The DCFTA is an important 
tool. Ukraine should take full advantage of the deal,” she 
said. However she cautioned that “the DCFTA is not a magic 
wand”, saying it all depended on whether Ukraine can 
improve its investment climate to attract business.

Ukraine’s major challenge is to ensure its agricultural 
and food-processing sectors manage to comply with the 
EU’s costly sanitary and phytosanitary rules. The EU has 

Iana Dreyer in Brussels

Ukraine sees EU 
free trade deal  
from 2016 though 
hurdles remain

Trade

“We have to be ready for the 
economic consequences, as Russia 
resorts not only to occupation, but 
also to trade war against us”

“While we have new leaders,  
the majority of the ministry is  
the same, and often they are  
not willing to change”
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or at least figures willing and able to play that role – and they 

are ultimately in charge.

The Kleptocrats get to reach in to Real Russia when they 

choose, to divert a procurement contract here, dictate a court 

decision there, but the Ideologists in turn have the final say. 

Ever since Crimea, the primary thrust of national policy has 

been towards confrontational geopolitics, which have hit at 

the heart of the kleptocrats’ interests, grinding an already-suf-

fering economy downwards and limiting their scope to move 

themselves and their assets at will. Beyond that, whereas in 

the past these two blocs collaborated smoothly, there are now 

indications that the Ideologues see some of the Kleptocrats 

and their parasitic habits as a growing problem in an age 

when dwindling resources need to be focused more directly 

on the ideological project. Witness, presumably, Russian Rail-

ways chief Vladimir Yakunin’s dismissal and the increasing 

evidence of a not-as-bogus-as-usual anti-corruption campaign 

on the way.

Of course, no such simple pattern can be exact and accurate. 

There are individuals high up in the system, from cabinet min-

isters to central bank chief Elvira Nabiullina, whose techno-

cratic instincts seem closest to those of Real Russia. Likewise, 

even Ideologists still seem happy to help their children find 

comfortable and highly lucrative positions, from whence to 

steal with savage abandon. However, as a broad model for 

trying to understand the disparate and often contradictory 

forces working to shape Russia’s future, this seems to have 

some value.

There have been many attempts to understand Russia by 

subdividing it. Is it a feudal Russia of rulers and ruled, or 

the ‘four Russias’ posited by scholar Natalya Zubarevich, 

divided geographically and socio-economically? My own sense 

is that alongside such formulations, we also need to see the 

country and society divided into three, and the competition 

between them – one as much philosophical as practical – is 

likely to become all the sharper in 2016, defining Russia’s 

future trajectory, and the eventual post-Putin order.

The three
However little attention it may get in foreign coverage, Rus-

sia has a working, rational state. This is not some neo-fascist 

imperialism, nor an out-of-control kleptocracy where every-

thing is plundered and funnelled into foreign bank accounts. 

There are inefficiencies, there is petty corruption – apparently 

on the rise again as a result of officials’ shrinking real incomes 

– but in the main, the country works. Roads are paved, refuse 

is collected, teachers teach and police officers police. Most 

people essentially want to do their jobs, live – that perennial 

Russian dream and mantra – a “normal” life.

However, above ‘Real Russia’ squats the smaller, but vastly 

richer ‘Kleptocratic Russia’. This ugly parasite is much of the 

time happy to let its host do its thing, but has ultimate author-

ity over the structures of state, routines of life and workings 

of justice, when it chooses to exert it. This is the realm of the 

embezzling senior officials, the pampered sons and daughters 

of the mighty, the businesspeople who depend as much on 

sweetheart deals and covert cartels as any real acumen.

Yet this country cannot simply be dismissed as a kleptocracy, 

because at the very top of the stepped ziggurat of national 

power lies the smallest and, perhaps, most dangerous and 

pernicious incarnation: ‘Ideological Russia’. It is hard to doubt 

that, whatever his motivations during his earlier presiden-

cies, Vladimir Putin is driven now not by personal economic 

interest but an ideological programme – a vision of a nation 

restored to its due place in history and the world (and, by 

extension, a vision of his appropriate legacy). He has sur-

rounded himself with a small coterie of like-minded cohorts – 

STOLYPIN: 

Will 2016 see the three 
Russias diverging?

Mark Galeotti of New York University

"The Kleptocrats get to reach in to 

Real Russia when they choose, but 

the Ideologists in turn have the 

final say"

disenfranchised? There seems little prospect of their rising 

against the regime, literally or metaphorically (rising, after 

all, for what?). Instead, theirs are the weapons of the weak: 

refusing to conform, turning to the underground economy, 

passively resisting to behave as their masters want. This does 

not go unnoticed, and will be visible – at least to those who 

see the real, uncooked books – in indices from labour unrest 

and productivity to suicide rates and support for local civic 

initiatives.

In itself, this will not force change on the elite. However, it may 

scare the Kleptocrats and technocrats. If the economy worsens, 

if the elections prove tougher to massage, and if the Kremlin 

looks increasingly willing to sacrifice their interests in the 

name of an ideological project, at some point they will begin to 

look for ways to protect them.

And here’s the inevitable prediction buried in all these “year 

ahead” articles. It may well not come in 2016, but whenever 

Putin is replaced or succeeded, it will not be with another 

Ideologist, but with a Kleptocrat. The interests of the elite will 

take precedence over the masses, but also over Russian geopo-

litical grandeur, and this new regime will eagerly seek to mend 

bridges with the West.

As a generation of ruthless exploiters gives way to their more 

pampered and less sharp-toothed children, the pressure to cre-

ate reliable protections for property rights (however that prop-

erty may have been acquired in the first place) will only grow. 

Meanwhile, ordinary Russians and their technocrat fellow-

travellers in the elite will be looking for change, and thus the 

possibility – no more – is that a Kleptocratic presidency may 

in turn give way, some day, sometime, to a generation finally 

eager to make real the promises of 1991 – of building genuine, 

working political and economic democracy. Perhaps.  

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.

Widening gaps in 2016
Although it is probably wishful thinking to expect dramatic 

and positive outcomes over the course of the coming year, 

for a variety of reasons 2016 is likely to see the relationships 

between the three Russias become increasingly tense, laying 

the groundwork for change to come.

On September 18 next year, elections will be held for the 

Duma, the lower house, which will in many ways also be a 

referendum on the regime. There is no question of United Rus-

sia (and its affiliated pseudo-parties) losing their control over 

the chamber, both because of the propaganda campaign likely 

to precede the vote and also, where necessary, judicial rigging 

of the process and the count. We can, for example, expect to 

see the more vocal and effective Kremlin critics systematically 

excluded, vilified and pressurised. How the vote will count, 

though, is that it forces the state to mobilise the masses – and 

the extent to which it has to struggle to produce the results 

decreed by the Kremlin will provide insiders with an index of 

true popular discontent.

After all, Putin’s sky-high personal ratings tell us little about 

the public mood. Arguably, the growing rash of local labour 

and social protests, from truckers blocking roads to demon-

strations against rising utilities prices, are a better measure, 

as inflation, wage pressures and the effects of social spending 

cuts all come to bite.

The Ideologists may be tempted to crank up their propaganda 

about a Russia isolated and embattled, but there is a real risk 

of ‘fantasy fatigue’ if this is just a matter of intemperate words 

and invented threats. On the other hand, manufacturing or 

introducing Russia into crises abroad to give substance to the 

hype, from a renewed Ukraine campaign to picking fights 

over the Arctic sea-lanes, would not only deplete dwindling 

resources, but likely only deepen its economic and diplomatic 

isolation.

This is unlikely to please the Kleptocrats, squeezed between 

economic stagnation, popular dissatisfaction and Kremlin 

adventurism. However, at present political power trumps all in 

Russia: the rich are not so much wealthy in their own right so 

much as the temporary stewards of those assets until the day 

comes when the Kremlin seeks to reassign them. To this end, 

they have a perverse incentive to want to see genuine rule of 

law and secure property rights come to Russia, and an end to 

its geopolitical struggle with the West.

An archetypal bank-robber wants the police force to be inef-

ficient and corrupt – until he is rich enough to own banks, at 

which point he wants the state to protect his ill-gotten gains. 

So, too, a kleptocratic generation of Russian oligarchs, mini-

garchs and boyar-bureaucrats who have done well thanks to 

Putin may well come to feel that their interests have come to 

diverge from his.

And what about the poor Russian people, the perennially 

"Whenever Putin is replaced or 

succeeded, it will not be with 

another Ideologist, but with a 

Kleptocrat"
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something that the disposal programme starts to address. 

“A bank of our size should be more focussed,” Karl 

Sevelda, RBI’s chief executive since June 2013, told bne 

IntelliNews recently, while adding "what we want is a more 

balanced structure".

RBI claims that its diversity helped it stay profitable in the 

past, notably during the global financial crisis, as not all its 

markets turned down at the same time or pace. But today 

RBI is exposed to several of the most problematic markets 

in the region at the same time, putting severe pressure on 

management resources. Jiri Stanik, founder of consultants 

Helgi Analytics, argues that RBI is spread too thinly. “Right 

now that looks a potential problem,” he says.

Its current crisis has also demonstrated that, despite its 

diversity, in reality it is dependent on a few key markets, 

notably Russia. Even in 2014 Russia provided almost a 

quarter of group net interest income. “They are extremely 

dependent on a few markets,” says Patrick Rioual of Fitch 

Ratings, which cut its rating for RBI to 'BBB' with a negative 

outlook in May.

The contrast with Erste’s strategy is revealing. Austria's second 

largest bank started expanding into CEE much later than Raif-

feisen, making its first big step only in 2000 with the acquisi-

tion of Czech retail bank Ceska Sporitelna. It has remained 

focused on retail banking in Central Europe, and is among the 

largest banks in the Czech Republic, Slovakia and Romania.

RBI grew by setting up grassroots corporate-focused 

operations throughout the region and only belatedly tried 

Raiffeisen Bank 
International is 
stuck in the slow 
lane

Raiffeisen Bank International (RBI) has become the 

sick man among the international banking groups 

that dominate Central and Eastern Europe.

RBI was the banking pioneer in the region, leading Austrian 

and other multinational companies into the new markets 

that opened up after the collapse of communism in 1989. It 

still ranks second in terms of assets among the (non-Russian) 

banks in the region and it has the most wide-ranging 

network, with operations in 15 countries, many of them 

frontier markets such as Kosovo and Belarus.

But after making its first loss last year, RBI announced plans 

in February to scale back its operations, in an attempt to 

boost its core capital ratio to keep up with its peers. The 

disposals will relegate it to fourth place among the non-

Russian banks operating in the region in terms of assets. 

