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US banks led by Goldman 
Sachs gain in Russian 
capital markets revival

The fallout from the controversial referendum in 
Turkey that granted new powers to President Re-
cep Tayyip Erdogan continued this week.

Dozens of members of Turkey’s political opposi-
tion were arrested in dawn raids on April 19 as a 
crackdown began on those questioning the legiti-
macy of the referendum narrowly won by Erdogan 

After the storm  
in Turkey

Wall Street lenders, led by Goldman Sachs and JP 
Morgan, are among investment banks in Moscow 
benefitting from a revival in the Russian capital 
markets, bne IntelliNews can reveal.

Fees from Russian dealmaking in equities, 
bonds, loans and mergers surged by 32% in the 
year to April 20 compared to the same period 

a year ago, according to analysis by New York-
based Freeman & Co with underlying data pro-
vided by Thomson Reuters.

Kremlin-sponsored champion VTB Capital is again 
the market leader with a fee share of 18%, or 

and his supporters on April 16 to turn the country 
into an executive presidential system. 

However, worries that the slim, disputed victory 
of 51.4% in favour, 48.6% against would turn into 
the kind of mass Gezi Park protests that saw mil-
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lions take to the streets for three months in 2013 
appear not have been borne out, with no protests 
reported towards the end of the week.

After warnings from President Erdogan, at least 
38 people accused of participating in the protests 
were rounded up on the morning of April 19 or 
issued with arrest warrants, according to reports. 
There were subsequent protests that evening by 
hundreds of people in several cities across Turkey 
in a show of defiance.

Protestors, backed by international observer 
missions, claim the referendum campaign was 
conducted in an unfair environment in which 
opposition voices were suppressed and voting 
irregularities took place. However, on the same 
day as the arrests, Turkey’s electoral commis-
sion rejected an appeal by the opposition to an-
nul the entire referendum over the commission’s 
controversial decision to raise the burden need-
ed to prove allegations of ballot-box stuffing. 
The Organisation for Security and Cooperation 
in Europe (OSCE) has also raised concerns over 
alleged irregularities and the European Commis-
sion urged the Turkish authorities to investigate 
those claims.

Meanwhile, reports emerged on April 20 that 
President Erdogan will hold talks with European 
leaders and top EU officials on the sidelines of 
a Nato summit in Brussels on May 25, in what 
is being seen as an attempt to repair Turkey-EU 
relations that have been strained since last year’s 
failed coup attempt. 

Brussels has voiced concern over the wide-
spread purges of alleged coup supporters and 
other measures introduced following the botched 
putsch, as well as complained about an unseemly 
diplomatic spat after Germany and the Nether-

lands prevented Turkish ministers from address-
ing rallies on their soil to drum up support for 
Erdogan in the referendum. Erdogan described 
Europe as “fascist and cruel” and said that the 
policies of European countries resemble those of 
the pre-World War II era.

Following the referendum, German Chancellor 
Angela Merkel called for political discussions with 
Turkey. According to unofficial results, 63% of 
Turks living in Germany voted Yes in the referen-
dum while in the Netherlands the corresponding 
figure was 71%.

Talks are underway to arrange bilateral or trilat-
eral meetings between Erdogan and European 
Commission head Juncker and European Council 
President Donald Tusk, Hurriyet Daily News report-
ed, which also said Erdogan will meet with Russian 
President Vladimir Putin in Sochi on May 3 and 
then will pay a visit to the US between May 16 and 
May 17 for talks with President Donald Trump.

There have been financial and economic ramifica-
tions from the referendum result. The stock mar-
ket might have risen 2.1% during the week since 
the referendum (see this week’s chart), though 
Moody’s Investors Service said in a report pub-
lished on April 19 that the combination of a polar-
ised electorate, a turbulent geopolitical backdrop, 
ongoing uncertainty in policy and large external 
financing requirements suggests that Turkey's 
vulnerability to shocks will continue to weigh on 
the country's creditworthiness. On March 17, 
Moody’s lowered Turkey’s rating outlook to nega-
tive from stable.

Earlier this week, fellow agency Fitch Ratings 
argued that the April 16 referendum on introduc-
ing an executive presidency amounted to part 
of a political shift that has proved negative for 
the country's sovereign credit profile, although 
it might conceivably facilitate a revival of credit-
positive economic reforms. The government has 
pledged to carry out much-needed but long-
delayed structural reforms now that the referen-
dum has passed.

After the storm  
in Turkey
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about $16mn so far in 2017. But in a surprising 
turnaround, two Wall Street titans have broken 
into the top three ranking for the first time in five 
years. JP Morgan has leapt into second spot with 
an 11.4% share, or about $10mn, from sixth over-
all last year. Goldman Sachs, the most profitable 
investment bank in the world, surged into third 
spot having failed to make the top ten over the 
past three years during a barren run of dealflow.

“If you’re looking at the post-sanctions short-
term, the market looks pretty strong,” Jeffrey 
Nassof, a vice-president at Freeman, tells bne 
IntelliNews. “Interestingly, we even saw the West-
ern banks getting on some of the major deals this 
year – Goldman, Credit Suisse and Morgan Stan-
ley led the Detsky Mir IPO a couple months ago.”

US banks such as Goldman, Morgan Stanley and 
Citi were largely locked out of last year’s reopen-
ing of Russia’s capital markets. Bond and equity 
markets seized up for more than two years after 
the US and the EU imposed sanctions in 2014 
following the Kremlin’s interference in the Ukrain-
ian conflict. When the IPO and bond window 
reopened, Russian issuers were cautious about 

using foreign arrangers, while US banks were 
nervous about incurring the wrath of their own 
regulators by advising on deals.

A recovery in Russia’s equity, bond and loan mar-
kets comes as commodity prices have rallied 
amid an agreement between the oil producing 
cartel Opec and the Kremlin to cut oil production. 
The pact, which largely appears to be complied 
with, has led to a bounce in energy prices and has 
helped Russia to emerge from a two-year reces-
sion. 

Demand for Russian bonds continues to boom 
as investors capitalise on the highest returns in 
emerging markets. Fees from bond deals for the 
first months of 2017 hit $54mn, which easily out-
strips the $18mn earned by bankers for the same 
period last year.

In March, energy behemoth Gazprom saw strong 
demand for its £850mn sterling bond sale even 
as the UK government triggered its notification 
to leave the EU. Gazprom mandated JP Morgan, 
Deutsche Bank, Gazprombank and VTB Capital 
as lead managers. Earlier in the same month, the 
company sold its first bond denominated in US 
dollars since the annexation of Crimea three years 
ago, in a $750mn 10-year issue.

Fees raised from equity capital placements have 
also shot up as companies line up to list shares in 
Moscow rather than London. Bankers have al-

US banks led by Goldman 
Sachs gain in Russian 
capital markets revival

“We have prepared the reforms, but we have not 
had the chance to implement them systematically, 
we will accelerate the reforms starting May. These 
will include an improvement of the investment en-
vironment, and tax and judicial reforms,” Deputy 
Prime Minister Mehmet Simsek said on April 10.

However, Moody's thinks the authorities’ willing-
ness to enact long-delayed structural economic 

reforms “could be tempered by their desire to 
regain electoral support lost in the referendum 
before the 2019 presidential and parliamentary 
elections”. “Given the slender margin of support 
for the [constitutional] changes, we expect that 
Turkish society will remain polarised over this 
issue, leaving the government preoccupied with 
both domestic politics and geopolitically driven 
security risks,” Moody’s said. 

April 21, 2017 www.intellinews.com I Page 3



Top Stories

ready earned $17mn so far this year compared to 
just $1mn for all of 2016. 

The total value of initial and secondary share ofer-
ings raised in Moscow reached $1.2bn since the 
beginning of 2017, hitting a six-year high. Com-
panies that sold shares during the period include 
children’s goods retailer Detsky Mir, which at-
tracted $335mn in an IPO, Russia’s largest pro-
ducer of steel pipes TMK, which raised $180mn 
in an SPO, and phosphate fertiliser major Phosa-
gro and aluminum producer Rusal, whose SPOs 
brought them $250mn and $240mn, respectively.

