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Caucasus “golden 
triangle” cooperation 
steams ahead

Russian President Vladimir Putin affirmed his 
strong support for the multilateral nuclear 
deal with Iran during his one-day trip to Teh-
ran on November 1, where trilateral talks be-
tween Iran, Russia and Azerbaijan were held.

Putin met with both Iranian President Hassan 

Iran, Russia display 
strategic unity and 
envision huge oil 
deal as Putin visits 
Tehran

A full decade after the agreement to build the 
Baku-Tbilisi-Kars (BTK) railway was signed, the 
line was ceremonially opened at the port of Alyat 
near the Azeri capital on October 30. The 826km 
railway connects Azerbaijan’s Caspian coast to 
Turkey via Georgia, and, as top officials from the 

participating countries stressed at the launch, will 
considerably cut travel time between China and 
Western Europe. 

Rouhani and Iran's Supreme Leader Ayatollah 
Ali Khamenei, as well as Azerbaijani President 
llham Aliyev who also journeyed to Tehran for the 
talks. While making it clear that Russia has no 
sympathy for US President Donald Trump's bel-
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licose attack on Iran and the nuclear accord, he 
praised the cooperation between Moscow and 
the Iranians in resolving the Syrian conflict.
However, the talks between the three nations 
that border the Caspian Sea were largely held to 
improve energy cooperation, transport and trade. 
In particular, it was revealed that Rosneft and 
National Iranian Oil Company (NIOC) are work-
ing on $30bn of 'strategic' oil and gas contracts. 

Countering Trump's attack on the JCPOA
Apart from the US, the European Union as a  
whole and all the other signatories to the nuclear 
deal, formally known as the Joint Comprehensive 
Plan of Action (JCPOA) – namely Russia , the UK, 
China, France, and Germany – are content with 
the agreement and accept that Iran is in compli-
ance with it. Putin made it plain in the Iranian 
capital that any move by the US to try and force 
changes to the JCPOA, to ensure Washington's 
continued participation in it, would not be ac-
cepted. He affirmed to Khamenei that Moscow 
opposes "any unilateral change" to the accord,  
the supreme leader's office said in a statement.

"We oppose linking Iran's nuclear programme 
with other issues, including defence issues," 
Putin added.

Upbeat Khamenei hails Syria collaboration
Khamenei was visibly upbeat on camera about 
the growing rapport between Tehran and Moscow. 
He praised the Russian leader, saying that the 
two countries’ cooperation on Syrian issues dur-
ing the seven-year-old civil war proved that the 
Iranians and Russians could achieve “common 
goals during challenging situations”. According 
to his office, he also remarked: “I looked the man 

[Putin] in the eye. I was able to get a sense of his 
soul; a man deeply committed to his country.”

The US, said Khamenei, wants to maintain influence 
in every part of the world and to attain that goal “it 
will target every weak country [one-by-one]”.

In a reference to Trump's vitriolic speech against 
Iran at the UN General Assembly in New York, Putin 
commented: “I could never imagine that the US 
would act this way.” He added that he was impressed 
by Khamenei's support for the Syrian government of 
Bashar al-Assad, whom Moscow is also backing de-
spite the opposition of the West to his continued rule.

Khamenei outlined during his meeting with Putin 
how he believes Tehran and Moscow need to step 
up cooperation to isolate the US and restore peace 
in the Middle East, Iranian state media reported.

State television quoted the supreme leader as 
saying: "A full resolution of Syria's crisis needs 
strong cooperation between Iran and Russia... 
Our cooperation can isolate America ... This 
cooperation will restore stability in the region."

Putin’s visit came a day after representatives 
from Russia, Iran, and Turkey discussed the Syr-
ian conflict at peace talks in Astana, Kazakhstan. 
They pledged to bring Assad's regime and its op-
ponents together for a "congress" to jump-start 
peace efforts later this month. However, there 
are serious doubts over whether a proper repre-
sentation of the Syrian opposition will turn up.