The restructuring plan has steadied RBI’s share price – which 

had hit a low of €8.81 at the end of January – though it is 

still a third down on a year ago at around €13. This gives 

it a market capitalisation of just €3.8bn, a multiple of less 

than half its book value. Its upstart Austrian rival Erste Bank 

Group, which trades at just over book value, is now more 

than three times larger in terms of market capitalisation. 

Making your own luck
RBI’s woes are partly a result of bad luck. In Ukraine, the 

annexation of Crimea by Russia has forced it to sell its 

branches there and shutter those in the east where the 

conflict is raging, which has helped make 54% of its loans in 

the country non-performing. High levels of problem loans in 

other key markets such as Croatia, Romania and Hungary, 

together with adverse currency movements in Russia and 

Ukraine, plus bank levies and forced conversion of Swiss 

franc loans in Hungary, have all led to losses that the rest of 

the network could not counter-balance. 

But sometimes you make your own bad luck. The sheer 

diversity of the bank’s operations has become a weakness, 

Robert Anderson in Prague

to follow Erste’s fast growth by switching to acquisitions 

and prioritising retail banking. Among the mid-sized or 

larger markets in the region, it only ranks among the top 

three banks in Slovakia. “You have to have scale in this 

business,” says Stanik. “And the biggest growth is in the 

retail business. Overall the strategy of Erste was the  

right one.”

RBI has finally been forced into a long overdue strategic 

rethink by the higher capital requirements imposed by 

European and Austrian regulators in the wake of the global 

financial crisis, and the growing incredibility of its claim that 

it could meet these requirements purely by profit retention at 

a time when it is hardly making any.

The key questions now are whether it has done enough to 

satisfy investors and regulators, and will it be able to keep its 

place among the leading banks in the region?

Shrinking plans
Under its restructuring plan, RBI will sell its Polish and 

Slovenian operations, as well as internet bank Zuno, and will 

scale back lending in Russia, Ukraine and Hungary. 

RBI says that implementation of all these measures should 

result in an almost one quarter reduction in its risk weighted 

assets (RWA), of approximately €16bn by the end of 2017, 

from its total of €68.7bn at the end of 2014. Following the 

restructuring, the bank expects to have a fully loaded Tier 1 

capital ratio of 12% at the end of 2017, up from 10.7% in the 

second quarter of 2015.

But the cuts will be painful and could crimp long-term 

profitability. Polbank, the core of RBI’s Polish operations, 

was only bought in 2012 and is now the bank’s biggest 

foreign subsidiary – with RWA of €8.6bn – in one of the most 

promising CEE markets. 

In Russia RBI will cut its RWA by approximately 20% until 

the end of 2017 at a time when the country remains the 

group’s profit centre. “It’s still the most profitable part of the 

group and it will still be profitable this year,” says Sevelda. 

But the market has turned down since the annexation of 

Crimea and support for rebels in Ukraine and, even though 

RBI is focused on blue-chip clients there, discretion appears 

to be the better part of valour.

As well as scaling back its network, RBI also plans to cut its 

€3bn cost base by 20% from 2014’s level by the end of 2017. 

Already in the first half, general administrative expenses 

have been cut by 8.6%. The plan should lower its cost-income 

ratio, currently 56.8%, closer to 50% in the medium term. 

Wishful thinking
RBI’s half-year results, published on August 19, were 

encouraging in that the bank made a better-than-expected 

profit in the second quarter, but they demonstrated little 

progress on the restructuring programme. All the sales 

processes look as if they will take a long time unless RBI 

accepts fire sale prices for its assets.

The sale of Polbank, by far the biggest asset on the block, has 

been torpedoed by an ongoing political debate in Poland on 

how much banks should contribute to help those who took 

out Swiss franc loans deal with the sharp appreciation of the 

currency this year. “We are not prepared to take any losses 

because of hurrying,” Sevelda told analysts on a conference 

call after the half-year results were released. “Given our 

present capital ratios, we are not under pressure and will 

take all the time we need to do things properly.”

Analysts also remain sceptical that the implementation costs 

of the restructuring programme will be only €550m by 2017.

RBI may also have been guilty of wishful thinking in predicting 

that profit retention will add some 1.2 percentage points to 

its core capital (compared with 2.7pp from cuts in RWA). In 

the first half, consolidated net profits fell 16% to €288m and 

RBI has warned it may make another full-year loss because 

of higher loan risk costs in the second half, while much of the 

€550m restructuring costs will be booked then. 

At the same time, the rest of the network faces only limited 

profit growth because the low interest rate environment and 

weak lending growth have crimped net interest income. 

Frustrating outlook
Because of the execution risks of the disposal programme, 

and the unexciting outlook for the CEE region, analysts 

remain sceptical that RBI’s targets will be met.

Rating agency Moody’s Investors Service reacted to the 

restructuring programme by downgrading RBI to 'Baa', 

with a negative outlook. "In Moody's opinion, the strategic 

realignment carries execution risks in the current volatile 

“A bank of our size should be more 

focused”

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

CEE: CE + SEE + EE+ MK, ME, KZ

* HR as of 31 December 2013

** HU as of 31 December 2013

Source: company data, national central banks, RBI/Raiffeisen RESEARCH
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Kyiv Geoffrey Pyatt at a conference  

on September 22.

On October 13, a regional court then 

granted a petition by Ukraine’s security 

service SBU to allow a financial review 

of coal purchases made by Akhmetov-

owned power generator Dniproenergo, 

claiming that Akhmetov’s coal purchases 

from rebel-held areas funded “terrorist 

activity”.

DTEK issued a statement on November 

4 saying the court’s finding of its 

involvement in financing terrorism 

is baseless. “DTEK conducted and 

conducts activity exclusively within 

Ukraine’s legal sphere,” the statement 

said. “The company doesn’t have 

agreements with enterprises registered 

on territory not controlled by the 

Ukrainian government.”

Russia-China double whammy

Perhaps the mortal blow against 

oligarchic power in Ukraine has been 

struck not by the national authorities, 

say analysts, but by a double whammy 

from Russia and China.

The Kremlin-backed insurgency in 

East Ukraine caused Ukraine’s crucial 

oligarch-owned export industries to 

collapse as plants were mothballed and 

transport infrastructure destroyed. The 

collapse in exports triggered a collapse 

in the value of the hryvnia currency, 

with knock-on effects for the finances of 

oligarch business, some of which have 

huge foreign-exchange debts.

In parallel, a slowdown in Chinese 

economic growth and dollar strengthen-

ing has seen world commodity prices 

plummet by over half since early 2014, 

with the price of iron ore, crucial to the 

export operations of Akhmetov and Zhe-

vago, down by nearly two-thirds.

Ukraine’s 7 boyars 

In the years following the collapse of the Soviet Union, a 

small group of ruthless businessmen in Russia seized the 

opportunity created by the destruction of the old system to 

become fabulously wealthy. 

With hundreds of millions of dollars in hard currency at 

their disposal in an otherwise impoverished and corrupt 

country, these oligarchs rapidly consolidated their control 

over anything that was valuable, culminating in the 

notorious loans-for-shares deal in 1995-96. “We control half 

the economy,” boasted Boris Berezovsky, speaking of the 

seven men who held sway during the Yeltsin era.

And they amassed political power too: when Yeltsin 

became too sick to function, Berezovsky’s protégée Roman 

Abramovich was effectively running the country together 

with Yeltsin’s daughter Tatyana Yumasheva. It was they who 

recommended that Vladimir Putin take over when Yeltsin 

decided to retire in 1999. 

Of the seven – Mikhail Khodorkovsky (Yukos), Mikhail 

Fridman (Alfa Group), Vladimir Potanin (Unexim), Vladimir 

Gusinsky (NTV), Vladimir Vinogradov (Inkombank), Alexander 

Smolensky (SBS Agro bank) and Berezovsky (Sibneft) –  

only Potanin and Fridman are still in business in Russia. 

Rinat Akhmetov 

Wealth: $4.5bn
Businesses: System Capital Management – 

includes metallurgy, energy (DTEK) 

Media assets: Ukraina Media Group

Long the richest man in the country he has 

not had a good war, as many of his best 

assets are stranded in the conflict zone in 

the east. His wealth has been at least halved 

since the conflict began, down from a peak 

of $18.6bn.

Victor Pinchuk

Wealth: $1.5bn
Businesses: Media, metallurgy (Interpipe)

Media assets: Novyy Kanal, STB, ICTV, M1,  

M2, Q-TV

Married to former president Leonid Kuchma’s 

daughter Olenia, Pinchuk is the blue blood of the 

Ukrainian elite. Another metallurgy tycoon, his 

Interpipe conglomerate has fallen on hard times 

and his fortune reduced, but he is still ranked 

as the fifth richest man in the country. His Yalta 

European Strategy (YES) foundation attempts to 

promote liberal values, though he largely stays out 

of politics these days. 

Ihor Kolomoisky 

Wealth: $1.9bn
Businesses: Banking (PrivatBank), metallurgy  

and oil enterprises
Media assets: 1+1 Media Group

Kolomoisky is the second richest man in Ukraine 

and the most politically active. Together with his 

partner Gennadiy Bogolyubov, they own Ukraine’s 

biggest lender PrivatBank, as well as metallurgy, 

oil enterprises and leading TV stations. PrivatBank 

is so big it has effectively become the nation’s 

savings bank, holding the largest share of the 

population’s money. 

Other oligarchs such as Viktor Pinchuk’s 

once-mighty steel pipes and railway 

wheels producer Interpipe, have been 

devastated by the loss of the Russian 

market that once accounted for 40% of 

its sales. “Until the plunging [Russian] oil 

market, and demand for steel pipes along 

with it, find firm ground, there will be 

no certainty on when the company can 

return to servicing its debt,” says Con-

corde Capital analyst Roman Topolyuk.

As a result, almost all oligarchs are now 

tied down in humiliating and protracted 

debt restructuring talks with interna-

tional creditors – success or failure of 

which will determine whether they 

can hold on to their business empires. 

“Oligarchs are weaker and poorer,” says 

Sergei Fursa, analyst at Dragon Capi-

tal. “The end [to oligarch power] is not 

close, but this is the trend today.”

Oligarchs may be still fighting their 

corner thanks to their TV networks and 

"These people have been robbing Ukraine –  

where else do they have their money from?"

party sponsorship, but Fursa detects 

the first signs of crumbling power in 

a different arena: on the soccer pitch. 

“Soccer teams used to be oligarchs’ 

favourite toys, but today they have 

no money. The quality of Ukrainian 

football has thus dropped, and this is 

very significant,” says Fursa.  

The first thing Putin did on assuming power in 2000 was 

throw Gusinsky and later Khodorkovsky into jail, and drove 

others into exile. Helped by a recovery in oil prices, a new 

generation of rich Russians appeared who made their 

fortunes from normal businesses – supermarkets, mobile 

phones – in the boom that followed.