Loan deals continue to grow at a steady pace with 
$10mn pocketed by banks so far this year. M&A 
continues to stagnate, particularly as consolida-
tion of Russia’s once-bloated and corrupt banking 

sector came to a halt. Fees from M&A deals slid 
by more than 50% to $8mn during the first four 
months compared to $19mn for the same period 
last year.

However, hopes that this renewed boom for US 
and European bankers in Moscow will continue 
are fading fast. Prospects for a rekindling of ties 
between Russia and the US under President 
Donald Trump have diminished after Russia’s 
support of the regimes in Syria and North Korea. 
And initial hopes that US and European sanctions 
would be relaxed this year have also largely evap-
orated. “A big question is whether the US banks 
will remain at the top given the political situation 
now,” said Nassof. “The geopolitical mood seems 
to be trending in the wrong direction since the 
optimism we saw earlier in the year.” 
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The Regions This Week

Karlovarske mineralni vody is buying Quadrant 
Beverages, the official bottler of PepsiCo in 
Bulgaria, the Czech Republic’s biggest producer 
of mineral and spring water announced. KMV’s 
acquisition follows its purchase of two major 
Hungarian beverage companies, Kékkúti Ásvány-
víz and Szentkirályi Ásványvíz, which reinforced its 
position as the largest producer of bottled mineral 
and spring water in Central Europe. 

A regional court in Brno banned Uber from the 
Czech Republic’s second following a complaint 
lodged by a local taxi company. Brno City Hall 
backed the decision, insisting that Uber has to 
operate in line with the laws regarding taxi com-
panies.

Czech producer prices calmed slightly in March. 
The country’s PPI reading dropped by 0.1pp com-
pared with February to growth of 3% y/y, while the 
index slid -0.1% in monthly terms.

Unions at Volkswagen Slovakia threatened to 
break off talks with management over a new 
pay deal and press for strike action. Unions are 
pressing for a 16% increase in wages and im-
provements in other conditions, noting the Ger-
man company’s Slovak unit recorded record profit 
in 2016. Kia handed over what it called a record 
pay hike of 7.5% last month to avert a strike at its 
Slovak plant.

Slovak unemployment accelerated its fall in the 
third month of 2017. Joblessness stood at 8.04% 
in March, a drop of 0.25pp on a monthly basis and 
a full 1.85pp in annual terms.

Slovakia’s EU-harmonised index of consumer 
prices (HICP) gained 1% on the year in March, 
confirming the step back in price growth following 
the surge around the turn of the year.

The growth of new orders in Slovak industry 
accelerated in February, pushing to 8% y/y in 
February. Seasonally adjusted data showed new 

Central Europe
orders grew 5.9% m/m in the second month of the 
year to total €4.43bn. 

Azoty and Tauron plan to team up to build a coal 
gasification plant, the Polish state-controlled 
companies said. The project will secure demand 
for around 1mn tonnes of coal produced by Tauron 
that will be made into synthetic gas for Azoty to 
produce hydrogen, ammonia, methanol and other 
chemicals. The plant could be operational by 
2019-2020, and cost €400mn-600mn, the compa-
nies estimate.

The shares of Polish retail chain Dino gained 
nearly 8% on the company’s debut on the 
Warsaw Stock Exchange on April 19. Dino’s 
PLN1.65bn (€390mn) IPO is only the second float 
in 2017 to date on the main market, with two tiny 
IPOs also taking place on the alternative market 
NewConnect. 

Polish state-owned operator of postal services 
Poczta Polska will not carry out an IPO, the 
company said. CEO Przemyslaw Sypniewski also 
told a news conference that Poczta Polska will not 
carry out an IPO of Bank Pocztowy, in which it has 
a 75% stake. 

Polish industrial production expanded 11.1% y/y 
in constant prices in March. Coupled with shock-
ingly good data on construction output – which 
boomed 17.2% y/y – the data suggest that the 
Polish economy boomed in the first quarter of the 
year. The positive outlook is strengthened by good 
retail sales data as well, which grew 7.9% y/y at 
constant prices in March.

Poland's producer price index (PPI) grew 4.7% 
y/y in March. The reading extends the PPI infla-
tion run to seven months, with the indicator push-
ing to its highest value since mid-2012.
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Southeast Europe
Eleven crew members are missing after a cargo 
ship carrying grain from Russia’s Azov port to 
Turkey sank off the Crimean coast. The vessel 
reportedly broke in half during a severe storm. 

Officials from Bosnia & Herzegovina, Montene-
gro, Serbia and Slovenia formed a joint ministeri-
al team in response to the debt crisis at Croatian 
conglomerate Agrokor at a meeting in Belgrade 
on April 19. Agrokor is one of the largest employ-
ers and suppliers in the region, and its current 
instability has raised concerns in all the countries 
where it operates.

Saudi Arabia-based Islamic Development Bank 
is in talks to buy a stake in Turkey’s stock ex-
change, Borsa Istanbul. With a market capitalisa-
tion of more than $200bn, Borsa Istanbul is one 
of the largest stock exchanges in its region. 

MPs failed again to adopt legislative amend-
ments required for Bosnia to save its agreement 
with the IMF and receive the second tranche of 
funding under the deal. The fund set a mid-April 
deadline for Sarajevo to adopt a set of reforms 
including changes to the excise tax regime. In 
January, the IMF put the arrangement on hold 
and extended the deadline to mid-April. It is un-
clear now when the lower parliament will debate 
the set of reforms or whether the IMF offer will 
still be available.

The UN is still considering whether to accept 
responsibility or pay compensation to people 
who suffered lead poisoning in a Kosovan camp 
run by the UN Interim Administration in Ko-
sovo (UNMIK). The internally displaced persons’ 
camps, demolished in 2010, was situated near a 
mine smelter that stored poisonous lead and zinc 
waste.

Protests against Serbian Prime Minister and 
President-elect Aleksandar Vucic continued, but 
numbers have dwindled recently. The student-led 
protests have taken place in Belgrade and other 

The Regions This Week

cities almost daily since Vucic won the presiden-
tial election on April 2. 

The central bank in Zagreb approved the sale of 
Croatia's Splitska Banka to Hungarian lender 
OTP Banka’s Zadar-based Croatian unit OTP 
banka. The deal will boost OTP’s share of the 
Croatian banking market to around 10%.

Foreign direct investment in Bulgaria decreased 
36.7% y/y to €102.4mn in the first two months of 
2017, equal to 0.2% of projected 2017 GDP. FDI is 
likely to have been affected by the political uncer-
tainty in Bulgaria after the centre right GERB-led 
government resigned in November 2016. 

Turkey’s Global Ports Holding announced plans 
for a $250mn IPO on the London Stock Exchange. 
The largest international operator of cruise ports, 
Global will use most of the proceeds acquire and 
develop new ports.

Montenegro’s constitutional court ruled that 
the social payments to mothers of three or 
more children are unconstitutional and ordered 
the government to cut them immediately. The 
Democratic Party of Socialists (DPS) introduced 
generous benefits for mothers of three or more 
children ahead of the 2016 general election, but 
these were later slashed to stabilise the fiscal 
situation. 

Saudi Arabia-based Al-Shiddi Group signed an 
agreement with French hotel chain Accor Hotels 
for the launch of a luxury Swissotel in the Bos-
nian capital of Sarajevo. Gulf investors are in-
creasingly targeting Bosnia for major real estate 
projects.

US drug giant Pfizer will open a regional sup-
port centre in Romania to handle global supply 
chain and portfolio management. Romania is an 
attractive market for international companies in 
search of locations for services centres thanks to 
its low labour costs. 
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Eastern Europe
US oil major ExxonMobil has applied to the US 
Treasury Department seeking a waiver from 
Russian sanctions in order to resume joint ven-
tures with Kremlin-controlled oil major Rosneft. 
ExxonMobil, along with ConocoPhillips, was one 
of the first foreign hydrocarbon majors to start 
operations in Russia, and also the first to pull out 
because of international sanctions imposed over 
Russia’s annexation of Crimea in 2014.   

Russia is not considering lifting the ban on to-
mato imports from Turkey, Russian Agriculture 
Minister Alexander Tkachev said. Russia is los-
ing about $1.3bn-1.5bn from Ankara’s effective 
suspension of its agricultural exports to Turkey. 
Moscow imposed a ban on agricultural product 
imports from Turkey after the downing of a Rus-
sian jet by the Turkish air force in November 2015.  