$30bn “strategic" contracts 
Khamenei anticipated that the bilateral coopera-
tion between Russia and Iran shown in regard to 
a range of issues would lead to the two countries 
doing away with US dollar transactions in trade.
That will be of particular relevance to oil produc-
ers Rosneft and NIOC. The two companies said on 
November 1 that they had agreed an outline deal 
to jointly work on several “strategic” contracts in 
Iran, which together would be worth up to $30bn.
Rosneft chief Igor Sechin said the preliminary 
deal, which would provide some barter agree-
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ments to assist hard currency-strapped Iran, 
provided the potential for a binding agreement 
to be signed within a year. Output from the joint 
project would eventually reach 55mn tonnes/
yr (1.1 million barrels per day), he added.

“We are talking about several oil and gas fields, which 
we will develop with our partners,” Sechin told report-
ers, also noting that Iran has been invited by Rosneft 
to develop offshore and other projects in Russia.

Rosneft has already struck a number of deals 
in Iraqi Kurdistan, including the purchase of a 
majority stake in the region's key oil pipeline 
that runs to Turkey, and analysts will see the 
deals as part of a strategy by Moscow to bol-
ster its political and economic influence in the 
Middle East. Such influence was greatly weak-
ened by the 1991 collapse of the Soviet Union.

The announcement of the Rosneft and NIOC deal 
was preceded by Russian Energy Minister Alexan-
der Novak detailing how Russia and Iran will by the 
end of this year draw up a legal framework for a 
project aimed at delivering Iranian natural gas to 
India. He said Russia’s Gazprom intends to produce 
natural gas in Iran and construct a 1,200 km gas 
pipeline running from Iran to India, RIA reported.

Transport infrastructure milestones
At the trilateral talks, Presidents Rouhani, Putin 
and Aliyev signed the Tehran Declaration, declar-
ing their intent to develop three-way cooperation 
in fields including the long-awaited International 

North-South Transport Corridor (INSTC) which 
is to connect Moscow to the Persian Gulf.

The plan is to make the INSTC a 7,200-kilome-
tre multimodal transport network. Using ma-
jor junctions including Iran's sole oceanic port 
of Chabahar, Tehran, Bandar Abbas, Bandar 
Anzali, Baku, Astrakhan and Moscow, it is to 
utilise sea, rail and road transit routes to con-
nect Iran, Afghanistan, Central Asia, the South 
Caucasus, Russia and the Indian sub-continent.

As part of a test run for the wider network, India 
in recent days dispatched its first Afghanistan-
bound shipment via Chabahar. The Indian embassy 
in Tehran said the shipment, comprised of wheat 
cargoes, arrived at the port, being jointly developed 
by India and Iran, at midday on October 31.

Azerbaijani President Ilham Aliyev noted that the 
creation of a new railway between the three coun-
tries was coming along very quickly. The route, he 
said, was nearly fully operational. "Talks have been 
good between us, relations are at a new high level," 
Islamic Republic News Agency reported him as 
saying after the meeting with his two counterparts.

Aliyev also remarked: "I am back with my brother... 
we have been intertwined for several centuries."  
A very substantial Azeri population lives in Iran. 

Rouhani said the next trilateral meeting between 
Iran, Russia and Azerbaijan would be held in 
Moscow in 2018. 

Caucasus “golden 
triangle” cooperation 
steams ahead

Construction of the BTK railway, which was not 
without its difficulties, was the product of the 
long-lasting and wide-reaching collaboration 

between Azerbaijan, Georgia and Turkey. Forged 
by geopolitics, the alliance between the three 
countries has resulted in commercial ties which 
have steadily strengthened with the completion 
of successive trilateral mega projects, the 
Baku-Tbilisi-Ceyhan oil pipeline, the Baku-
Tbilisi-Erzurum gas pipeline and now the BTK 
railway. Indeed the three-pointed cooperation has 
sometimes been referred to as a “golden triangle” 
of trade and investment in a part of the world 
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where political strife has often derailed economic 
cooperation. 

Finally completed, the new line runs from Alyat 
across Azerbaijan to the Georgian capital then 
on to Kars in eastern Turkey. Its initial capacity is 
1mn passengers and 5mn tonnes of freight a year, 
but there are plans to boost this as high as 3mn 
passengers and 17mn tonnes of freight by 2034. 