Ukraine is facing the same set of problems today. About 

half a dozen oligarchs control a huge share of GDP and 

have wormed their way deep into the political system. 

President Petro Poroshenko’s archenemy Ihor Kolomoisky 

was behind two political parties that ran in the recent 

regional elections, which together won just over 20% of 

the vote, about 1% more than the eponymous party of 

Poroshenko. 

Unlike Russia, where up to a third of deputies to the upper 

house of parliament were on an oligarch’s pay roll according to 

a study in the late 1990s, in Ukraine many of the oligarchs exer-

cise explicit political power as serving members of Ukraine’s 

parliament. President Poroshenko was the only one of the top 

oligarchs to see his wealth increase in the last year, according 

to the most recent ranking of Ukraine’s rich by Novoye Vremya.

The collapse of Ukraine’s economy has reduced these 

men’s fortunes by up to three-quarters in some cases, yet 

they remain fabulously wealthy and deeply entrenched in 

their home regions as the biggest employers, controlling 

banks, TV stations, newspapers etc. For Ukraine to 

flourish the oligarchs need to be defenestrated – but how 

do you do that when the man at the top is one of them?

Petro Poroshenko

Wealth: $979mn 
Businesses: Media, chocolate 
(Roshen), shipbuilding
Media assets: TV5

President Poroshenko is an oligarch 

who made his money from the 
Roshen chocolate plant among other 

investments. He has always been 

active in politics, serving in both the 

liberal Viktor Yushchenko and cor-

rupt Viktor Yanukovych administra-

tions. Despite repeated promises 

since becoming president and con-

trolling the largest political party, 

he has not sold either his chocolate 

factory or his TV5 TV station. 

Oleg Bakhmatyuk 

Wealth: $597mn 
Businesses: Banking (VAB) 
and agriculture (Ukraine 
Agro holding, Avangardco)

Ukraine’s egg king, he has 
set up a state-of-the-art 
agricultural holding that 
is amongst the biggest 
producers of chicken eggs 
and grain in Europe. But 
his bank was wiped out by 
the crisis. 

Dmitry Firtash 

Wealth: $1bn
Businesses: Media, Chemical (Ostchem),  

Gas trading
Media assets: Inter Media Group

Dmitry Firtash, who claims on his website he “is 

not a member of any political party or movement”, 

has been at the centre of the politically charged 

and murky gas trading world – EuralTransGas and 

RosUkrEnergo – and is believed to have siphoned 

off hundreds of millions of dollars from the Rus-

sian gas import business. He has been in exile in 

Vienna since early 2015, where he was detained by 

the request of FBI, though an Austrian court later 

refused his extradition to the US. In Ukraine the 

state is suing Firtash’s chemical holding Ostchem 

for UAH5.7bn.

Konstantin Zhevago

Wealth: $735mn
Businesses: Metals and 
mining (Ferrexpo), finance

The youngest billionaire in 
Europe (35 years old), Zhe-
vago made his money from 
the London-listed Ferrexpo 
metal pellet producer. He 
is also openly political and 
has been a Rada deputy 
since 1998. 
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promised to offer technical and financial assistance to do so. 
The European Bank for Reconstruction and Development 
(EBRD) has stepped up its presence in Ukraine as part of a 
general Western effort to support the country. The EBRD has 
allocated €100mn in 2016 to help Ukrainian companies trade 
internationally.

Ukraine has adopted laws that prepare it to be compliant with 
the DCFTA. For instance, its April 2015 law on the gas market 
makes it formally compliant with EU energy market rules. 
Ukraine has also put its legislation on public procurement 
in line with the World Trade Organization’s Government 
Procurement Agreement, which it will join end-2015.

Modernising trade policy
The current government in Kyiv has been keen on helping 
business diversify and is modernising its trade diplomacy. 
Nataliya Mykolska, a former corporate lawyer and German-
trained expert in international trade law, was appointed as 
trade envoy for Ukraine in the spring of 2015.

Mykolska has reached out to a variety of countries to help 
increase Ukrainian exports. Her ministry has convinced the  
US to increase unilateral trade preferences for Ukrainian 
exports and called for a free trade agreement with Canada –  
a key Ukrainian political and economic partner. Mykolska  
has also been reaching out to Kazakhstan, which is not 
applying the trade restrictions and food embargo that Russia 
imposed on Ukraine in response to Western sanctions last 
year, even though it is a member of the Russian-led Eurasian 
Economic Union.

At home, Mykolska is encouraging a more modern policy 
formulation, encouraging companies to come up with sector-
wide proposals and demands instead of company-specific 
lobbying. She is communicating on the need for domestic 
reforms and a better business climate. Internationally, she is 
positioning Ukraine as a country that is open for business.

Whether the current economics team of the Ukrainian 
government will leave a lasting imprint on the way the 
state carries out trade policy – and how thoroughly it will 
implement the DCFTA – remains to be seen.

Oleksandr Zholud, senior analyst at the Kyiv-based 
International Centre for Policy Studies, tells bne 
IntelliNews that recent changes to the tax code mean the 
Ukrainian government could face reduced tax revenues, 
potentially creating problems with the International 
Monetary Fund, which is administering the government’s 
bailout programme. “To some extent, Ukraine may try to  
get some additional revenue from [customs] tariffs,”  
Zholud explains.

A 5% across-the-board import duty surcharge introduced 
in February 2015 in response to the country’s balance of 
payments problems reflects just that kind of attitude. Kyiv has 
promised to get rid of the measure in December.

The government says it is trying to reduce the number of 
import and export licences for a variety of goods, but the 
teams working on this are quite small, Zholud explains. 
“Even in the same ministries, while we have new leaders, the 
majority of the ministry is the same. And quite often they are 
not willing to change.”

It is precisely on such licensing matters that the EU has 
stumbled this year. This spring Ukraine introduced a ten-year 
moratorium – signed into law by President Poroshenko – on 
exports on raw wood, which has hurt Romanian, Slovak, 

Polish and Austrian industries.  A similar measure was 
introduced in July on scrap metal. These moves violate the 
spirit of the WTO and the text of the DCFTA.

In the end, the EU too must signal a lasting commitment to 
the deal. The agreement is almost completely ratified, but 
the process is complex, requiring approval of the member 
states, the European Parliament and 28 national parliaments. 
Greece and Cyprus have not yet ratified the deal, while 
the Netherlands has postponed the final ratification of the 
deal after a petition run by a populist platform succeeded 
in having a legally non-binding – but politically charged – 
referendum on Ukraine’s Association Agreement organised 
next spring.

It appears the saga of the EU Association Agreement with 
Ukraine, talks over which began in 2008, is not over yet. 

Ukraine is preparing to implement its free trade deal 
with the EU in January 2016, regardless of how Russia 
might react. The move would end a saga of complex 

negotiations and multiple delays, though there is still some 
uncertainty over the final fate of the deal that triggered the 
Ukrainian crisis, and Russia has already reacted negatively. 

European Commissioner for Trade Cecilia Malmström was 
in Kyiv on November 13 to discuss with the Ukrainian 
government the concrete steps required before the 
introduction of the Deep and Comprehensive Free Trade 
Area (DCFTA) – the main pillar of the Association Agreement 
Ukraine signed with the EU in 2014. The implementation 
of the deal – bitterly opposed by Russia, which persuaded 
previous Ukrainian president Viktor Yanukovych to refuse 
to sign it, leading to his ouster – has been deferred so as to 
leave room for negotiations with Russia. But the talks have 
not yielded results, while the war in the east against Russian-
backed rebels continues to this day, despite a shaky ceasefire.

“We have to be ready for the economic consequences, as 
Russia resorts not only to the occupation of sovereign and 
independent Ukraine, but also to the trade war against us,” 
warned Ukrainian President Petro Poroshenko.

Indeed, Russia has already responded, calling Ukraine's  
EU association pact terms absolutely unacceptable on 
November 17.

“Very strident comments here from [Russian Economy 
Minister Alexei Ulyukayev],” says Tim Ash of Nomura 
International. “Moscow likely will press for a further 
deferment in the start of the DCFTA beyond the already 
delayed date of January 1, 2016.” 

The EU trade agreement foresees the elimination of import 
duties. There are reduced tariff rates and longer phase-in 
periods or bigger quotas for sensitive products – agricultural 
products and metals on the EU side; the car sector on the 

Ukrainian side. In a move to support Ukraine’s failing 
economy, the EU is already unilaterally applying the reduced 
tariffs and import quotas agreed to in the DCFTA.

The bulk of the agreements’ benefits is expected from 
Ukraine’s adoption of many trade and economic rules 
included in the 2,000-page text, covering areas like 
intellectual property, competition policy, public tendering 

procedures and more open services markets – notably energy. 
The agreement also requires Ukraine to apply EU technical 
and sanitary standards, and to adopt some of Europe’s social 
and environmental norms.

Ukraine is not expected to adopt all the laws as of January 
next year, so implementation will be gradual. Over time, large 
parts of the Ukraine economy could become part of the EU’s 
single market if the reforms are properly implemented.

During her stay in Kyiv, Malmström discussed the state of 
play in preparations for the deal. “The DCFTA is an important 
tool. Ukraine should take full advantage of the deal,” she 
said. However she cautioned that “the DCFTA is not a magic 
wand”, saying it all depended on whether Ukraine can 
improve its investment climate to attract business.

Ukraine’s major challenge is to ensure its agricultural 
and food-processing sectors manage to comply with the 
EU’s costly sanitary and phytosanitary rules. The EU has 

Iana Dreyer in Brussels

Ukraine sees EU 
free trade deal  
from 2016 though 
hurdles remain

Trade

“We have to be ready for the 
economic consequences, as Russia 
resorts not only to occupation, but 
also to trade war against us”

“While we have new leaders,  
the majority of the ministry is  
the same, and often they are  
not willing to change”
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“We have a mandate to deal with the Yukos proceedings 

in the US, the UK and Germany, and we are cooperating 

with the other firms in the other jurisdictions,” Goldberg 

tells bne Intellinews in an interview. “The most important set 

is in Holland. If the award is set aside, there will be nothing 

to enforce in most jurisdictions, although there are some 

countries that may look into enforcement of an award set 

aside at the place of arbitration.”

Russia’s argument is that the UK and US courts don’t have 

jurisdiction because the Kremlin never signed any arbitration 

agreements. “Even if awards were legal, no way someone 

should be responsible for debts of another person,” Goldberg 

said. “So far this story has been one-sided because the 

Russian government was silent, while the other side seems to 

have spent millions on PR in the US and UK.”

White & Case’s office in Moscow is located at the Romanov 

Dvor business centre, which is about a five-minute walk to 

Red Square. Goldberg, an Oxford-educated Russian who 

works on the Yukos case, was once described by clients in the 

Legal 500 directory as “a highly trained ruthless assassin”.