The president of the Russian Federation repub-
lic Tatarstan, Rustam Minnikhanov, arrived in 
Tehran on April 19 for discussions on possible 
bilateral trade relations, according to the Is-
lamic Republic News Agency. Several republics 
and oblasts in Russia, including Muslim-majority 
Tatarstan, have expressed renewed interest in 
closer cooperation with Tehran following joint 
military operations in Syria.

Russian special forces have arrested a Kyrgyz-
born man suspected of recruiting and training 
the bomber who killed 14 people in this month’s 
attack on the St Petersburg metro system, 
media reports said on April 18. The man, identi-
fied as Abror Azimov, was detained the previous 
day Federal Security Service (FSB) agents in the 
Moscow region’s Odintsovo district.

Russian PM Dmitry Medvedev says Moscow 
has removed visa restrictions on Iranian tour 
groups and business people, Sputnik News 
Agency reported on April 17. Iranian-Russian 
trade has improved in the past 12-month period, 
but banking relations and language issues have 
dogged progress.

Repayment of a $726.2mn debt to Russian 
state-owned giant Gazprom for previously sup-
plied natural gas will not affect Belarus’ inter-
national reserves, the National Bank of Belarus 
said. Part of the reserves was used to pay for the 
gas, the state authorities, which “will surely com-
pensate for it”.

Retail trade turnover in Russia declined by 
only 0.4% y/y. The indicator exceeded consen-
sus expectations of 1.6% y/y decline. Together 
with the improvement of income and employ-
ment statistics, this is good news for consumer 
demand, which has been consistently lagging 
behind the modest output recovery in the Russian 
economy.

The IMF revised Russia’s GDP growth forecast to 
1.4% for 2017 and 2018, up from 1.1% and 1.2% 
expected previously. “The pickup in activity re-
flects firming oil prices and a recovery in domestic 
demand attributable to easing financial conditions 
and improved confidence,” the report said.

Russia’s informal or grey economy has grown to 
its largest extent in 11 years, employing 15.4mn 
people or 21.2% of all employed Russians as 
of end of 2016. Since 2011, the informal sector 
of the economy has been growing and added an 
estimated 4mn people, including 0.5mn people in 
2016 alone, according to the estimates.

Russia’s industrial output in March increased by 
0.8% y/y and 1.2% in m/m seasonally adjusted 
terms says Rosstat. Industrial output bounced 
back from the unexpected 2.7% y/y decline seen in 
February. Other indicators such as PMI, business 
confidence index and corporate profit all pointed 
to a strong opening of 2017 from Russian industry.

Twitter will comply with a controversial Russian 
law on personal data storage and transfer its 
Russian users’ data to servers inside the coun-
try by mid-2018, the communications watchdog 
Roskomnadzor said in a statement.

The Regions This Week
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Eurasia
The IMF released latest 2017 growth projec-
tions for Central Asian countries in its latest 
Global Growth Forecast:  Kazakhstan 2.5% (up 
from the 1.0% recorded in 2016), Turkmenistan 
6.5% (up from 6.2%), Kyrgyzstan 3.4% (down from 
3.8%), Tajikistan 4.5% (6.0%) and Uzbekistan 
6.0% (7.8%). The forecast Kazakh improvement is 
based on higher oil production and firmer exter-
nal demand. Economic recovery and stabilisation 
in Russia is boosting the region in terms of trade 
and higher remittances.

The latest IMF Global Growth Forecast predicts 
Georgia will be the fastest growing Caucasus 
economy in 2017 with a growth rate of 3.5%. 
Armenia is expected to bounce back from 2016’s 
0.2% to 2.9%, while Azerbaijan will remain in 
recession, with contraction falling from 3.8% in 
2016 to 1% in 2017. Georgian reforms have at-
tracted FDI as well as stronger ties with the EU.

US Secretary of State Rex Tillerson described 
the multilateral nuclear deal with Iran as a 
failure, saying it can only delay Tehran’s goal of 
developing nuclear weapons. “An unchecked Iran 
has the potential to travel the same path as North 
Korea,” he said, also hitting out at Iran’s "alarm-
ing ongoing provocations" in the Middle East, 
and confirming the Trump administration had 
launched a 90-day review of the nuclear deal.

UK companies are cautiously sizing up post-
Brexit opportunities in Iran ahead of the coun-
try moving for an expected $600bn trade and 
infrastructure investment drive over the next 
decade. Iran is looking to expand its 10,223-km 
long state-owned rail network supporting in-
dustrial and commercial corridors to more than 
25,000km, revamp its 54 airports and build seven 
new international airports.

Iranian steelmakers exported more than 
5.38mn tonnes of crude steel and steel prod-
ucts in the last Iranian year (ended March 20), 
marking 29% growth y/y. The European Commis-

sion in March opted against imposing duties on 
hot-rolled steel imports from Iran and four other 
countries in response to dumping allegations.

Kazakh President Nursultan Nazarbayev is 
mulling a law against Islamic attire and beards 
associated with extremism. A ban on the Salafi 
branch of Islam has been proposed follow-
ing deadly attacks including a lone gunman at-
tack in Almaty. Salafist styles, including trousers 
that fall below the ankle, could be barred. 

South Korea's Kookmin Bank sold its 41.93% 
stake in Kazakhstan’s Bank CenterCredit to a 
Kazakh investor consortium, including Tsesna-
bank and Bakhytbek Baiseitov (which owns 
44.5% of Tsesnabank). Kazakh banks were hit by 
deteriorating economic conditions in 2015 and 
2016 as well as instability in the operating en-
vironment in Kazakhstan. CenterCredit Bank is 
fifth-ranked by assets ($4.1bn) in Kazakhstan.

Azerbaijan's SilkWay Holdings signed a deal to 
purchase 10 Boeing-737 MAX aircraft for ap-
proximately $1bn. SilkWay Airlines, owned by 
the Azerbaijani president's family, is expected 
to open flights to Chicago and Dhaka in addi-
tion to regular destinations Milan, Luxembourg, 
Frankfurt, Istanbul, Dubai, Seoul, Hong Kong and 
Shanghai. 

Russian Foreign Minister Sergey Lavrov re-
assured the de facto independent Georgian 
breakaway region of Abkhazia that Moscow 
would ensure its border security even though it 
is not part of the Russia-led Collective Security 
Treaty Organisation (CSTO). Just like South Os-
setia, Abkhazia is internationally recognised as 
being still part of Georgia. 

Uzbekistan and Kyrgyzstan completed the 
delimitation of 1,000 km of the Uzbek-Kyrgyz 
border. The failure to delineate border sections 
between the two countries has in the past even 
led to armed clashes.

The Regions This Week
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The Istanbul stock exchange’s benchmark BIST-
100 index passed the 92,000-level on April 20 
despite the controversial outcome of the week-
end’s constitutional referendum and the exten-
sive set of macroeconomic and political worries 
inherited from the pre-referendum period.

The index was trading at 92,677 at midday on 
April 17, which means the index was up by 
around 2% on the week and around 11% over the 
past three months.

The jump in the BIST-100 was led by banks, with 
Garanti Bankasi’s shares up 1.05% d/d and reg-
istering the largest transaction volume, followed 
by the shares of Halk Bankasi (up 4.03%) and 
Akbank (up 1.64%).

If the index manages to stay above the 91,600 
level, its rise might escalate, Istanbul-based 
brokerage Integral Yatirim said on April 20. If it 
does not, the selling pressure could strengthen. 
“The next few days are critical for the BIST-100 
index,” according to Integral.

The central bank reported on April 20 that the 
BIST-100 attracted $173mn worth of inflows dur-
ing the week ending April 14. Portfolio inflows 
have thus amounted to $1.19bn so far this year.

Analysts have found it difficult to explain the rally 
on the Borsa Istanbul seen since the beginning 
of 2016. It has taken place despite the gloomy 
macroeconomic outlook, domestic political 
tensions and regional security threats that, for 
instance, have undermined Turkey’s tourism 
industry, a big spinner of hard currency. In early 
March, Bloomberg reported that a single bro-
kerage, Istanbul-based Yatirim Finansman, had 
been behind the largest trades on two-thirds of 
the Borsa Istanbul’s most tumultuous days in 
the year to date.