The line forms part of a wider transport route 
that runs from the Khorgos pass on Kazakhstan’s 
border with China across to the Caspian Sea, 
where ferries run from Kazakhstan’s Aktau port 
to Alyat. At its western end, it links to Turkey’s 
existing rail infrastructure, and then on to Europe. 

Speaking at the opening ceremony – where 
he switched the points alongside his Turkish 
counterpart Recep Tayyip Erdogan and the prime 
ministers of Georgia, Kazakhstan and Uzbekistan 
to allow the first trains to roll along the line – the 
project’s initiator Azeri President Ilham Aliyev 
stressed that it represented “the shortest and 
most reliable link between Asia and Europe.”
  
Erdogan added that the link would create an 
uninterrupted railway line from London to China 
and specified what this meant for bringing down 
the time and cost of freight shipments: “Once all 
the high-speed rail lines come into service, the 
cargo originating from China will reach the EU 
countries … within 12-15 days thanks to the Baku-
Tbilisi-Kars railway,” he said. 

Since the railway was first proposed, efforts to 
recreate the historic overland silk routes that once 
criss-crossed Eurasia have accelerated. Beijing’s 
2013 announcement of the One Belt One Road 
initiative, which includes plans to develop the so-
called New Silk Road across Eurasia have seen 
China hone its attention on Central Asia and the 
Caucasus – along with several other world regions 
– as an important component of the land route. 

“The geostrategic location of our countries gives 
us a unique possibility to serve as a bridge con-

necting Europe and Asia, which is why I am con-
vinced that the new railway will drastically change 
the current economic reality and will put in place 
brand new conditions for development both in the 
region and beyond,” commented Georgian Prime 
Minister Giorgi Kvirikashvili, describing the line as 
the “foundation for a new Eurasian bridge”.

Tricky tracks 
Building BTK didn’t always run smoothly. Initial 
difficulties in securing financing – not least 
because part of its objective was to exclude 
Armenia from the regional transport map – 
followed by security concerns and rising costs 
resulted in repeated delays past the original 
inauguration target of 2010. The total cost of the 
project reportedly spiralled to over $1bn, up from 
the initial estimate of just over $400mn, with most 
of the funding coming from Azerbaijan. 

Erdogan referenced the delays by quoting an 
Azerbaijani proverb: “The onion eaten with 
hardships is more delicious than the honey eaten 
with indebtedness … Likewise, this project is 
precious because it has been implemented with 
hardships, self-sacrifices and great efforts,” he 
commented. 

Those behind the project go beyond the three 
countries directly involved. The prime ministers of 
Kazakhstan and Uzbekistan both took part in the 
opening ceremony, alongside senior officials from 
Tajikistan and Turkmenistan. Like the Caucasian 
countries, Kazakhstan has been seeking to es-
tablish itself on the new Silk Route as a key tran-
sit state between China and Europe. Astana has 
launched numerous initiatives including building 
new railways to create a more direct east-west 
route (previously Central Asia’s railways were 
north-south oriented as the USSR’s rail network 
radiated out from Moscow). Meanwhile, under its 
new President Shavkat Mirziyoyev, Uzbekistan is 
cautiously looking to open up its economy and 
reaching out to international investors.

With an eye to better links to China for its 
member states, the EU’s delegation to Azerbaijan 
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also welcomed the opening of the line saying in a 
statement that the project “will provide fast and 
reliable land connection between Europe and Asia 
along the ancient Silk Route”. 

Armenia excluded 
Aside from the wish to improve regional and 
international transport connections, the BTK 
railways has a further benefit for Azerbaijan (and 
to a lesser extent Turkey); it excludes Baku’s 
archenemy Armenia. 

This is despite the fact that the most direct 
connection between Azerbaijan, which remains 
locked in a largely frozen territorial conflict with 
neighbouring Armenia, and Turkey, which closed 
its border with Armenia in 1993 in support of 
Azerbaijan, would have been through Armenia. 
  
This exclusion from regional projects and the con-
sequent missing out on new energy sources and 
transport links has further isolated Armenia eco-
nomically from its neighbours, and forced Yerevan 
to look for other partners. Despite reaching out to 
Iran, the country has mainly been forced fairly into 
the Russian embrace, resulting in Yerevan giving 
up on its aspirations for EU integration and opting 
to join the Russian-led Customs Union instead. 
Some opposition figures may be pushing for an 
“Armexit” from the Eurasian Economic Union that 
grew out of the Customs Union, but many believe 
the country has no other option. 