Goldberg, who divides his time between London and 

Moscow, doesn’t shirk from the description. “As a litigator 

and an arbitration practitioner, winning cases is important to 

me,” he says.

The firm, however, declined to discuss its work on sanctions 

on behalf of any state companies. “White & Case helps a 

wide variety of clients, both Russian and foreign, respond to 

a broad range of questions about the EU and US sanctions 

on Russia, but that as a matter of principle we do not 

disclose their identities,” Andrew Newsham, a London-based 

spokesman wrote in an emailed statement to bne IntelliNews. 

“We are not able to comment beyond this.”

White & Case’s website reveals the law firm ran seminars 

this year in Frankfurt, Germany, on how badly sanctions 

have affected German businesses in Russia. And a joint 

seminar last year in London with PwC discussed the effect of 

sanctions on financial institutions.

Good for business

White & Case’s work for the Russian state is also paying 

dividends in the private sector. The firm was number one 

legal advisor in Russia by deal value and volume last year 

and in 2013, according to data provided by Mergermarket.

It advised the Russian lender AK BARS Bank on a $350mn 

Eurobond in August, which was the first time a Russian 

financial institution has managed to access the international 

markets following the imposition of sanctions in 2014. AK 

BARS, based in Kazan, is partly controlled by the government 

of the Republic of Tatarstan.

“Our long history and experience advising financial 

institutions in Russia allows us to successfully bring 

important transactions like this to market,” London-based 

partner Stuart Matty said in a statement at the time.

Working for the Russian state has not prevented the law firm 

from building ties with Ukraine, which has fraught relations 

with its neighbour since Russia’s annexation of Crimea and 

the war with the pro-Russian separatists in the east. White 

& Case represented the Ukrainian government in its recent 

restructuring of $17bn of debt, of which $3bn belongs to 

Russia.

White & Case is also embroiled in a Russian spy case in New 

York. Scott Hershman, one of its lawyers, is representing 

Evgeny Buryakov, who was charged earlier this year with 

posing as a banker in New York while secretly spying for 

Moscow.

Buryakov is accused along with two other Russians of 

committing economic espionage on behalf of Russia. He 

denies the charges.

Buryakov’s legal tab is being picked up by Russian state 

development lender Vnesheconombank, or VEB, as it’s also 

known. VEB also avails itself of the firm’s Moscow-based 

partners, Natalia Nikitina and Thomas McDonald, for 

transactional work for the bank.

Ketchum, the US PR firm employed by the Kremlin in the 

West, ended its nine-year relationship work with the Russian 

government in March after earning as much as $23mn in 

fees. Ketchum was continuously lambasted in the Western 

media for its efforts to improve Russia’s image, especially 

after it became so tarnished following the annexation 

of Crimea 18 months ago.

However, there is little sign White & Case is under any public 

pressure to quit working for Kremlin Inc.” They [the Russian 

government] went for the best in international arbitration, 

and we are the best according to leading legal directories 

including Chambers and Legal 500,” Goldberg says.  

Shearman & Sterling ended up billing about $77mn in 

fees for representing GML Ltd, the vehicle through which 

Khodorkovsky and his former Yukos colleagues held their 

controlling stake in Russia's once-largest oil producer. The 

Russian state, which was ordered to pay GML’s legal fees as 

part of the settlement, forked out $31.5mn to Cleary Gottlieb 

Steen & Hamilton and Baker Botts for their representation.

And now White & Case, which was retained in the summer, 

is getting its share. “The firm doesn’t have to hold their nose 

too much to do this work,” a senior Moscow lawyer at a rival 

firm tells bne IntelliNews. “This is a prestigious mandate being 

retained by a sovereign and they will be thrilled to do it because 

the budgets are very high and it impresses corporate clients.”

 
One-stop shop

The legal command centre, which is fronted by Andrey 

Kondalkov, a former director of economic cooperation from 

the Ministry of Foreign Affairs Department, draws on the 

best arbitration lawyers in the business from White & Case, 

Hanotiau & van den Berg in Belgium and Holland, and De 

Gaulle Fleurance et Associés in France.

It deals with all claims against Russia instead of “having to 

go from one ministry to another ministry,” explains David 

Goldberg, a partner at White & Case.

White & Case – the US law firm 

embedded with the Kremlin

E
mbedded inside a “command centre” in Moscow, US 

law firm White & Case is leading the Kremlin’s legal 

fight to fend off claims by former Yukos shareholders 

on several foreign fronts, while also advising Russian state 

companies on how to navigate the sanctions minefield, bne 

IntelliNews can reveal.  

The Kremlin set up the command centre within its newly-

constituted International Centre for Legal Protection after 

the Permanent Court Arbitration in The Hague awarded 

Yukos shareholders compensation worth $50bn in July 2014. 

The government’s refusal to pay compensation for the 2006 

break-up of the Russian oil company formerly owned by 

Mikhail Khodorkovsky triggered a full-scale hunt for overseas 

sovereign assets to enforce The Hague decision.

Russia’s stake in broadcaster Euronews was frozen on 

October 29 following seizures of Russian property in France 

and Germany. President Vladimir Putin’s spokesman Dmitry 

Peksov vowed that legal efforts to protect “the legitimate 

interests of Russia and its property” will be taken – a task the 

Kremlin has decided to undertake with the help of White & 

Case’s expertise.

The Yukos case has proved to be a goldmine for a number of 

US law firms representing both sides over the past decade. 

Jason Corcoran in Moscow

“White & Case helps a wide variety 

of clients respond to a broad range 

of questions about the EU and US 

sanctions on Russia”

“The firm doesn’t have to hold their 

nose too much to do this work” 

Photo © Ks2008q | Dreamstime.com

Stanford House, 3rd Floor, 
27a Floral Street, London, WC2E 9EZ
+44 (0) 20 7124 2400 
www.intellinews.com   www.newsparta.net

70  I New Europe in Numbers

bne  December 2015

bne  December 2015

New Europe in Numbers I 71

Tu
rk

ey
Tu

rk
m

en
is

ta
n

U
zb

ek
is

ta
n

M
ac

ed
on

ia
K

yr
gy

zs
ta

n
B

os
. &

 H
er

z.
A

lb
an

ia
G

eo
rg

ia
A

rm
en

ia
Ta

jik
is

ta
n

Sl
ov

ak
ia

Cz
ec

h 
R

ep
.

Se
rb

ia
R

om
an

ia
Po

la
nd

H
un

ga
ry

U
kr

ai
ne

R
us

si
a

M
on

te
ne

gr
o

Cr
oa

tia
B

el
ar

us
M

on
go

lia
Es

to
ni

a
La

tv
ia

Li
th

ua
ni

a
B

ul
ga

ri
a

Sl
ov

en
ia

K
az

ak
hs

ta
n

A
ze

rb
ai

ja
n

M
ol

do
va

5

10

15

20

30

40

50

60

70

Turkish women could boost country's GDP by 20%
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Azerbaijan’s foreign exchange reserves have fallen to 

their lowest level since March 2013, reported as $6.8bn 

at the end of October by Azerbaijan’s central bank.

Reserves have fallen by over 50% since the beginning of 

the year as the central bank struggled to maintain the 

manat’s pegged rate of AZN1.05 to the dollar.

Falling oil prices have hammered the currency since 

last year, with energy making up 95% of the country’s 

exports and 75% of government revenues.
Sources: Central Bank of the Republic of Azerbaijan

Turkey filed more requests to censor tweets than any 

other country in the first half of 2015, according to 

figures released by social media website Twitter.

At 718 attempts to censor, this is the third six-month period 

in a row that Turkey has come of top of the list – this time fil-

ing over 10-times more requests than second-placed Russia.

Turkey’s Information Technologies and Communications 

Authority (BTK) went as far as meeting with Twitter VP 

Colin Cromwell, in Ankara to request that the process of 

censoring accounts is made easier.
Source: Twitter

Turkey’s GDP stands to grow by a fifth if women were as 

represented in the workforce as men are.

Assuming equal hours worked and productivity between 

men and women, an equal-sized male and female 

workforce would have a profound impact on the wealth of 

many Central and Eastern European and Commonwealth 

of Independent States (CEE/CIS) nations.

At only 29%, Turkey’s women are the most underrepre-

sented in CEE/CIS. Kazakhstan, Azerbaijan and Tajiki-

stan’s women are the best represented, at 68%, 63% and 

59%, respectively.
Source: World Bank; bne IntelliNews research

A poll by Russia’s Levada-Center has shown that 65% of 

Russians expect Islamic State (IS) to carry out a terrorist 

attack on Russian soil in the next 12 months. 62% believe 

that the US will suffer an attack at the hands of IS in the 

next year, and a massive 77% believe an IS attack will 

occur in the EU in the same period.
The poll was conducted over three days beginning on 

November 13, with most of the respondents contacted 

before the IS attacks in Paris took place that evening.

The poll also showed that 50% of Russians support the 

country’s current military involvement in Syria, while an 

equal proportion would be in favour of providing direct 

military assistance to the ruling regime.
Source: Levada-Center

Azerbaijan continues to burn through forex reserves

Forex reserves, millions of US dollars

Top 10 destinations of Twitter censorship requests

Number of requests, first half of 2015
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After defying the polls by 7 percentage 

points and cruising to a parliamentary 

majority in the November 1 general 

election, Turkish President Recep Tayyip 

Erdogan’s Justice and Development 

Party (AKP) must now make good on 

their populist pledges if their newfound 

support is to continue, says Ozgur 

Altug, chief economist at BGC Partners 

in Istanbul.
“Turkish companies and the economy 

have suffered a lot over the last five 

months and that’s one of the reasons 

the AKP managed to increase its 

popular support from around 41% to 

roughly 50%,” Altug explains. “We had 

the terrorist threat from the Kurdistan 

Workers' Party, Islamic State attacking 

Turkey and, on top of that, deteriorating 

consumer confidence causing economic 

activity to slow down significantly.”
Promises of populist measures such 

as a 30% hike to the minimum wage, 

higher police salaries and pension 

payments, and cheap student loans 

were enough for the AKP to win back a 

sizeable share of the popular vote they 

had lost in June’s indecisive general 

election, which produced a hung parlia-

ment. But that brings its own dangers. 

“Erdogan promised an improved econ-

omy. Now he must deliver it, or people 

will take their votes elsewhere,” Altug 

says. “And he needs a reliable economic 

team to make this happen.”According to Altug, the first post-elec-

tion test was to see who was appointed 

to the economic team. “We had some 

reliable names already like the deputy 

prime minister, Ali Babacan, and the 

finance minister, Mehmet Simsek,” he 

says. It was subsequently announced 

on November 24 that Babacan had 

been left out of the new cabinet. How-

ever, Simsek was promoted to deputy 

prime minister and will assume Ba-

bacan’s role of coordinating economic 

policy.