In March 2016, Seniz Yarcan, CEO of Yatirim  
Finansman, told local business daily Dunya  
that a big fund trading with algorithms was  
behind the large daily volumes. Local traders 
have since referred to the large trader in  
question as “The Dude”. 

Istanbul stock exchange defies all woes, 
search for “The Dude” goes on
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Global buoyancy could 
struggle to lift Visegrad 
and Baltics, suggests IMF

economies,” the report read. “The outlook has… 
improved for Europe… based on a cyclical recovery 
in global manufacturing and trade.”

The outlook for economic growth in the Eurozone 
in 2017 was raised by 0.1pp compared with the 
last WEO released in October to 1.7%. The 2018 
prediction remains at 1.6%. Similar dynamics are 
seen in the IMF’s expectations for Germany, by 
far the largest source of export demand for the 
Visegrad region. However, across the Baltic and 
Visegrad regions, only the forecasts for the Czech 
Republic and Hungary have benefitted from the 
uplift in EU activity in late 2016 and early 2017.

The Hungarian economy is now forecast to expand 
2.9% in 2017, clearly faster than 2% seen in 2016 
and 2.5% predicted in October. Czechia’s GDP is 
projected to grow 2.8%, a significant gain over the 
2.4% achieved in 2016, and rise of 0.1pp on the 
forecast in the previous outlook.

Growth across the Baltic states is expected to pick 
up speed this year compared to 2016, the IMF notes. 
Latvia will lead the region with GDP projected to 
expand by 3%, followed by Lithuania at 2.8%, and 
Estonia at 2.5%. However, the forecasts for Latvia 
and Lithuania have been pared down from 3% and 
3.4%, respectively, since the October outlook.

The IMF puts the Polish growth at 3.4% in 2017, 
unchanged from the previous forecast. Poland 
grew 2.8% in 2016.

Slovakia’s GDP is expected to gain 3.3% this year 
in a forecast that is also unmoved from the previ-
ous report. The country's economy expanded 3.3% 
in 2016. 

Central Europe

bne IntelliNews

The International Monetary Fund maintained its 
forecast that economic growth should accelerate 
in the Visegrad and Baltic regions in the latest 
edition of its “World Economic Outlook” released 
on April 18. However, the international financial 
institution appears wary of suggesting that the 
strengthening global conditions will boost the 
economies significantly.

With buoyant financial markets and a long-awaited 
cyclical recovery in manufacturing and trade un-
derway, world growth is projected to rise from 3.1% 
in 2016 to 3.5% in 2017 and 3.6% in 2018, slightly 
above its October 2016 forecast, the IMF said. 

However, it also warned that “binding structural 
impediments continue to hold back a stronger 
recovery, and the balance of risks remains tilted to 
the downside, especially over the medium term”. 
In particular, the IMF analysts flagged up low pro-
ductivity growth and high income inequality. 

Those are common criticisms thrown at the coun-
tries of Central and Eastern Europe, and have 
never been more pertinent as the region faces 
growing labour shortages. The IMF noted that such 
structural issues will likely pressure “forward-
looking policies”. That appears to refer not only to 
the rise of populist policy, but also the drag that the 
political trend exerts on structural reform.

Still, the uplift in activity in the EU and other ‘ad-
vanced economies’ in the fourth quarter of 2016 
is noted, and forecast to persist. Given the strong 
links, that should help support Visegrad and the 
Baltics. “In line with stronger-than-expected 
momentum in the second half of 2016, the fore-
cast envisages a stronger rebound in advanced 
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Brno Uber ban should 
not be a precedent,  
says Czech minister

Uber has experienced extremes in reaction to its 
controversial service in Central and Eastern Eu-
rope. The company has been banned in Hungary, 
but Estonia hopes to be the first country in the 
world to make it fully legal. Uber still operates in 
Prague.

The company is also viewed in wildly different 
ways. To some it is at the forefront of the new 
economy, which threatens to undermine the grip 
of traditional elites and incumbents. To critics, 
Uber simply exploits drivers, and ignores legal 
and safety requirements, as well as evading tax.

With that in mind, Havlicek was keen to keep to 
the middle of the road. "We have to approach it 
rationally and watch the bath water and the baby,” 
the minister told news portal Seznam Zpravy. “Ef-
forts to ensure that these services are completely 
banned, which sometimes appear, lead in the 
wrong direction."

Havlicek added that there is a need to agree on 
rules, and that companies must pay taxes. "How-
ever, I'm not an advocate of too much regulation,” 
he said. 

bne IntelliNews

The ban placed on Uber taxi service in the Czech 
Republic’s second city should not set a precedent 
to block other parts of the “new economy”, the 
new minister of industry and trade proclaimed on 
April 19.

Jiri Havlicek said that efforts to ban similar servic-
es, such as Airbnb, would be a bad idea, and regu-
lation must be kept to a minimum. Havlicek was 
appointed last month by the coalition-leading CSSD 
after predecessor Jan Mladek was sacked for fail-
ing to support the party’s populist bid to raise sup-
port ahead of elections in October by fighting high 
charges levied by telecommunications companies.

The previous day, a regional court in Brno banned 
the ‘ride-sharing service’ from the city following a 
complaint lodged by a local taxi company.

Brno City Hall backed the decision, according 
to AP. The authority said it is not against mobile 
applications and new taxi services, but insisted 
that they have to operate in line with the law.

Uber argued it is not a common taxi company but 
the court ruled that it is. The US company, which 
had operated in the city since the start of Febru-
ary, can appeal the ruling.

Brno city council said it is not against mobile applications and new taxi services 
but insisted that they have to operate in line with the law.
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Academic claims “Never-
AKP” vote disappeared  
in Turkey’s referendum

gone in 2017. What happened? Did the areas 
where the AKP was the least popular suddenly 
have a change of heart?” Meyersson concluded.

As bne IntelliNews reported at the time, Meyers-
son previously produced a detailed statistical 

bne IntelliNews

A group of voters who demonstrate hard-core 
opposition to Turkish President Recep Tayyip 
Erdogan and have never voted for his Justice and 
Development Party (AKP) in any election seemed 
to disappear when it came to the historic April 16 
referendum that handed the president expanded 
powers.

Swedish assistant professor at the Stockholm 
Institute of Transition Economics (SITE), Erik Mey-
ersson, released a blog post on April 18 entitled 
“The Curious Case of the Vanishing Never-AKPers 
in Southeastern Turkey”, with his preliminary look 
at voting patterns in last weekend’s poll. What he 
discovered is a group of voters that have always 
voted against Erdogan and the AKP, creating a “fat 
tail” in the distribution of votes – something which 
was entirely missing from the poll result.

“At a first glance, when plotting the vote share 
distribution of the YES vote at the ballot box level 
[is the fact] that the 'Never-AKPers' were gone. 
These Never-AKPers are voting groups that have 
extremely few or literally zero votes for the AKP. In 
past elections, they have been quite noteworthy. 
The [chart] illustrates this by plotting the distri-
bution of the AKP vote shares for the 2011, June 
2015, and November 2015 parliamentary elections 
and in the bottommost graph the YES vote share 
in Sunday’s referendum,” Meyersson wrote in the 
blog post.

“Essentially, the fat left tail (ie. the ballot boxes 
with next to zero AKP votes), which stands out in 
the previous three elections, is almost entirely 

A ballot paper and envelope used in the referendum. 'Evet' translates to Yes while 
'Hayır' translates to No.
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study of the 2015 general election that concluded, 
“this analysis shows evidence that would be con-
sistent with widespread voting manipulation”.

The result of that election came as a shock, as 
the AKP defied the almost universal polling con-
sensus and won some 9 percentage points more 
than expected – just enough to rule alone, but 
not quite a constitutional majority. That victory 
lay the ground work for this week’s referendum 
to greatly increase Erdogan’s powers. The cam-
paign period and vote itself have been criticised 
by international election observers as not suffi-
ciently free and fair.

The OSCE issued a damning statement on the 
referendum that argued voters were not provided 
with impartial information about key aspects of 
the constitutional reform, and that civil society 
organisations were not able to participate. Moreo-
ver, it said the work of the electoral boards lacked 
transparency.

Meyersson’s blog is only a preliminary look at 
the voting patterns and he says it will be possibly 
months before academics can work through the 
details as the votes are still being collated.