From the other side, Azerbaijan’s and Turkey’s 
hostile relations with Armenia were one of the 
factors pushing the two states together, on top of 
their historic and cultural links. The third state in 
the so-called “golden triangle” of the Caucasus, 
Georgia, was motivated more by its own hostile 
relationship with regional giant Russia, which has 
forced it to look for new allies.  

Cooperation between the three states dates 
back to the beginning of the 1990s, when newly 
independent Azerbaijan and Georgia had already 
been shaken by wars as the regions of Nagorno 
Karabakh, Abkhazia and South Ossetia demanded 

their independence, and were looking for 
supporters to balance Russia’s clout in the region. 
“Baku and Tbilisi promote this regional triangle in 
order to cultivate regional political support for the 
peaceful settlement of their ongoing conflicts,” 
wrote Shahbazov. At the same time, Ankara 
was energetically forging links with the Turkic 
speaking former Soviet Republics. 

Relations that started out as mainly bilateral 
and heavily reliant on rapport between individual 
leaders have been increasingly institutionalised 
on a trilateral basis. This has been further 
strengthened by the successful implementation 
of joint projects like BTK and regional oil and gas 
pipelines. 

From geopolitics to economics 
The development of commercial links based on 
this informal geopolitical alliance born nearly 
three decades ago has facilitated trade and 
investment among the three states, and led to 
the construction of major regional infrastructure 
such as BTK, which Fuad Shahbazov, foreign 
affairs analyst at the Strategic Research Center of 
Azerbaijan Republic, described in a comment for 
the Jamestown Foundation as “one of the most 
tangible results of the cooperative triangle” of 
Azerbaijan, Georgia and Turkey”. 

The launch of the BTK railway is expected to have 
a knock on effect by further boosting trade and 
investment among the participating countries, 
as well as facilitating transport over the wider 
Eurasian landmass. 

Already, commercial ties among Turkey, 
Azerbaijan and Georgia are going from strength 
to strength. Azerbaijan is one of the main foreign 
investors in Turkey, with an FDI stock of $11.7bn 
and is looking to increase that to $20bn by 
2020. Officials have vowed to increase the trade 
turnover between the two countries, which stood 
at $3.3bn in 2016, up to $15bn. 

Trade turnover, especially between Azerbaijan 
and Turkey, is set to gain a further boost when 
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the offshore Shah Deniz II gas project comes 
online in 2019, allowing Baku to increase its 
gas exports to Ankara by 10bn cubic metres. 
However, the two countries are also working on 
expanding trade and investment in areas like 
manufacturing, pharmaceuticals and defence 
industries. 

Azerbaijan is also a major investor in Georgia, 
where its commitments are part of the “non-stop 
growth” of the country’s foreign direct investment 
(FDI) in the post-Soviet space that topped 
$2.4bn in 2016, according to a recent Eurasian 
Development Bank (EDB) report. Azerbaijan and 
Turkey ranked as the leading sources of FDI in 
Georgia, with $558mn and $203.5mn invested 
respectively, Geostat reported in August.

Meanwhile, Turkey consistently ranks as one of 
Georgia's top three investment and trade part-
ners. Turkish companies and investors are par-
ticularly active in hospitality, retail and real estate.
  
Changing times
The BTK railway fits very nicely with Turkey’s 
current geopolitical ambitions, which have shifted 
away from EU integration following the failed coup 
in 2016 and subsequent political clampdown. 
Since then “Ankara’s foreign policy has been 
rapidly shifting toward the East, including the 
Caucasus” wrote Shahbazov. The BTK railway also 
chimes with this ambition by providing a gateway 
to Central Asia. 

While geopolitical push factors have ensured 
relations have remained strong, this has not been 
without some rocky moments. 