“We think that financial markets will 

give the benefit of doubt to the new gov-

ernment with Simsek being on board, 

but overall the cabinet looks like to be 

dominated by the president. But again, 

Mr Simsek is an experienced name 

from the markets’ perspective, which 

would like to see action now and central 

bank (CBRT) independence.“But if the markets see government 

spending… aggressively or jeopardising 

the CBRT’s independence, the percep-

tion of this single-party government will 

be hurt massively in an environment 

where Turkey is dealing with serious 

problems in the region. Now the Rus-

sian airplane incident has complicated 

things further.”
One of the most necessary yet toughest 

challenges for the AKP’s economic team 

will be the implementing of much-

needed reforms. “They have a very good 

roadmap and have identified 25 headline 

areas for structural reform,” Altug says. 

These reforms include key areas for im-

provement, such as labour productiv-

ity, a reduction of import dependency, 

formalising the unregistered economy 

and increasing the savings rate. 
Reforms to tackle import dependency 

are vital for Turkey, which has regis-

tered a sizeable current account deficit 

– although shrinking – over the last 

few years. As a net importer with few 

natural resources whose manufactur-

ing sector is the single biggest contrib-

uting sector to GDP, Turkey is highly 

affected by commodity prices and, 

while it is reaping the benefits of the 

commodity price collapse, the opposite 

of this could easily be the case were 

prices to swing upwards in future.
Turkey still has a large current account 

deficit, at 5.7% of GDP in 2014, but it’s on 

an improving trend, Altug says. “At the 

end of 2011 it was 9.7% and over the last 

three years it’s been reduced drastically. 

By the end of the year it will nearer to 

4% – it’s improving very quickly.”
Speaking about a possible referendum 

over rewriting the Turkish constitution 

to create an executive presidency, Altug 

says there are more pressing issues the 

government will have to address before 

constitutional reform finds it way onto 

the agenda, such as passing next year’s 

budget, which was delayed by parlia-

ment being dissolved in the run-up to 

November’s election. Altug believes 

passing a 2016 budget will likely take 

until March.
While discussions have indeed started on 

the constitutional change, the govern-

ment must first “prepare the new consti-

tution, add a presidential system into it, 

convince other parties to approve it, un-

dergo the commission process, and only 

then put it to referendum,” Altug says. 
We’re talking about at least another  

12 months. I’d expect it to take place  

in March or April 2017 - if it happens,”  

he says.

With Turkey election won, real work  

is only just beginning for AKP
Ozgur Altug, Chief Economist at BGC Partners, interviewed by Henry Kirby
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“Confidence is returning, but not as before. It was unhealthy in 

the boom years, with many people taking on huge debt, and I 

don't think we'll see that again.”
On top of the return of consumer spending, some suggest the 

Czech bottled water segment will get an addition boost from 

recent legislation demanding that at least one drink in bars 

and restaurants should be cheaper than beer. Full of disdain, 

Pasquale shrugs as he says the legislation may or may not help 

KMV's sales, calling it an empty political gesture. “They claim 

it's part of an effort to reduce teenage drinking,” he scoffs. 

“People know whether they want a beer or a water when they 

walk into a pub. A few crowns won't make any difference. They 

should look at the underlying causes for teenage drinking.”

The awkwardness of the legislation also appears to stem from 

an effort to avoid the third rail of Czech politics. “Beer in 

the Czech Republic is like the baguette in France,” Pasquale 

laughs. “You can't touch it.”
However, he suggests, the ongoing emphasis on a healthy 

lifestyle is helping consumers switch to water. Indeed, 

Euromonitor International points out that “Czech consumers 

purchased more functional bottled water and natural mineral 

bottled water in 2014 with the developing health and wellness 

trend in the country”.
In the DNA
In seizing that opportunity, Pasquale appears confident 

that his “relatively small company” can continue to see off 

competition from multinationals such as Coca-Cola, Pepsi and 

Nestle. He also claims rising competition from local firms in 

the region is a good sign.
Kofola – producer of the eponymous communist-era Czech 

cola substitute – is particularly keen. Having bought Slovenian 

mineral water producer Radenska earlier this year, the 

Warsaw-listed company says it is looking for acquisitions in the 

Czech and Slovak markets, as well as others. “I like the local 

competition,” Pasquale asserts. “The only expansion Kofola 

is carrying out is in the water segment. It tells you something 

about the future of the market. Water is the perfect answer to 

building health concerns.”
Meanwhile, respect for local flavours is key to fighting the 

multinationals' advantages of scale and product portfolio, 

he contends. “They try to convince the consumer to take a 

standardized product,” he says. “We go from the opposite 

end to respect local tradition. We don't offer orange-based 

beverages in the Czech Republic, but forest fruit flavours.”

“I'm Italian,” Pasquale adds with passion. “It's in my DNA to 

preserve local flavours!”
Liquid marketsThe small size of the Central European markets is another 

bonus, the CEO suggests. “We're small, fast and flexible,” he 

points out, noting that KMV has also consistently pumped 

earnings back into technology in order to raise productivity. 

The Mattoni plant in Karlovy Vary has seen output rise by 

a factor of 20 since 1991 while retaining around 200 staff 

throughout. “We're not a super modern family,” he laughs, 

“but the factories are all completely new.”He points to KMV's new Hungarian bottled water producer 

Kekkuti Asvanyviz – producer of the Theodora brand – which 

was bought in March from Nestle, as an illustration. “We've held 

the company for eight months,” he says, “and in the first half 

of the year it reported a profit for the first time in nine years.”
A month later, KMV bought soft drinks producer Szentkiralyi 

Asvanyviz, a move that saw KMV take top spot in Hungary for 

mineral water, Pasquale claims. He wants to double the size of 

the business in the country over the next five years.The acquisitions – which followed the 2008 purchase of 

Austria's Waldquelle – will likely take some time for KMV to 

digest, therefore. They also complete Pasqaule's “primary 

target” to take a leading share in four “similar” markets. 

For the future, Pasquale would likely seek a larger pool – 

suggesting Germany, Poland or even Italy – although he 

bemoans a lack of good targets across the region.However, he insists KMV stands ready for any opportunities. 

The company's retained earnings are “huge” he says, citing 

a conservative approach to spending by both KMV and the 

family behind it. On top of that liquidity, private equity has 

long been keen to hook up with KMV, and Pasquale says he 

would be happy to look at any deal should it be needed.Meanwhile, KMV is in the midst of trying to offload a small 

plant in Ukraine. “It has never really worked,” says Pasquale, 

with the crisis only sealing the factory's fate. “The economy is 

not developing, and you have a frozen conflict. Investment is 

about expectations,” he adds ruefully. 

“We're not a super modern  family, but the factories are  all completely new”

up to a third of Mongolia's annual GDP. "We own 34% 

[and] 66% shareholder Turquoise Hill has a $7bn market 

capitalization. That's just one asset.”Missed potentialKnown by many business leaders in Ulaanbaatar as Byamba, 

the Western-educated businessman cut his teeth as the head 

of Newcom Group, one of Mongolia's largest conglomerates. 

It was there that he led the development of the country's  

first wind farm. With one more and a solar farm also in the 

works, the Newcom subsidiary Clean Energy Asia has the 

ambitious hope to someday export green energy throughout 

northern Asia.

But it's Byambasaikhan's tenure at Erdenes Mongol that will 

likely prove the most challenging of his career. Case in point: 

Mongolia has squandered its enormous Tavan Tolgoi coking 

coal deposit since commercial production was launched 

four years ago. That includes numerous stops in production, 

corruption scandals and a decision to give away most of 

its working capital for a short-lived social programme that 

handed out about $15 a month to each Mongolian.Byambasaikhan's first victory was mending relations with 

global miner Rio Tinto for the relaunch of a $6bn underground 

expansion at the Oyu Tolgoi copper mine. The project was 

stuck in limbo for about three years because of disagreements 

between Rio Tinto and the government. Now Byambasaikhan 

is leading negotiations for a strategic partnership for the Tavan 

Tolgoi coal mine after a deal from earlier this year to hand over 

management to China's Shenhua Energy, Japan's Sumitomo 

Corp and the locally-run Mongolian Mining Corp fell apart 

because of objections by some lawmakers. “The dialogue 

should be corporate-to-corporate relationship; not sovereign-

to-corporate,” says Byambasaikhan about negotiations for 

Tavan Tolgoi. “That's how we succeeded in unlocking the 

underground project at Oyu Tolgoi.”
Treasure collectorSuccess at Tavan Tolgoi as well as an investment agreement 

Business leader- turned-technocrat ready to mine Mongolia's “treasures”

O ne of Mongolia's premier dealmakers has taken on 
the supreme task of putting the country's mining and 

infrastructure projects back on track after years of 

delays – and he's doing so ahead of elections that could bring 

about yet another complete change in government and its 

institutions.

Mongolia was a magnet for investment until 2013, 

when foreign investors grew wary over problems that 

were plaguing the key mining sector. Poor management 

of state-owned mines, disputes with private partners and 

years of dragging development on infrastructure that 

would remove bottlenecks on mining exports all took their 

toll. The slowdown in China, which consumes most of the 

gold, copper and coal produced here, hurt the economy 

further. The Asian Development Bank is projecting just 2.3% 

growth for 2015, compared with 17.5% hit during the peak of 

the mining boom in 2011.
These are the challenges that Bayanjargal Byambasaikhan will 

face as he seeks to transform the country's most valuable 

portfolio of assets into a flourishing investment vehicle. State-

owned mining license holder Erdenes Mongol is where the 

country keeps its stakeholdings in the country's five most-

valuable deposits for gold, copper, coal and other minerals 

that litter this resource-rich country.
Erdenes translates from Mongolian into "treasure", but much 

of that remains buried deep underground because of poor 

management by successive governments. “We're introducing 

new standards of business to the companies that run the 

mines, starting with the financial and technical standards,” 

Byambasaikhan tells bne IntelliNews in an interview.Currently, it's difficult to put a dollar estimate on the value 

of Erdenes Mongol's portfolio. But audits are currently 

underway, and the partial privatisations of the mines 

should help put accurate values on them. “Look at Oyu 

Tolgoi,” says Byambasaikhan, referring to the country's 

giant copper-gold mine that at full production could generate 

Terrence Edwards in Ulaanbaatar
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year ago, which includes aspects like new listing rules, which will take effect at the beginning of 2016. There are also new rules to force independent directors onto company boards to oversee operations. Taken together, the new rules are another step forward in improving Russia’s corporate governance.
The financial sanctions are also holding back another reform that joining the international settlement system made possible. Now that international traders can buy locally listed stocks on their own systems, the need for depository receipts (DR) – an international proxy for locally listed shares and long a hallmark of emerging market stocks – have become superfluous.