However, he warned as soon as the day of the vote 
that if trouble were to come, then it would come 
in the rural regions where there were few election 

observers. The majority of the big cities, where 
there were plenty of election observers, voted 
No, which meant it was the strong Yes vote in the 
rural regions that carried the day.

“These Never-AKPers tend to be, with some 
exceptions of course, voters in the predominantly 
Kurdish southeastern region of Turkey. And so, 
in these areas, there ought to have been a vote 
swing from those previously voting for the [pro-
Kurdish and left-leaning People's Democratic 
Party] HDP in past elections to a YES vote for the 
AKP government’s proposed constitution (which 
the HDP has stringently opposed) in the current 
election,” Meyersson wrote.

The results means that the AKP may have gained 
as many as 450,000 votes according to the pre-
liminary results in the southeast compared to 
November 2015, equivalent to roughly 10% of the 
votes of the entire region, calculates Meyersson. 
That represents a big swing in the southeast to-
wards the AKP in a region where the government 
is fighting a low-level war with the Kurds and has 
bombed and destroyed several towns and vil-
lages. Moreover, Meyersson estimates this large 
number of votes, amounting to approximately 
1% of all the votes cast, came with a lower voter 
turnout, down by 150,000 in the region, according 
to his estimates. 
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The prime minister stressed he would continue to 
be “patient until the limit of patience”. Better to 
wait for the right president accepted by everybody 
than to appoint a president without the opposition, 
he added.

Rama’s government has also appealed to the 
centre-right European People’s Party, of which the 
local Democratic Party is a member, to mediate in 
the ongoing political crisis. 

If the Democrats go ahead with their boycott of 
the election, this would seriously undermine the 
legitimacy of the vote. No party has boycotted an 
election since the Socialists withdrew part-way 
through election day back in 1996, citing irregu-
larities. 

However on April 19, the Democrats signalled 
they were standing by their plans to boycott the 
upcoming parliamentary election. The party is-
sued a statement criticising the Socialists and 
their junior coalition partner the Socialist Move-
ment for Integration (LSI) for attempting to have 
the deadline for registration rolled back. The 
Democrats insist that the original deadline – 
which has already passed – must be adhered to, 
which means it is already too late for the party to 
participate in the election. 

Albania’s parliament fails 
to elect new president

bne IntelliNews

The Albanian parliament failed to elect a new 
president as no candidates were nominated in the 
first round of voting on April 19.

The lack of candidates came as no surprise be-
cause the ruling majority was not expected to name 
anyone, in an attempt to reach a deal with the 
opposition Democratic Party on a consensus candi-
date. However, opposition MPs have been boycott-
ing the parliament since February, demanding the 
appointment of a caretaker government to prepare 
for an early general election in June.

The mandate of the current president, Bujar Nis-
hani, who came from the ranks of the Democratic 
Party, expires this year. 

Albania elects the president by a majority vote in 
the parliament. Nishani was voted in with a ma-
jority of 73 votes out of 140 in 2012.

Presidential candidates are proposed by a group 
of at least 20 MPs. Albania's parliament elects the 
president in five rounds. In the first three rounds, 
the winner must secure at least 84 votes.

“We hope to find consensus on the candidate. We 
will wait to find the right president who will be ac-
cepted by everybody,” Rama told journalists out-
side the parliament following the session, accord-
ing to a government statement. 

Albanian Prime Minister Edi Rama talks to journalists after parliament session.
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alleged fraud schemes with gas sold together with 
the Ukrgazvydobuvannia gas company.

On April 20, NABU’s media office said Martynenko 
is suspected of creation of a criminal organisa-
tion, misappropriation, embezzlement of property 
or seizure of property through abuse of official 
position. The politician is suspected over the theft 
of funds of the state-run Eastern Mining and 
Processing Combine Mining (VostGOK) during the 
purchase of uranium concentrate.

In a separate statement, the head of the Spe-
cialised Anti-Corruption Prosecutor's Office 
(SAPO) Nazar Kholodnytsky said Martynenko had 
embezzled $17.28mn from VostGOK.

According to the pre-trial investigation, officials of 
VostGOK and Austrian company-mediator Steu-
ermann Investitions-und Handelsgesellschaft, as 
well as a group of people, who “had control over 
these companies, including Martynenko”, embez-
zled funds of VostGOK “through improper conclu-
sion and subsequent” execution of the contract for 
the purchase and sale of uranium concentrate of 
VostGOK through Steuermann.

The funds were allegedly transferred to the bank 
accounts of Steuermann via offshore companies 
Wargrave Trading and Dallas Fuel and used by 
“the members of the criminal organisation” after-
wards, Kholodnytsky added.

Martynenko, who refused any wrongdoing, abdi-
cated his parliamentary powers and political im-

Eastern Europe

Ukrainian anti-graft 
agency arrests ally of 
ex-PM Yatsenyuk and 
senior energy official

bne IntelliNews

Mykola Martynenko, a close associate of  
Ukraine's former prime minister Arseniy 
Yatsenyuk and ex-lawmaker of the People's  
Front parliamentary faction, was detained 
on April 20 by anti-corruption operatives on 
suspicion of possible embezzlement of funds  
from a state-owned company.

A few hours later, detectives of the National  
Anti-Corruption Bureau (NABU) also arrested 
 Serhiy Pereloma, deputy chief of the state oil  
and gas company Naftogaz, on charges of  
creating a criminal organization and using  
a government position for personal enrichment.

The arrests mark a string of high-profile criminal 
investigations of NABU, the country’s main anti-
graft body created under pressure by Ukraine’s 
western backers and donors, specifically, the 
International Monetary Fund (IMF).

Earlier, NABU detained the head of Ukraine’s 
State Fiscal Service, Roman Nasirov, who alleg-
edly provided restructuring of rent payments for 
gas production companies associated with fugitive 
Ukrainian lawmaker Oleksandr Onyshchenko. Na-
sirov is accused of giving an order that cost the 
state budget UAH2bn (€70mn). On March 3, the 
government suspended him from his duties pend-
ing the results of the probe.

In July, Ukraine’s parliament sanctioned the 
criminal prosecution, detention and arrest of Ony-
shchenko, a member of the Volia Narodu (Peo-
ple's Will) parliamentary group, in connection with 
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Ukraine hopes 
blockchain deal will 
make it “Europe's 
innovative leader”

technology to limit fraud and corruption, improve 
efficiency and maximize economic benefits to a 
broader section of society.

The deal laid out on April 14 in a memorandum 
of understanding will begin with a pilot project to 
look into providing blockchain records for areas 
like public services, social security, public health, 
energy and state registers.

“This is another important step towards the crea-
tion of a digital economy in Ukraine,” Sayenko 
said. “Digital economy accelerates social and 
economic progress in the contemporary world and 
is able to rapidly increase the country’s GDP.”

Oleksandr Ryzhenko, head of the State Agency 
for eGovernance of Ukraine, said in an emailed 
response to Reuters questions that the agree-
ment will result in an entirely new ecosystem for 
state projects based on blockchain technology in 
Ukraine. “Our aim is clear and ambitious –  we 
want to make Ukraine one of the world's leading 
blockchain nations,” Ryzhenko told the newswire.

Bitfury CEO Valery Vavilov was also quoted as say-

bne IntelliNews

Ukraine’s deal with The Bitfury Group, a global 
full-service blockchain technology company, to 
put government electronic data onto a block-
chain platform provides potential for the country 
to become “Europe's innovative leader”, Minister 
without Portfolio Oleksandr Sayenko wrote on his 
Facebook account on April 18.

Originally known only as the underlying technol-
ogy for the digital currency bitcoin, blockchain 
has rapidly seen its reputation grow as a poten-
tially disruptive technology whose applications 
lie far beyond the crypto-currency and the finan-
cial markets. The fundamental principles behind 
blockchain technology explain its attraction. It is 
essentially a “distributed ledger” that shows all 
the members of a particular network every trans-
action that was verified on the network, meaning 
it offers a way for people who do not know or trust 
each other to transfer nearly any asset using the 
same process, creating a record of ownership 
that compels the consent of everyone concerned. 
No central authority or potentially malicious 
third party can tamper with it, so everything from 
government land registries, to stock markets to 
financial services are interested in applying this 

munity as an MP in December 2015 for the period 
of the investigation.