A 2016 report published by Konrad-Adenauer-
Stiftung claims that from the harmony of the 
1990s, foreign policy policies started to diverge 
back in the early 2000s when Russia “began to 
flex her muscles” in the region, culminating in the 
Russian-Georgian war of 2008. There were also 
temporary hiccups during an attempt by Turkey 
and Armenia to normalise their troubled relations 
and when the political party Georgian Dream 
came to power in 2012, arousing speculation 
that the country could shift towards Moscow 
with Bidzina Ivanishvilli, a billionaire with many 
investments in Russia, at the helm. 

As, the Konrad-Adenauer-Stiftung report notes, 
“the changing dynamics in regional affairs, and 
the potential for divergent perceptions of these 
developments, constitutes a key challenge.” 
Specifically, the report points to Russia’s role in 
the region, from the ups and downs of Moscow’s 
relationship with Ankara to the Russian annexa-
tion of Crimea which altered the balance of power 
in the Black Sea region. The return of Iran from a 
pariah state to the current focus of intense inves-
tor interest has also raised new questions. 

But with the conflicts in Azerbaijan and Georgia 
remaining frozen, and no end in sight to the hos-
tility between Azerbaijan and Armenia, the mo-
tivation for the two post-Soviet states to engage 
with each other and Turkey remains as strong as 
ever. And despite a recent rapprochement with 
Russia, the relationship between Ankara and 
Moscow has been a tumultuous one, while the 
Middle East is as unstable as ever, so for Turkey 
there are still very solid benefits to its relationship 
with its near neighbours. 
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Three potential investors are being considered 
for airBaltic, Latvian Transport Minister Uldis 
Augulis said. A decision is expected by the end 
of the year as the Latvian government seeks a 
strategic investor to help the airline and Riga 
airport develop. 

Hungarian-owned Kall Ingredients opened a 
€145.2mn isosugar factory in Tiszapuspok, in 
eastern Hungary, the country’s largest green-field 
investment in the food sector since 1990. The 
plant’s production will boost Hungary’s industrial 
output by 0.8% and GDP by 0.2%, the company 
claimed. 

A Polish man who set himself on fire in central 
Warsaw in protest against the PiS government 
died. The man, identified as Piotr S, set fire to 
himself on October 19 after distributing leaflets 
that accused the PiS government of introducing a 
number of anti-democratic measures. 

Automotive supplier Magna is investing $30mn 
to build and instal a new automated paint line 
in Slovakia. Slovakia is the world’s largest auto 
producer per capita, hosting car assembly plants 
run by Germany's Volkswagen, South Korea's Kia 
Motors and France's PSA Peugeot Citroen. 

Alcohol consumption fell in Estonia to 9.9 litres 
per adult per year, a new survey showed. 88% of 
Estonians said they never drink vodka or other 
spirits. 

The independence of the judiciary is currently 
under threat in Poland, a United Nations official 
said in conclusion of his mission probing the 
allegations of the government’s meddling with the 
courts and the rule of law. As has been the case 
with previous criticism, Poland dismissed Diego 
Garcia-Sayan’s assessment.

Central Europe
The largest Czech automaker Skoda Auto saw 
operating profit grow 28.2% y/y to €1.21bn in the 
first three quarters of this year. Skoda’s share of 
the car revenue of German parent company Volk-
swagen expanded to 8.5% in the period from 7.4% 
for the first nine months of last year, prompting 
calls for some Skoda cars to be made in Germany. 

Estonian state-owned energy group Eesti En-
ergia saw its net profit grow 21.9% on the year 
in the third quarter to €16.2mn. While revenues 
slipped across all of Eesti Energia’s business seg-
ments, the company benefitted from higher prices 
of oil and power, it said.

Latvian retail sales grew by a calendar-adjusted 
4.9% y/y in September, slowing down from the 
5.3% annual expansion recorded the previous 
month. September marked the 22nd month in a 
row in which sales expanded. 

Hungary and Slovakia signed a statement of 
intent to build the Hungarian-Slovak stretch of the 
Eastring north-south gas pipeline. Eastring will link 
the gas transmission systems of Slovakia, Hungary, 
Romania and Bulgaria, establishing a bi-directional 
connection between West European hubs and gas 
reserves in the Caspian region and the Middle East. 