As the price of the DRs is usually slightly different from local prices, investors were steadily buying DRs and converting them to their local equivalents and making money on the arbitrage. However, the sanctions include a clause that prohibits the issue of “new” shares in international markets. Ironically, the US Securities and Exchange Commission has ruled that converting DRs to local shares does not involve the issue of “new” shares, as the local shares already existed, whereas the EU ruled that the conversion does produce “new” securities and so has banned the practice.
If the EU does drop its financial sanctions in December, which is a distinct possibility, then this business will restart and should boost Russian share prices, as DRs are a lot more expensive to hold than locally listed shares. ”DRs cost an average of 8% to 14% of dividend payments. It gets very expensive to trade DRs if you can do the same with local shares,” says Fetisov. “Investors are still using DRs as a legacy of the transformation from an emerging market to a increasingly developed one.”

The end of DRs would be welcomed by Russian companies, as they raise the cost of an IPO significantly. The company has to satisfy two different sets of regulators and analysts simultaneously on two separate exchanges with two sets of fees, ultimately reducing the size of the free-float to each class of investment. 

tried to rope the population into the “people’s IPO” listing of VTB Bank in May 2007. Russian punters put more than $1bn into the issue – only to suffer massive losses about 18 months later during the 2008 financial crash.

Russians are now, unsurprisingly, wary of securities and mutual funds. Still, the most sophisticated can see there is money to be made once the bear market ends, and Fetisov says Moex has more than 1.1mn retail accounts, of which about 70,000 are actively trading. The amount of money invested in the stock market by day traders has become large enough to have a real impact on the index.

The bigger problem is that like the day traders, what passes for institutional investors in Russia are also only speculating on short-term gains. The lack of pension or insurance funds means there are few long-term investors in the market. Even the foreign investors, which used to own about half of all equities listed, tend to be hedge funds, which have at best a six-month time horizon. This short termism makes the market shallow and volatile. “We want to see a more buy-and-hold culture, as that would give additional depth to the market. We also need to develop the domestic investor base – both institutional and retail investors. The introduction of individual investment accounts this year will help as they are geared to one- to three-year investments. Over 50,000 accounts have been opened in the first nine months of this year, which together are worth over RUB6bn,” says Fetisov.
A shortcut to improving the investor profile would be for someone to set up some domestic Exchange Traded Funds (ETF), says Fetisov. There are several foreign Russian-focused ETFs. ”Why do we not have any ETFs here in Russia? The market is certainly big enough, and they are a simple and less risky way for people to invest in Russian equities. However, so far there’s been no interest in establishing domestic funds,” says Fetisov.

Low valuations
The pile of problems – economic and political – that Russia is currently enduring has driven share prices down to rock bottom levels. But Fetisov argues on a fundamental basis that can’t last forever, although he won’t speculate on when any recovery could begin.

Russia has always had an emerging market discount applied on its equities and on top of that a specific “Russia-risk” discount. On a valuation basis Russian stocks should be attractive, but a deep recession and lots of war-talk makes betting on Russian equities very risky right now. But Fetisov queries whether this is still appropriate to today's market. ”Russia has something like a 50% discount to other emerging markets, however we have corporate governance here, transparent accounts, and the well-functioning financial infrastructure. The size of this discount is not justified – a large part of it is due to sentiment,” he says, adding that “another part of it is due to the missing domestic investor base.”Russia introduced a new corporate governance code over a 

Just like the huge client list from the early days, KMV had to deal with thousands of shareholders thanks to the messy privatisation process in the country. The Italian owner had to hire a gigantic hall in Karlovy Vary's famous Pupp Hotel to host annual general meetings. It took until 2005 for the family to take full ownership, achieved thanks to a temporary window simplifying squeeze-outs. KMV is now fully owned by Alessandro via a Netherlands-based holding, his father having retired in 2013.

Returning thirst
Alessandro Pasquale is busy building on his inheritance, expanding the company's portfolio of mineral water brands and soft drinks, and growing into new markets via acquisitions. KMV remains the market leader at home, with a share of 47% last year, according to a report on the segment from Euromonitor International.

Pasquale claims KMV's lead has consistently increased in recent years, despite the economic crisis suggesting cheaper bottled water might erode its advantage. Neither has a conservation 

controversy surrounding the now-abandoned spa built by Heinrich Mattoni around the spring appeared to have hit sales.
First-half results reflect the economic recovery in the region as consumer confidence returns. KMV saw record sales growth of 31% on year in the six months to June, with revenue reaching over CZK3.5bn (€130mn). And this growth should accelerate through the rest of the year, Pasquale hopes, thanks to a searing hot summer in Central Europe and the recent acquisitions in Hungary. KMV expects to sell 1bn litres of water and soft drinks in 2015, and boost turnover to CZK6.3bn.”The crisis is behind us now,” the Italian insists. 

For a brand to cross the divide to become generic is a sign of a rare level of success – and Sellotape, Hoover and Aspirin have all made the grade. In the Czech Republic, you're as likely to hear an order for a “Mantonka” as a mineral water.

To get to that point, Antonio Pasquale had to deal with hundreds of shops, bars and restaurants as he resurrected Mattoni – the mineral water brand from Karlovy Vary – just after communism fell. “There were no distributors in 1991 when my father came here from Italy,” explains Alessandro Pasquale, the current CEO of Karlovske Mineralni Voda (KMV) and son of Antonio. “There were no products to distribute.”KMV has introduced a large range of other bottled waters and soft drinks in the intervening quarter of a century. However, it's still the mineral water brand from the spa town in the west of the country – a cherished client of Czech TV stations and avid supporter of public events, whose giant eagle-shaped billboards guard Prague along the main roads coming from all directions – that has seen KMV retain top spot in the Czech bottled water market throughout the years.
However, the company is keen to take more crowns. It now leads the wider Czech soft drinks segment, and claims recent acquisitions in Hungary have made it “the largest producer of bottled mineral and spring waters in Central Europe”. KMV also has a plant in Austria, where it ranks second in the water market. It enjoys a similar position in Slovakia, and today exports to Poland, Germany, the US and UAE.

Pasquale Snr was hardly alone when he arrived in the Czech Republic in 1991; Italian investors were amongst the first to arrive when the Iron Curtain fell. However, the crowd landed in Prague and concentrated on snapping up real estate.
Having already run a successful water producer at home in “the most developed water market in Europe”, Pasquale says his father saw it as a natural expansion to head to Karlovy Vary, where Heinrich Mattoni first tapped the spring in 1873. Pasquale Snr was such an early mover that he initially had to run the company as a joint venture with the state and wait for privatisation law to catch up.

Mattoni puts the 
fizz into Central 
European waters

Tim Gosling in Prague

“In the Czech Republic, you're as likely to hear an order for a ‘Mantonka’ as a mineral water" 
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Central Europe 

 
The Latvian government finally 

approved the controversial invest-

ment plan for flag carrier airBaltic. 

The cabinet reportedly amended the 

deal to insure itself against any fallout, 

with the plan – which would bring a 

German investor with strong Russian 

links into the airline – having already 

led to the dismissal of the transport 

minister. Parliament will now be asked 

to vote on the deal. airBaltic is now the 

one surviving national airline in the Bal-

tics after Estonian Air was shot down 

by an EU ruling on state aid. The flag 

carrier gave up the ghost the day after 

Brussels ordered it to pay back €85mn of 

state support from recent years.  

Czech state-owned railway operator 

Ceske Drahy plans to file a lawsuit 

against train maker Skoda Trans-

portation after it lost an arbitration 

procedure over the delayed delivery of 

locomotives. Ceske Drahy was seeking 

compensation of over CZK900mn for 

the delayed supply of the locomotives. 

The railway operator placed a CZK2.5bn 

(€92mn) order at Skoda Transportation 

for the supply of 20 locomotives, which 

were due to be delivered in 2009. They 

did not arrive until 2013. Skoda Trans-

portation blamed the delay on 2008 

changes in the technical norms, which 

meant it had to modify the locomotives. 

The Arbitration Court of the Economic 

and Agrarian Chambers decided against 

Ceske Drahy’s compensation claim and 

ruled that the railway operator must pay 

Skoda Transportation CZK1.2bn, which 

is the remaining sum under the purchase 

contract.  

 

Central Europe  

 
Hungary’s central bank has bought 

a majority stake in the Budapest 

Stock Exchange (BSE) in a HUF13.2bn 

(€42.5mn) deal. The Magyar Nemzeti 

Bank (MNB) paid HUF3,550 per share, 

raising its stake to 75% from the 6.9% it 

held previously. Up until now Austria's 

CEE Stock Exchange Group controlled a 

50.5% stake in BSE and Oesterreichische 

Kontrollbank held 18.35%. 

Raiffeisen Bank International (RBI), 

the struggling Austrian lender, 

reported better-than-expected third-

quarter results and forecast an overall 

profit for the full year, though much of 

the improvement came from the delay in 

implementing restructuring targets until 

next year. RBI, the second biggest non-

Russian bank by assets in CEE, reported 

net profit of €90mn in the third quarter 

and €378mn for the first three quarters. 

It revised its guidance for the full year to 

a small consolidated profit, having previ-

ously warned it might be lossmaking. 

Latvian regulators have turned to the 

police in their Ventspils Nafta insider-

trading probe. Financial watchdog 

FKTK has asked the police to investigate 

possible market manipulation connected 

to Vitol Group's September acquisition 

of the oil terminal operator. VN's share 

price rose 70% in the days just ahead of 

the deal; it managed just 3.48% the day 

of the official announcement. 

 
Southeast Europe 

 
Bulgaria's central bank on November 

5 rejected the conclusions of a report 

by the country's National Audit Office 

(NAO) that it failed to adequately 

supervise the banking system and 

ignored warnings about the health of 

Corporate Commercial Bank. Corp-

bank collapsed in June 2014, costing 

the Bulgarian taxpayer over €2bn and 

plunging the country into political and 

economic crisis. 

Southeast Europe 

 
Six bidders are competing for Telekom 

Srbija, which will be the second telecom 

incumbent from the Western Balkans to 

go on the block this year after a failed 

attempt to sell Telekom Slovenije in 

August. Russian mobile operator Mobile 

TeleSystems (MTS) is believed to be 

among the bidders, state-owned China 

Telecom may also have bid, and several 

private equity firms including Advent 

International, Mid Europa Partners and 

Novator Partners are also reported to be 

interested in Telekom Srbija. Telekom 

Slovenije is reportedly bidding for its 

Serbian peer alongside US private equity 

firm Apollo Global Management. 