Meanwhile, the charges against Pereloma are 
related to his time at the state-owned iron ore 

company SkhidGZK in Dnipropetrovsk region.  
According to NABU, Pereloma oversaw a  
number of intermediary companies, related  
to SkhidGZK, which allowed him to funnel  
cash out of the plant. 
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ing by Reuters that, “A secure government system 
built on the blockchain can secure billions of dol-
lars in assets and make a significant social and 
economic impact globally by addressing the need 
for transparency and accountability,”.

Previously, Georgia, Sweden, Estonia and the 
Dutch city of Rotterdam have signed similar deals 
with The Bitfury Group to look into the potential 
of blockchain to bring transparency to govern-
ment and civil work. Georgia’s National Agency of 
Public Registry (NAPR) on February 8 signed an 
MoU with Bitfury to develop and use a system for 
registering land titles.

“In the next five to 10 years, it is likely that block-
chain technology will fundamentally alter the way 
we do business: by reducing friction and costs 
associated with digital transactions, this technol-
ogy has the power to open up the global economy 
to billions who are currently excluded – the GBBC 
will be essential to making these possibilities  
a reality,” Vavilov said.

In March, CoinDesk released its latest “State 
of Blockchain” report, which revealed that  
venture capital funding for blockchain startups  
rose sharply in the fourth quarter of 2016 to 
$75mn, taking the total amount of blockchain  
VC funding for 2016 to $496mn. Over the past six 
months, there were over 25 investments in block-
chain startups, with five for greater than $10m. 
All but one of the recent large investments have 
been in startups with a multi-blockchain business 
model – ie. those outside the bitcoin blockchain – 
whereas a year ago, none of them were.

So far this year there have been two significant 
investments: Align Commerce (to be rebranded  
as Veem) raised $24mn in March, while The 
Bitfury Group raised $30mn in January in a deal 
which includes an investment in Bitfury shares 
and the establishment of a joint venture focusing 
on the China market.

Noelle Acheson, a member of CoinDesk’s product 
team, identified a geographical shift from trends 

in recent deals. “Take a look at the investors in 
the rounds greater than $10m over the past six 
months. One of the investors in Veem was SBI 
Holdings, a Japanese investment arm. The sole 
investor in the BitFury round was Credit China 
Fintech Holdings. Asian investors were present 
in only one – Blockstream – of the large rounds 
in the same period a year ago. While the sample 
size is admittedly not large, the funding rounds 
over the coming months are likely to confirm 
this trend: an emphasis on business models that 
blend blockchains, and greater geographical di-
versification – all signs of a growing and maturing 
sector,” Acheson said. 
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EBRD’s return to 
Uzbekistan underlines 
new president’s  
reformist goals

proceed with caution. Nevertheless, the rise of 
Mirziyoyev has created the possibility of rekindling 
cooperation between the bank and the country.

The new leadership has made significant progress 
in mending the previous administration’s human 
rights record. For instance, a number of Uzbek 
political prisoners were freed within months of 
Mirziyoyev officially taking office in December.

“We met with civil society NGOs and there was no 
doubt that Uzbekistan is taking a slightly different 
approach,” Jonathan Charles, EBRD communica-
tions managing director, tells bne IntelliNews.

To finalise the process of kicking off investments into 
the country, the bank aims to re-open its office in Uz-
bekistan “as soon as possible”, he says, while noting 
that the procedure might take a number of months. 
“We certainly [ideally] want to do it this year.”

In order to start re-engaging with investments 
into the country, the EBRD signed a Memorandum 
of Understanding (MoU) with the Uzbek govern-
ment during Chakrabarti’s visit.

“There were projects we still had [in Uzbekistan], 
even though we did not do new ones, so it is not 
as if we are starting with a completely fresh page,” 
Charles says. The bank’s cumulative investments 
in Uzbekistan to date amount to €906mn, though 
it currently only has an €8mn portfolio in the 
country, according to the bank’s website.

“Our current interests in Uzbekistan lie in devel-
oping an enabling environment for SMEs, in-

If Shavkat Mirziyoyev’s reputation under the long 
rule of Uzbekistan’s late dictator Islam Karimov 
cast doubt on his initial calls for reform, the gradu-
al improvements that the new president has made 
have gone some way to disprove the sceptics.

Mirziyoyev has showed willingness to follow up 
on his promises by issuing decrees protecting the 
interests of small businesses, getting rid of child 
labour at Uzbekistan’s cotton fields, and even rec-
ognising the existence of the country’s significant 
migrant population.

It is under these circumstances that Sir Suma 
Chakrabarti, president of the European Bank for 
Reconstruction and Development (EBRD), pledged 
to restart the multilateral lender’s activities in 
the country during a visit in mid-March. “The 
pause in that relationship is now over,” he said in 
a speech at Westminister International University 
in Tashkent on March 17.

The EBRD froze its links with Uzbekistan for 10 
years because of Karimov’s poor human rights 
record, a split highlighted at a public stand-off 
between the dictator and human rights groups in 
2003 at an event organised by then finance minister 
Rustam Azimov and the EBRD to attract foreign 
investment into Uzbekistan. The bank afterwards 
unsuccessfully attempted to pressure Karimov into 
addressing the country’s human rights issues and 
steadily wound down its investments until it closed 
its representative office in 2007.

The EBRD is sensitive to charges that it often 
turns a blind eye to dictators, so it is certain to 

bne IntelliNews
The EBRD closed its representative office in Uzbekistan in 2007.
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Rouhani and Raisi to 
contest Iranian election 
with Ahmadinejad 
disqualified

moderates; he is the candidate that is bringing 
them together.”

Apart from Rouhani, Raisi and Qalibaf, the Guard-
ian Council also approved the candidacies of First 
Vice-President Es’haq Jahangiri – thought to be 
contesting the election simply to protect Rouhani 
in the debates over his post-nuclear deal eco-
nomic record and expected to pull out of the race 
just before the polling day – and former conserva-
tive culture minister Mostafa Mirsalim and Mosta-
fa Hashemi-Taba, a former minister of industry, 
affiliated to pro-reform groups.

The Guardian Council, a constitutional watchdog, 
held its meeting to decide the candidates in the 
holy city of Qom rather than Tehran. The Finan-
cial Times said on April 21 there had been disa-
greements at the highest echelons of the politi-
cal hierarchy over allowing Rouhani to compete, 
with the vote equal at six votes for his candidacy 

Iran’s Guardian Council on April 20 disqualified 
ex-president Mahmoud Ahmadinejad from run-
ning in the upcoming May 19 presidential elec-
tion, opting for a field of six that is likely to be 
dominated by incumbent moderate President 
Hassan Rouhani and hardline cleric Ebrahim 
Raisi.

Iranian state TV carried news of the decision, an-
nouncing that the outspoken and polarising Ah-
madinejad, president from 2005 to 2013, a popu-
list who had been publicly advised by Supreme 
Leader Ayatollah Ali Khamenei not to attempt to 
run, had been barred from the contest.

“It plays relatively well for Rouhani,” Dina Esfandi-
ary, a fellow at the Centre for Science and Security 
Studies at King’s College London, told Bloomb-
erg. “[Tehran Mayor Mohammad Baqer] Qalibaf 
and Raisi are likely to split the conservative vote, 
whereas on the other hand Rouhani is uniting the 

cluding credit lines for them to on-lend to small 
businesses as well as providing advisory services; 
other areas include goals to improve municipal 
services...we also detected an interest from the 
Uzbek authorities in solar power – there might be 
a possibility to bring investments into sustainable 
energy,” Charles says.

Charles also mentions “there may be also a pos-

sibility of cross-border projects”, since Mirziyoyev, 
again in contrast to Karimov, has been reaching 
out to Uzbekistan’s neighbours, including Kazakh-
stan, Kyrgyzstan, Turkmenistan and Tajikistan. 
Apart from initiating discussions on long-standing 
issues of border demarcation with at least two of 
its neighbours, Uzbekistan has also recently re-
started flights to and from Tajikistan, for the first 
time in 25 years. 

bne IntelliNews
Hardline cleric Ebrahim Raisi will challenge President Rouhani over his economic 
record. Some reports indicate up to 30% of Iran's educated youth are jobless.
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and six against before the deadlock was broken.