Polish billionaire investor Michal Solowow 
aims to delist chemical company Synthos from 
the Warsaw Stock Exchange. Solowow recently 
announced a tender offer for all Synthos shares 
that he does not already control. 

Residential property prices in Slovakia climbed 
6.4% y/y to an average of €1,378 per square 
metre in the third quarter of the year, slowing 
down from a 7% rise in the previous quarter. The 
increase was supported by the improving labour 
market and growing real disposable income.
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Southeast Europe
Croatia is aiming to adopt the euro “within two 
government terms in office,” Prime Minister 
Andrej Plenkovic said. Zagreb also plans to enter 
the European exchange rate mechanism II (ERM-
II) before 2020, when the country takes over the 
presidency of the European Union. 

Bulgaria’s Health Minister Nikolay Petrov re-
signed after media allegations that he abused his 
office while heading the country’s military hospi-
tal. This is the first resignation of a member of the 
current government. 

A man was arrested in Bosnia with an original 
version of the Dayton peace agreement that 
ended the 1992-1995 civil war. The detainee, who 
used to be the driver of a former Republika Srp-
ska parliament speaker, is suspected of trying to 
sell the document for €610,000. 

Albania's central bank kept its key inter-
est rate unchanged at 1.25%. The rate has been 
at the same record low level since May 2016.  

The IMF launched its eighth review of Serbia’s 
precautionary €1.2bn three-year stand-by ar-
rangement (SBA). The SBA, approved in February 
2015, is intended to help Serbia achieve its 2015-
2017 economic targets, restore public debt sus-
tainability, strengthen competitiveness and growth 
and boost the resilience of the financial sector. 

Romanian flag carrier Tarom expects to make a 
€45mn gross loss this year, up from just €9mn 
forecast in July. The airline has struggled recently 
against competition from WizzAir and other low-
cost carriers. 

Kosovo will work to strengthen local businesses 
and protect domestic production, Minister of 
Trade and Industry Bajram Hasani said. The state-
ment came after the minister decided to imple-

The Regions This Week

ment protective measures for local flour produc-
ers, imposing fees on imported flour from Serbia 
of €40 per tonne.

Croatia's working day adjusted retail sales rose 
by 4.3% y/y in real terms in September, slowing 
from a 6.4% annual rise in August. Croatian retail 
sales have been increasing for 37 consecutive 
months, supported by the strengthening of the 
kuna, seasonal employment and tax cuts. 

The governing Social Democratic Union of Mac-
edonia (SDSM) won most of the mayor posts in 
the local election runoff held on October 29, con-
firming its election triumph in the first round. The 
results in the two rounds of the vote showed that 
the policies implemented by the new government, 
led by the SDSM, were supported by most citizens.

Slovenians are the fifth biggest savers in Eu-
rope, Eurostat data showed. Slovenian house-
holds saved 12.8% or almost a seventh of their 
disposable income in 2016, up from 12.7% in 2015. 

The number of foreign tourists visiting Mon-
tenegro increased by 16.4% y/y to 116,411 in 
September, after going up by 15.3% y/y in August. 
However, the number of Russian visitors shrank to 
around one quarter of the September 2016 level. 

AmCham warned over the impact of recently 
announced fiscal measures in Romania, which 
it said could hike costs for taxpayers and affect 
budgetary sustainability. Frequent policy changes 
are “creating instability and confusion in the busi-
ness environment” in Romania, AmCham said. 

Serbia’s exports amounted to €11.25bn in Jan-
uary-September, an increase of 13.4% against 
the same period of 2016. Serbia hopes to attract 
export-oriented FDI from countries including 
China, the US, Russia and EU member states. 
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Eastern Europe
Russia is ranked 35th in the 2018 issue of the 
World Bank's Doing Business report, moving up 
five places as compared to last year. Russia now 
ranks higher on the list than Belgium and Italy. 

Ukraine will resolve the gas price formula is-
sue with the IMF within the next two weeks, the 
country's Finance Minister Oleksandr Danylyuk 
said. Ukraine intends leave gas prices unchanged 
until July 2018, in breach of the earlier IMF deal.

Leading Russian retailer X5 Group is negotiating 
the acquisition of the O'key supermarket chain. 
X5 has reportedly asked the Federal Antimonopoly 
Service (FAS) watchdog to approve the deal. 