Bulgarian businessman Spas Rous-

sev is likely to assume full control 

of Bulgarian Telecommunications 

Company (BTC), the country’s larg-

est telecom operator by revenue, after 

winning a controversial tender held by 

creditor VTB Capital for its ultimate 

owner, Luxembourg-registered InterV, 

with a €330mn bid. The completion of 

the deal is still uncertain as InterV shares 

have been frozen by a court injunction 

requested by the Bulgarian authorities, 

while an obscure Russian investor, who 

claims to own a majority stake in InterV, 

vowed to fight for his “stolen” equity 

stake by all possible legal means. 

 
Eastern Europe 

 
Gazprom CEO Alexei Miller knocked 

VTB CEO Andrei Kostin off the top slot 

in this year’s Forbes ranking of Rus-

sia’s best-paid executive. They earned 

$27mn and $21mn a year respectively. 

Major foreign IT companies may 

freeze investments in Russia or pull 

out entirely because of "unclear rules 

of the game", according to a letter from 

the Association of European Businesses 

(AEB) to the Russian government. The 

AEB said it had asked the cabinet to 

postpone for at least six months the 

implementation of a law requiring state 

Shareholders in Romania’s Fondul 

Proprietatea voted overwhelmingly 

to renew Franklin Templeton Invest-

ments’ mandate to manage the fund, 

despite a worse-than-usual performance 

in the last 12 months. The fund also said 

it would prefer to sell its €491mn stake 

in Romania’s Hidroelectrica after the 

latter’s shares are listed, but would con-

sider an offer received beforehand. 

US-based ContourGlobal has been 

given preferred bidder status for the 

construction of the 500MW Kosova e 

Re coal-fired power plant. Construc-

tion of the €1bn plant is expected to 

start in late 2016 or early 2017. The 

project will be the largest investment in 

Kosovo to date, and is expected to solve 

problems caused by its outdated energy 

infrastructure. ContourGlobal and the 

World Bank have reached an agreement 

for financing the plant.  

 
Eastern Europe 

 
Philanthropist George Soros, one of 

Ukraine's strongest international back-

ers, has put some of his money where 

his pro-Ukraine mouth is to invest in a 

dedicated Ukraine investment fund 

in cooperation with a local broker-

age. The fund's first investment is to 

acquire a stake in a leading local IT firm.

 

One of Russia's largest private banks, 

Uralsib, will have an 82% stake 

acquired by businessman Vladimir 

Kogan, the former owner of Promstroi-

bank and largest shareholder of the 

Neftegasindustria holding, the bank 

said. The previous owner of Russia's 

26th largest lender, Nikolai Tsvetkov, 

agencies to justify purchases of foreign 

software from January 1, 2016.  

 
Eurasia 

 
A judge at Tbilisi City Court has over-

turned his previous ruling and reinstated 

the management of Georgian televi-

sion station Rustavi 2 TV. Since August, 

Rustavi 2 TV has been embroiled in an 

ownership battle, which began when 

former owner Kibar Khalvashi filed a 

complaint with the Tbilisi City Court that 

he had been forced to sell his shares in 

the broadcaster at a below market price 

by the previous administration of former 

president Mikheil Saakashvili. The 

ownership battle has since turned into a 

proxy war for the current ruling Georgian 

Dream-led coalition and the opposition 

United National Movement (UNM), 

which Saakashvili founded. The case 

has sparked criticism from international 

observers over media freedom and the 

independence of the judiciary in Georgia. 

 

 
The board of directors of Kazakstan's 

state oil and gas company KazMunaiGas 

(KMG) has proposed a revision to its 

relationship agreement with produc-

tion company KazMunaiGas Explora-

tion Production (KMG EP), whose GDRs 

are traded on the LSE, which would lead 

to KMG “restoring appropriate control” 

over KMG EP. If KMG EP’s board agrees, 

then minority shareholders will get to 

vote on the proposal at a 26 January 2016 

extraordinary general meeting. All share-

holders would be entitled to sell their 

shares at “an agreed premium” to the 

average share price over the last 30 days. 

will remain a minority shareholder. The 

Russian central bank has approved the 

plan to salvage and restructure the bank, 

under which the Deposit Insurance 

Agency (DIA) will grant a RUB14bn six-

year loan and a RUB67bn 10-year facility 

(total of $1.3bn) to Uralsib, marking one 

the biggest bailouts since 2009. 

Russia’s central bank and the eco-

nomic wing of the Kremlin are not 

prepared to provide state develop-

ment lender Vnesheconombank (VEB) 

with another monster bailout. The 

government has refused to backstop VEB 

with a recapitalisation worth RUB1.5tn 

($23bn) to plug a black hole in its books. 

Instead, the government is considering 

removing problem assets from VEB's bal-

ance sheets, including a number of loans 

made to companies involved in building 

facilities for the Winter Olympics held 

last year in Sochi. VEB already received 

a package worth RUB330bn earlier this 

year to help it to continue provide financ-

ing to the real economy. 

 
Eurasia 

 
Turkmenistan is set to start build-

ing a gas pipeline to India. President 

Gurbanguly Berdymuhamedov ordered 

the construction of a 1,735km Turk-

menistan-Afghanistan-Pakistan-India 

(TAPI) pipeline to export 33bn cubic 

metres of natural gas per year from the 

giant Galkynysh field, one of the world's 

largest fields with estimated reserves of 

13,100bn cm of gas. 

Turkmenistan has completed the 

construction of an 88km-long railway 

line to Afghanistan. The new line is part 

of a Turkmenistan-Afghanistan-Tajikistan 

route, which aims to break the transport 

blockade of Tajikistan imposed by Uzbeki-

stan. Turkmenistan also intends to build 

a 38km section of the line in northern 

Afghanistan. Tajikistan is drafting a fea-

sibility study for its section of the railway 

for $9mn, allotted by the ADB. The work 

should be completed during this year. 

Business
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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
+2.5

+3.4
4,549 22 15 63

-5.1 -12.1 +2.1 Oct 17.3 2Q15 +16.8 2Q15

Armenia
9,529

5.9
+5.1

+3.3
3,551 22 31 47

-1.8 -7.9
+1.9 Oct 18.2 2Q15 +3.0 Oct

Azerbaijan
75,188

1.4 +3.7
(YTD) +3.4

8,060
6

62 32
-0.5 16.0 +3.7 Sep 5.0 2013 -0.7 2014

Belarus
75,925

4.1
+4.4

+3.4
7,685

9
42 49

1.0
-6.7 +11.5 Oct 0.5 2014

-7.1 Oct

Bosnia & Herz. 19,191
1.1

+4.4
+3.4

4,735 8.1 26.4 65.5 -2.1 -7.7
-1.5 Oct 43.0 Sep +2.8 Sep

Bulgaria
55,733

2.3
+2.2

+0.8
7,418 6.7 30.3 63

-3.7
0.0

-0.6 Oct
9.5 Oct

+0.6 Sep

Croatia
57,639

-0.4
+1.2

+0.5
13,415 5

26 69
-5.7

0.7
-0.9 Oct 17.2 Oct +5.4 Sep

Czech
Republic 186,877

4.4
+4.6

+2.5
19,295 2

38 60
-2.0

0.6
+0.2 Oct

5.9 Oct
+0.6 Sep

Estonia
25,916

4.1
+2.0

+2.3
18,988 4

29 67
0.6

-0.1
-0.6 Oct 5.2 3Q15 +4.1 Sep

Georgia
16,898

4.7
+2.5

+3.2
3,785

9
24 67

-3.2 -9.7
+5.8 Oct 12.4 2014 +9.2 2Q15

Hungary
137,104

2.8
+2.7

+2.4
13,182 34 28 68.7 -2.6

4.1
+0.1 Oct 6.7 3Q15 +7.8 Sep

Kazakhstan 234,065
4.3

+1.7
+5.0

13,438 5
38 57

-1.2
2.2

+9.4 Oct
4.9 Aug

-3.9 Oct

Kosovo
7,308

5
+0.2

+3.8
4,022 12.9 22.6 64.5 -3.5 -6.8

-0.8 Oct 35.3 2014 -11.3 2Q15

Kyrgyzstan
7,515

4
+7.3

+4.5
1,279 20.8 34.4 44.8 -0.5 -24.7 +4.9 Oct

2.2 Aug
-8.4 Sep

Latvia
31,920

3.6
+2.7

+2.9
15,973 4.9 25.7 69.4 -1.4 -3.1

-0.2 Oct 9.7 3Q15 +2.0 Sep

Lithuania
43,911

3.8
+1.4

+3.0
16,206 3.7 28.3 68

-0.7
0.1

-0.7 Oct
9.5 Sep

+5.1 Oct

Macedonia,FYR 11,327
5.2

+2.6
+3.4

5,066 10 26 63
-4.2 -1.4

-0.5 Oct 26.9 2Q15 +8.6 Sep

Moldova
8,337

4.6
+0.7

+3.4
2,284 15 17 69

-1.8 -8.0 +13.2 Oct 4.1 2Q15 -3.3 Sep

Mongolia
12,419

7.8 +3.0
(1H15) +7.5

4,069 16 33 50
-2.0 -25.4 +3.4 Oct 7.8 2Q15 +16.1 2014

Montenegro
4,547

2.7
+3.4

+3.0
7,334 10 20 70

-3.9 -14.6 +1.5 Oct 15.7 Oct +12.4 Oct

Poland
543,255

3.3
+3.3

+3.2
13,888 4 33.3 62.7 -3.2 -1.4

-0.7 Oct
9.6 Oct

+2.4 Oct

Romania
199,903

4.3
+3.4

+2.7
9,794

6
43 50

-2.0 -0.5
-1.6 Oct

6.8 Sep
+3.4 Sep

Russia
1,261,604

0.6
-4.3

-3.8
6,843

4
36 60

-0.5
3.1 +15.6 Oct 5.5 Oct

-3.6 Oct

Serbia
43,866

-3.6
+1.0

0.0
5,890 7.9 31.8 60.3 -4.6 -6.0

+1.4 Oct 17.9 2Q15 +13.8 Sep

Slovak
Republic 99,795

2.2
+3.2

+2.5
18,090 3.1 30.8 47

-2.9
0.1

-0.6 Oct 11.0 Oct +7.2 Sep

Slovenia
48,051

2.6
+2.6

+1.8
23,262 2.8 28.9 68.3 -4.9

5.8
-0.8 Oct 11.5 Sep +6.2 Sep

Tajikistan
9,019

6.7
+6.4

+5.8
1,105 27 22 51

0.3
-7.9 +5.3 Sep

2.5 Aug +12.3 Sep

Turkey
843,173

2.8
+3.8

+3.3
10,852 9

27 64
-1.3 -5.7 +7.58 Oct 10.1 Aug +2.8 Sep

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
-14.6

-2.3
3,792 10 27 63

-4.6 -3.5 +46.4 Oct 9.6 2Q15
-5.0 Oct

Uzbekistan
60,828

7.6 +8.0
(YTD) +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
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GDP, $mn

GDP composition (%) Budget
deficit

Current
account

Inflation
(CPI) Unemployment Ind. prod.