The top challenger to Rouhani is set to be stern-
faced Raisi, 56, appointed last year to manage the 
billion-dollar foundation Astan Quds Razavi – an 
Islamic charity that controls the country’s holiest 
shrine in the northeastern city of Mashhad. He is 
thought to have the backing of the 77-year-old su-
preme leader, whom some analysts believe he is 
odds-on to eventually succeed. Raisi has attacked 
the persistent high unemployment that Iran is 
experiencing.

When Ahmadinejad was re-elected in 2009 there 
were widespread allegations of ballot box fraud, 

triggering the biggest street demonstrations in 
the Islamic Republic since the 1979 Islamic  
Revolution.

Unconfirmed reports say Ahmadinejad has al-
ready faced curbs on his political activities after 
threatening to mobilise the poor to disrupt the 
election if he were to be disqualified. Local media 
said security and police personnel had estab-
lished a high-profile presence in neighbourhoods 
close to his in home in eastern Tehran. And Ira-
nian police fanned out across Tehran after the 
names of the candidates were announced, report-
ed the news site of the Iranian judiciary  
Mizan Online. 
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Russia is now a mobilisation state, where every-
thing from business to the arts can be dragooned 
to the Kremlin’s cause when it so wills. There is a 
particular connection between the world of busi-
ness and the security agencies, with officers being 
seconded to companies, and corporations getting 
assistance from the spies. Rather than protecting 
national champions, though, this is actually en-
couraging inefficiency and stagnation.

A distinctively Russian phenomenon is the ‘active 
reserve’ system, whereby intelligence and security 
officers, especially from the Federal Security Ser-
vice (FSB), are seconded permanently or tempo-
rarily to Russian companies and other institutions, 
from universities to media agencies, but are still 
technically working for their parent agency. They 
thus still have security clearance, still mingle with 
their old colleagues, and still get paid by the state, 
even while drawing a typically more generous 
outside salary.

The question becomes, who has their ultimate 
loyalty? The state clearly does this not out of the 
kindness of its own heart but because it wants to 
bind these institutions close. The active reserve 
officers are meant to be its eyes and ears, even 
while supporting national champion institutions. 
They also help facilitate activities that require 
more discretion and delicacy, whether arranging 
a suitable cover for a spy abroad or negotiating 
tribute for some public project dear to the Krem-
lin’s heart.

Glory, honour and decorations may accrue from 
state service, as well as the profits of judicious 
corruption, but the private sector can typically pay 
much better. What was intended both as a lucrative 
perk to reward loyal and dedicated officers, as well 
as a way of embedding agents in the private sector, 
has become one more way the Russian state risks 
becoming privatised through the back door. These 
days, after all, anything from a parliamentary man-
date to an arrest can be bought for the right price.

The case of General Oleg Feokostov illustrated 
this relationship perfectly. As deputy chief of the 
FSB’s Internal Security Department, he apparently 
acquired the name of “General Fix” for his abil-
ity and willingness to sort out problems using the 
sweeping powers at his disposal. When Minister 
for Economic Development Alexey Ulyukaev took 
a stand in opposition to Rosneft’s plans to buy a 
controlling stake in Bashneft, he became a prob-
lem for Rosneft’s notoriously vengeful president, 
Igor Sechin. Feokistov reportedly initiated the in-
vestigation that led to Ulyukaev’s midnight arrest 
on corruption charges in November of last year.

Feokistov then arranged an active reserve trans-
fer, not so much a golden parachute, as a golden 
sidestep into, coincidentally enough, Rosneft, as 
a vice-president and the head of its security ser-
vice. One FSB officer, whose career has been in 
the – incidentally much less lucrative – counter-
terrorism sphere, bitterly described this as “a lot 
more than thirty pieces of silver”.

STOLYPIN:  

Adding spooks  
to companies  
creates stagnation

Mark Galeotti of the Institute of International 
Relations Prague

Intelligence and security officers are seconded permanently or temporarily to Russian 
companies and other institutions.
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He only had a little time to count them, though, 
as in March he was not only dismissed from 
Rosneft but also from the FSB. Setting up Ulyu-
kaev alarmed too many within the elite. Besides, 
breathless – and inaccurate – accounts that 
Sechin essentially ran part of the FSB peeved and 
provoked its director, Alexander Bortnikov, enough 
that he needed to demonstrate his authority.

Carnivorous methods
As embedded officers come to identify with their 
new homes, whether for sentimental or pecuni-
ary reasons, this even raises the spectacle of state 
security assets being deployed on both sides when 
companies clash. In one case in 2016, in which my 
source didn’t want the names disclosed, his com-
pany’s active reserve secondee used his contacts 
back in the FSB to collect kompromat – compro-
mising material – on the CEO of a rival, which 
was contesting their award of a contract. It then 
emerged that their phones were meanwhile being 
tapped, courtesy of their rival’s similar asset.

Of course it is not unusual for national champions 
to be supported by intelligence services and se-
curity agencies. Gazprom, Lukoil, and other major 
hydrocarbons companies, as well as any substan-
tive player in the defence-industrial complex, has 
a FSB cell attached to it as a security asset and 
liaison unit.

Likewise, the Foreign Intelligence Service (SVR) 
routinely acts in support of major overseas bids. 
When Rosatom was contending for the Czech 
Temelin nuclear reactor contract, for example, the 
level of Russian espionage assets deployed to try 
and help them clinch the deal was infamous and 
helped contribute to Prague’s decision to shelve 
the whole project in 2014.

Furthermore, having lost in the 2011-12 compe-
tition to land India’s multi-role combat aircraft 
contract, now that it is being reopened, it is com-

mon knowledge in Moscow that the SVR is gearing 
up to do what it can to support the Russian bid. Of 
course, it is not as though their French, American 
and other rivals will not have their own govern-
ment’s assistance.

Overall, the impact of the close relationship be-
tween corporate and covert institutions in Russia 
matters much more at home than abroad. Inter-
nationally, they may be more commonly used in 
support of Russian companies, and perhaps more 
carnivorous in their methods, but the spooks fit 
into the same broad patterns as their foreign 
counterparts.

Domestically, though, the increasing ease with 
which corporate players can, in effect, rent the 
services of the FSB in particular cannot help but 
be a concern. It distorts the market, especially in 
the interests of the rich and the well connected. It 
also furthers the culture of corruption within the 
security agencies, something that will be hard to 
reverse. In good times, when the state is strong 
and the money plentiful, this may not mean much. 
However, when the state is weak or, as now, dis-
tracted and uncertain, and when the economy is 
not doing well, then it is another matter.

Russia’s greatest economic challenges, after all, 
involve breaking out of inefficient and positively 
dysfunctional old patterns, of encouraging inno-
vation and entrepreneurship. By allowing the old 
beasts to protect themselves from hungry young 
rivals with the shadow power of the state secu-
rity agencies, the Kremlin is once again implicitly 
furthering stagnation. 

Mark Galeotti is a senior researcher at the Institute 
of International Relations Prague, a visiting fellow 
with the European Council on Foreign Relations, 
and the director of Mayak Intelligence. He blogs at 
In Moscow’s Shadows and tweets as @MarkGaleotti.
sanctions is now available. 
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Russian Direct 
Investment Fund leads 
purchase of 25% in St 
Petersburg airport

 

Russia’s fourth largest airport Pulkovo sold a 25% stake to a con-
sortium of investors pooled by Russian Direct Investment Fund 
(RDIF), including Mubadala Development Company, other leading 
Middle Eastern and Asian co-investors, and Baring Vostok Private 
Equity Fund, RDIF announced on April 20.

The stake in St Petersburg’s main airport was acquired from Thalita 
holding company controlled by state-owned VTB Bank, whose share in 
Thalita will be cut to 25.01%, the remaining shareholders being Qatar 
Investment Authority (25%) and Fraport airport operator (24.99%).

The deal still needs to be approved by Russia’s Federal Anti-Monop-
oly Service (FAS). The amount of the deal was not disclosed in the 
press release, but according to previous reports it is about $250mn.

Russia offers Latvian 
port a slice of the Nord 
Stream pie

Turkey’s Global Ports 
announces $250mn 
London Stock Exchange 
float

The Latvian port of Ventspils has been asked to store and handle 
delivery of pipes for Nord Stream 2, the controversial Russian gas 
pipeline project, the chairman of the port said on April 20.