Dealers of Russia's largest carmaker Avtovaz, 
controlled by the French automotive giant Re-
nault, are facing shortages of its new models 
the Lada Vesta station wagon and the crossover 
version, which went on sale on October 25 due to 
high demand. 

Inflation in Russia has been approaching a his-
toric low and is likely to be kept well below the 
4% target announced by the government. "The 
consensus forecast is that inflation is supposed to 
speed up by the end of the year, but it is not hap-
pening," Uralsib said in a note. 

The agrarian ministry forecast Ukraine will har-
vest  62mn tonnes of grain this year, which is a 
slight upgrade from its earlier expected range of 
60.2mn-63mn tonnes. 

Owners of collapsed lender Binbank are trans-
ferring assets worth around RUB70bn ($1.2bn) 
to the Central Bank of Russia, partly to cover a 
hole in the bank's finances, Vedomosti reported. 
The total hole in Binbank's accounts is estimated 
to be between RUB250bn and RUB350bn.

Ukraine's biggest egg producer Avangardco was 
unable to pay its October coupon and has asked 
to add October's coupon to its debt restructur-

ing pool. The pool already includes the coupon 
that the company failed to pay in May.

Russian state-run oil major Rosneft is consider-
ing buying shares in Croatian oil and gas group 
INA, Rosneft CEO Igor Sechin said. Croatia owns a 
44.85% stake in INA, while Hungary’s MOL holds a 
49.1% stake. 

The High Court of Ireland arrested foreign assets 
of Rashid Mursekayev, the owner of the bank-
rupt Russian airline VIM-Avia, at a request from a 
creditor, another Russian airline Volga-Dnerp. 

Russia’s state-owned Rosatom and Nigeria 
signed agreements on the construction and 
operation of a nuclear power plant and research 
centre. Nigeria and Russia started their partner-
ship in 2009 with an intergovernmental coopera-
tion agreement. 

Russian oil major Lukoil intends to sell natural 
gas from its Khvanlynskoye deposit on the bor-
der with Kazakhstan to China. Lukoil is looking 
at routes to China via Russian and Kazakh pipe-
lines. An agreement on transporting Khavlynskoye 
gas would allow Lukoil to immediately launch 
extraction at the deposit. 

Russian lenders SMP Bank, controlled by Boris and 
Arkady Rotenbergs, and Rossiya, owned by Yuri Ko-
valchuk, have been granted access to state cash ac-
cording to a decree signed by Prime Minister Dmitry 
Medvedev. Both the Rotenbergs and Kovalchuk, long-
time associates of President Vladimir Putin, were hit 
by the EU and US sanctions slapped on Russia over 
the annexations of Crimea and Ukraine back in 2014. 

Russian state-controlled pipeline monopoly 
Transneft will acquire a 25%+1 voting share 
stake in Ust-Luga Oil, one of the largest oil 
products sea terminals on Luga Bay in Northern 
Russia. The size of the deal was not disclosed, but 
the whole terminal may be valued at $1.2-1.25bn, 
making Transneft's stake worth $300-600mn. 

The Regions This Week
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Eurasia
Russian President Vladimir Putin visited Tehran. 
He reaffirmed strong Russian support for the mul-
tilateral Iran nuclear deal, praised cooperation on 
Syria and – like Azerbaijani President Ilham Aliyev 
who visited simultaneously – backed the develop-
ment of the 7,200-km International North-South 
Transport Corridor (INSTC) connecting Moscow to 
the Persian Gulf. Russia's Rosneft and Iran's NIOC 
announced during the visit that that they had agreed 
an outline deal to jointly work on several “strategic” 
oil and gas contracts in Iran, worth up to $30bn.

The Baku-Tbilisi-Kars (BTK) railway, connecting 
Azerbaijan to Georgia and Turkey, was inaugu-
rated. The project has been in the making for over 
a decade. BTK provides a solution to transport 
freight from East Asia to Europe with no need to 
pass through Russia or Iran. The first train on the 
route carried goods from Kazakhstan.