GDP growth, local currency

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)
+4.3

+2.0
-0.3

663.0
731.8

-
-

-
-

98.2
23.2

Bulgaria (SOFIX)
-2.7

-16.4
-16.3

434.5
547.0

13.4
3,745.0 -34.6 -24.4

98.4
92.8

Croatia (CROBEX)
-1.9

-6.6
-2.7 1,672.3

1,817.7
12.2

19,245.0 -8.0
+5.5

99.1
63.0

Czech Republic (PX)
-0.1

-1.4
+2.0

933.3
1,058.4

14.2
25,177.7 -23.5 -14.1

99
78.0

Estonia (OMXT)
+3.3

+15.8
+17.3

749.2
914.2

10.2
1,995.0 -6.6

+7.1
99.9

33.0

Georgia (-)

-
-

-
-

-
-

-
-

-
99.7

61.6

Hungary (BUX)
+7.8

+35.8
+45.2 15,686.7 23,826.7

12.3
16,146.5 +2.2

+18.0
99.4

56.6

Kazakhstan (KASE)
+0.9

-9.6
-4.6

761.0
1,030.3

-
41,319.2 +70.9 +163.2

99.7
55.2

Kosovo (-)

-
-

-
-

-
-

-
-

-
91.9

47.6

Kyrgyzstan (-)

-
-

-
-

-
-

-
-

-
99.2

-

Latvia (OMXR)

+2.9
+42.1

+46.8
405.8

607.1
7.7

1,388.0 +25.0 +43.3
99.9

69.9

Lithuania (OMXV)
+0.2

+4.8
+6.6

450.9
505.7

8.5
3,823.0 -14.8

-6.0
99.8

66.3

Macedonia, FYR (MBI10)
+4.7

-4.3
-4.5 1,616.8

1,874.4
-

238.0
-15.1

-1.0
97.5

41.2

Moldova (-)

-
-

-
-

-
-

-
-

-
99.1

38.4

Mongolia (MSETOP)
-3.3

-14.3
-13.9 12,477.3 15,862.4

-
-

-
-

98.3
55.5

Montenegro (MONEX20)
-

-
-

-
-

-
-

-
-

98.4
62.2

Poland (WIG)

-5.5
-9.1

-5.8 47,908.2 57,379.5
14.9 143,436.0 -23.6 -10.7

99.7
71.5

Romania (BET)
+0.3

+2.7
+2.6 6,503.1

7,638.9
14.9

19,653.0 -19.4
-6.6

98.6
51.5

Russia (MICEX / RTS) +6.8 /
+1.9

+18.9 /
-14.9

+27.4 /
+14.9

1,396.6 /
629.2 1,868.07 /

1,082.2 14.4 450,033.3 -18.7 +21.4
99.7

76.1

Serbia (BELEXLINE)
-0.6

-11.7
-7.5

600.1
746.6

10.5
2,921.0 -23.3 -10.4

98.2
56.3

Slovak Republic (SAX)
+6.5

+37.8
+36.3

216.3
307.6

-
50,322.0 -2.8

+10.4
99.6

53.6

Slovenia (SBITOP)
+1.3

-13.5
-9.5

646.7
836.3

11.1
5,970.0 -24.1 -13.2

99.7
84.4

Tajikistan (-)

-
-

-
-

-
-

-
-

-
99.7

24.4

Turkey (XU100)
-5.4

-11.0
-12.2 71,299.4 91,412.9

12.3 197,657.5 -8.1
+21.2

94.9
7.98

Turkmenistan (-)
-

-
-

-
-

-
-

-
-

99.6
79.3

Ukraine (PFTS)
-7.3

-34.3
-35.3

239.2
488.2

4.1
5,865.0 -75.2 -70.5

99.7
78.9

Uzbekistan (-)

-
-

-
-

-
-

-
-

-
99.5

8.87

FINANCIAL INDICATORS

Sources: Bloomberg; Capital IQ; InFinancials

*Official figure or independent estimate
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Central Europe 

 
Despite Andrzej Duda's party promising 

increased spending in the election cam-

paign, 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. 

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 secu-

rity 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.  

 

The Czech corruption case centred 

on Olumouc is expanding rapidly. 

Regional governor Jiri Rozboril and 

two senior police officials have been 

charged, as it emerges police have been 

probing a powerful criminal ring cen-

tered in the region for months. Earlier 

reports detailing the arrest of former 

interior minister Ivan Langer suggested 

the case was focused on a solar plant. 

 
Southeast Europe 

 
Croatia allowed the use of marijuana 

for medical purposes as of October 

15. The drug can now be prescribed to 

patients suffering from cancer, epilepsy, 

AIDS and related conditions, following 

a recommendation from an expert com-

mission. Meanwhile, Albanian police 

seized 3.2 tonnes of cannabis near the 

city of Gjirokastra as part of a major anti-

drugs operation. 

Central Europe  

 
Economic expectations in Central and 

Eastern Europe continued to decline 

in October, according to the latest ZEW 

survey. The overall Economic Senti-

ment Indicator for the region dropped 

7.7 points to -0.1. That followed an 

11.4-point drop in September. The CEE 

region observed in the survey consists 

of Bulgaria, Croatia, the Czech Repub-

lic, Hungary, Poland, Romania, Serbia, 

Slovakia, Slovenia and Turkey. 

Polish unemployment dropped to 

single digits in September when the 

rate fell to 9.7%. The government has 

been predicting the jobless total would 

drop below the threshold for some 

months. The reading is another in a long 

series that kicked off last year showing 

consistently falling unemployment and 

a tightening labour market. Joblessness 

has blighted the economy, despite its 

relatively rapid growth compared with 

others in Europe. 

The Czech Republic’s debt/GDP ratio 

fell to 41.7% in the second quarter from 

42.4% in the previous three months. 

The debt burden remains well below 

the EU average of 87.8%, and places the 

Czech Republic ahead of its Visegrad 

peers as the least indebted country 

among the four. Poland ranks second, 

with a debt/GDP ratio of 51%, followed 

by Slovakia at 54.5% and Hungary at 

79.6%. 

 
Southeast Europe 

 
Foreign direct investment in Albania 

fell to €869mn in 2014, down from 

€945mn a year ear lier. Since 2013, FDI 

has been the main financing source of 

the exter nal sector deficit in Albania. 

Romania's adopted and intended poli-

cies will push the country's fiscal deficit 

close to 3% of GDP in 2016 and above 

that threshold in 2017, unless offsetting 

measures are identified or capital spend-

ing is again not fully carried out, the IMF 

A close associate of Moldova’s former 

prime minister, Vlad Filat, has testi-

fied 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. 

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 EU 

expansion, said he was disap pointed 

with the lack of progress. 

 
Eastern Europe 

 
An investigation into the shooting and 

death of over 100 people on Kyiv’s 

Maidan square during the 2013-14 

protests are going badly after a Berkut 

special forces commander accused 

Ukraine’s interior ministry of 

shielding Berkut officers rather than 

investigating and prosecuting them. 

The US Senate approved an increase 

in military assistance to Ukraine 

worth $300mn, which will be provided 

in 2016, The money is part of the draft 

National Defense Authorization Act for 

the 2016 Fiscal Year. 

The price of Russian fruit soared 

on average by 30-50% in the last 

year because of devaluation and food 

sanctions. Orange prices rose fastest, 

up 57.4% in September versus a year 

earlier. 

 

warned in the statement issued at the end 

of a staff visit to Romania. 

Bulgaria's government presented a 

draft law on additional taxation of 

foods with a high content of salt, 

sugar, caffeine and hydrogenated veg-

etable oils, as well as carbonated drinks. 

The new indirect tax will have a rate of 

between 3% and 78% of the final price 

and will be paid by the manufacturers 

and importers of the respective products. 

The collapse of Corpbank last year and 

the subse quent payout of insured deposits 

by the Bulgarian Deposit Insurance Fund 

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. 

 
Eastern Europe 

 
UBS' working-time Big Mac index 

– developed because it regards the 

nominal price of a burger used by The 

Economist as misleading due to it being 

disproportionately cheaper or costlier in 

other countries, while its working time-

based method factors in the circumstanc-

es of the average worker – shows that 

people in Kyiv have the rawest deal, hav-

ing to work for nearly an hour to afford 

a Big Mac. This is nearly triple the time 

it would take a Muscovite to earn one, 

while those living in Western Europe 

would earn roughly enough money to 

buy four burgers in the same time. 

 

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 

Russian air strikes in Syria are 

costing Moscow up to $4mn per day, 

data collated for The Moscow Times by 

a defence think-tank showed. Russia 

has already spent some $80mn-$115mn 

since strikes began on September 30. 

 
Eurasia 

 
The Kazakh parliament approved a 

law allowing foreigners to be hired 

into the state apparatus, which 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. 

 

South Ossetian leader Leonid Tibilov 

said his Georgian breakaway region 

will hold a referendum to join the 

Russian Federation, after a meeting 

with Vladislav Surkov, the Russian 

presidential aide on relations with 

South Ossetia and another Georgian 

breakaway region Abkhazia. South 

Ossetia declared its independence in 

September 1990, but is internationally 

recognised as being part of Georgia. 

The administration of former Georgian 

president Mikhail Saakashvili tried to 

resolve the conflict with South Ossetia, 

but only managed to escalate tensions, 

leading to the 2008 war between Russia 

and Georgia. 

was whip-sawed by the 1985 collapse in 

oil prices. A decision to go to the market 

hasn’t officially been taken yet, but 

investment bankers are being sounded 

out now, especially following the recent 

completion of the first corporate deals in 

11 months by blue-chip issuers Gazprom 

and Norilsk Nickel.   

Ukraine's economic collapse is bottom-

ing out, but the conflict-torn country 

is still far from moving on to rebound 

growth, say analysts. The Ukrainian 

Ministry of Economic Development and 

Trade announced earlier the country's 

real GDP dropped by 16.3% in January-

June. Industrial output fell 5.1% y/y but 

increased 5.9% m/m in September. 

 

 
Eurasia 

 
Uzbekistan's GDP grew by 8% in the 

first nine months of 2015, according to 

government figures. The Uzbek govern-

ment doesn't publish absolute figures 

illustrating the methodology of how 

it compiles growth figures. This gives 

rise to doubts about the real state of the 

country's economy. 

Annual economic growth in Tajikistan 

stood at 6.4% in the period between 

January and September, compared with 

6.9% in the same period last year. 

Georgian exports dropped 24% y/y to 

$1.6bn in January-September. Depressed 

demand for its goods in main trade part-

ners – Russia, Turkey, and Azerbaijan, has 

led to a 24% y/y drop in Georgia's exports, 

which is grappling with slower growth, cur-

rency depreciation as a result. 

Politics

Economics