The project to add another line to the Nord Stream route, which 
would carry 63bn cubic metres of gas per year under the Baltic 
Sea directly to Germany, is fiercely opposed by several Central and 
Eastern European countries. They claim the project willl only raise 
already high dependence on Russian supplies.

The offer to Ventspils appears set to put the port and the Latvian 
government at odds. Some €25mn in revenue is at stake, said Ai-
vars Lembergs, the Russia-linked oligarch who is the port's chair-
man, as well as mayor of Ventspils.

Turkey’s Global Ports Holding (GPH), the largest international oper-
ator of cruise ports, on April 19 announced a $250mn float planned 
for the London Stock Exchange (LSE).

“GPH is anticipating an offer size of approximately $250mn which 
will include a primary offer of $75mn. In addition, there will be a 
sale of ordinary shares by a subsidiary of GYH [Global Yatırım Hold-
ing, parent company of GPH], the amount of which is to be decided,” 
the LSE said in a statement.

The Istanbul-based operator, which in March appointed British 
Labour party grandee and former EU trade commissioner Peter 
Mandelson to its board, added that it would pay a minimum divi-
dend of $25m in 2017.

bne: 
Infrastructure
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bne:TMT

Internet traffic soars 
on Russian mobile 
networks while 
revenue growth slows

Mobile Internet traffic in Russia year-to-year grew by half (48%) in 
2016 to some   3.8bn GB, according to the ministry of communica-
tions. This traffic is about seven times less than on fixed networks, 
however, mobile data traffic is growing much faster. In 2016, traffic 
on fixed line connections increased by a more modest 15% y/y.

Over the last two years the cost of mobile/Internet packets for us-
ers in Moscow fell by half. Voice-only packages, on the other hand, 
became more expensive.

Revenues from mobile Internet are growing more slowly than the 
traffic: in 2016 in Russia, they increased by 12%, according to the 
CEO of TMT-Consulting, Konstantin Ankilov, reports Vedomosti. But 
due to the decline in revenues from voice services and increased 
competition between the leading operators the total revenue from 
mobile communications is decreasing.

India’s Tata expands 
Hungarian IT service 
centre

Kyiv court arrests 
shares of telecom 
operators owned by 
oligarch Akhmetov

The Hungarian subsidiary of Indiaʼs Tata Consultancy Services has 
expanded its global service centre in Budapest, creating around 500 
new jobs.

The service sector is the second busiest in terms of investment in 
Hungary after the automotive sector, employing 42,000. There is 
huge competition to lure high-tech companies among Central and 
Western European countries, Foreign Affairs and Trade Minister 
Peter Szijjarto said. The Budapest base of India’s largest IT firm 
boasts 1,800 economists, developers and IT staff, he added.

Tata opened its first service centre outside India in the Hungarian 
capital 15 years ago.

A Kyiv court has backed a petition of Ukrainian Prosecutor Gen-
eral’s Office (PGO) to arrest shares of the country’s largest fixed line 
operator and internet provider Ukrtelecom and its subsidiary 3G/
UMTS mobile operator TriMob, both controlled by the SCM Group of 
oligarch Rinat Akhmetov.

Prosecutor General Yuriy Lutsenko said his office was investigat-
ing “the privatisation of 93% of shares in Ukrtelecom at a price 
setting lower by UAH1.6bn (€56.1mn)” of its actual value in 2011, 
as well as “the unlawful provision of UAH220mn (€7.7mn) from 
the Ukrainian national budget at the instruction of [ex-President 
Viktor] Yanukovych”.
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Romanian central 
bank suspects tax 
evasion below deep 
discounts on NPL 
bundles 

The low price at which the NPL (non-performing loan) portfolios 
were sold by banks justifies the investigations carried out by the tax 
collection agency ANAF on the legality of the possible fiscal optimi-
sation hidden behind these deals, prime vice-governor of Romanian 
central bank Florin Georgescu stated at a conference on April 20, 
quoted by Bursa daily.

The banks sold their retail NPL bundles at 10% of their nominal 
value on average (in 2008-2016) and their corporate NPL bundles at 
8.5% of their nominal value (2014-2016), Georgescu said. The price 
of the NPL bundles have significantly deviated from average, with 
the retail bundles sold at between 2% and 16% of their nominal 
value depending on the year. Separately, the corporate NPL bundles 
were sold at prices of 3% to 9%, Georgescu detailed.

bne:Banker

Slovenian government 
proposes law allowing 
Court of Audit to 
supervise central bank

Tajik government cuts 
support for ailing 
banking sector

The Slovenian government has proposed amendments to the Law 
on the Bank of Slovenia, the country’s central bank, which set out 
conditions for limited supervision of the bank by the Court of Audit, 
a state body that supervises public spending, according to an April 
20 statement.

According to the government, the new law still provides the Bank of 
Slovenia with independence, which must be ensured in accordance 
with the EU and European Central Bank rules. 

The move was reportedly in response to accusations that the bank 
had demanded too much state capital for the 2013 recapitalisa-
tion of several major banks. The authorities poured around €3bn 
into the banking system in late 2013, with the aim of stabilising the 
financial sector and avoiding an international bailout.

The Tajik government has decided to reduce the amount it prom-
ised to allocate to recapitalise its ailing banking sector, Asia-Plus 
reported on April 20. The support will be reduced from TJS3.85bn 
(€422.8mn) to TJS3.32bn.

The authorities have attempted to rescue distressed banks with in-
jections to avert a potential liquidity crisis. But they appear to have 
been insufficient. Two of the largest Tajik banks, TSB and Agroin-
vestbank, have been given injections of TJS2.25bn and TJS1.7bn but 
they are still subject to troubles.
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Ruble appreciation and 
yields attract carry 
trade investors into 
Russia bond market

Foreign investors lured by some of the highest interest rates in the 
global capital markets poured a record RUB159bn ($2.8bn) into Rus-
sia’s local-currency debt in March, Bloomberg reported.

Russian bonds have been hot for a while on the back of the carry 
trade as the ruble strengthens, making investors as much if not 
more on the exchange rate as on the attractive bond yields: the ruble 
has gained 8.7% YTD – one of the strongest performances of any cur-
rency this year. Most of the investment came in the second half of the 
month after the US Federal Reserve laid out an unexpectedly dovish 
rate-hike outlook, Russia’s central bank said in a report on April 20.

bne:Credit

Poland forecasts rapid 
growth will quash 
deficit

Mongolia to receive 
first tranche of IMF’s 
$5.5bn bailout at  
end-April

Poland’s economy will accelerate rapidly to push the budget deficit 
back each year in 2017-2020, the finance ministry forecast on April 19.

The government in Warsaw has been warned by analysts and rating 
agencies that increased spending on policies such as the 500+ child 
benefit scheme, or the move to lower the retirement age that will be 
phased in later this year, will throw the budget off balance should the 
pace of growth slow. The deficit was recorded at 2.4% in 2016, much 
lower than many had feared, although one off revenue from telecom 
frequency auctions helped.

Warsaw assumes in its latest update to the Convergence Pro-
gramme that GDP will expand 3.6% in 2017 before picking up speed 
to 3.8% in 2018 and 3.9% in 2019-2020. Falling deficit and debt will 
be the result, the ministry said.

Mongolia has fulfilled prerequisites set by the International Mon-
etary Fund (IMF) to receive a $5.5bn bailout, Bloomberg reported on 
April 20, citing IMF resident representative Neil Saker. The country 
is now set to receive its first tranche at the end of April.

The struggling Mongolian economy grew by only 1% in 2016, down 
from the 2.3% seen in 2015. The growth rates are extremely poor 
compared to what has been seen in some years of the past decade, 
as difficulties were encountered in completing talks over the under-
ground development of Rio Tinto's giant Oyu Tolgoi gold and copper 
mine, while a subsequent freefall in commodity prices badly hit an 
economy reliant on mining coal, copper and gold.

With deadlines looming for repayments of $1bn worth of debt by 
January 2018, Mongolia's leaders have been in talks with repre-
sentatives of the IMF, China, India and Japan for crisis relief talks. 
The $5.5bn IMF deal was reached in February.
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