Iran fell back four places to 124th out of 190 coun-
tries in the World Bank Doing Business 2018 
rankings because of laws hindering investment 
and conditions meaning it takes longer to set up 
a business; Uzbekistan, in the midst of economic 
reforms, was ranked among the top 10 global 
improvers and climbed 13 positions to 74th. Ka-
zakhstan fell one place to 34th; Mongolia improved 
two places to 62nd; Kyrgyzstan edged down to 77th 
from 75th; Tajikistan improved to 123rd from 128th; 
Georgia, deemed the best country in the world 
for ease of registering property, improved seven 
places to ninth; Armenia dropped nine positions to 
47th; and Azerbaijan improved its standing by eight 
places to reach 57th with progress made in facili-
tating access to credit, protecting minority inves-
tors, resolving insolvency and enforcing contracts.

Kyrgyz President Almazbek Atambaev said 
hopes for the Eurasian Economic Union (EEU) 
“were too high”. He spoke amid an ongoing 
border jamming dispute and wider diplomatic 
spat between Kazakhstan and Kyrgyzstan over 
the former's alleged meddling in the latter's 
presidential election.

India started opening up a new trade route to 
landlocked Afghanistan via Iran’s Chabahar 
port, an option that allows it to avoid regional 
rival Pakistan. A trial shipment of 1.1mn tonnes 
of wheat was sent on its way to Afghanistan on a 
route taking it through Chabahar, a port India has 
agreed to jointly operate and develop with Iran.

National Iranian Oil Company signed a deal with 
Oslo-based IFLNG for barge-based Persian Gulf 
production of liquefied natural gas (LNG).

Iran's parliament discussed concerns that French 
energy major Total is moving very slowly with 
its major investment in South Pars gas field in the 
Persian Gulf. There are fears that Total is treading 
very carefully given Donald Trump's growing hostil-
ity to the nuclear deal and the possibility of new US 
sanctions being directed at Tehran.

Brussels signed to establish an EU delegation 
in Mongolia from January. Over 800 EU 
companies have invested in Mongolia to date with 
investments amounting to $3.2bn, making up 13% 
of Mongolia’s total FDI inflows.

The Afghan railway administration department 
said Uzbekistan is interested in helping 
Afghanistan build a railway line between the two 
countries “in order to have a direct route to Iran”.

Azerbaijan tolerated the third anti-corruption 
Baku protest in a month. At least 1,000 dem-
onstrators rallied in a protest organised by the 
National Council of Democratic Forces (NCDF).

Azerbaijan's prosecutor general terminated 
a criminal case over alleged tax evasion 
against Turan news service, the country's last 
independent news agency, and its director. The 
case had prompted an outcry from human rights 
defenders.

The Regions This Week
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bne IntelliNews

Aside from their reforming zeal, the top 
performers from the CEE/CIS region on the 
World Bank’s latest Doing Business index 
have another thing in common: they all have 
populations of under 4mn. 

Georgia (population 3.7mn), leads the region 
taking ninth place globally, and is the only lower-
middle-income country to rank among the 
top 10 countries in the world for ease of doing 
business, according to the influential ranking 
released by the World Bank on October 31. 

In the last 14 years, Tbilisi has made more 
business regulation reforms — 47 in total — 
than any of the top 20 ranked countries, which 
include much wealthier economies like Sweden, 
Finland, Canada, France or Australia. The pace 
of reform continued through 2017, with Georgia 
rising seven places on the 2018 ranking. 

Next among the CEE/CIS countries is Mac

edonia (population 2mn), last year’s regional 
champion, which fell one place to a still very 
commendable 11th. 

Macedonia has soared up the ranking in recent 
years as the conservative VMRO-DPMNE 
government launched reform after reform with 
the aim of attracting export-oriented investment 
to boost the local economy and bring down the 
high unemployment rate. 

Now that VMRO-DPMNE has been dramatically 
ousted, following two years of unrest culminat-
ing in an invasion of the parliament by angry 
protesters, the new government led by the So-
cial Democratic Union of Macedonia (SDSM) has 
pledged to further improve the business climate 
in the country.

Prime Minister Zoran Zaev recently said that  
the government will implement a plan 
guided by six principles, which will 

Small countries are big reformers on the World Bank's 
Doing Business index
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include boosting transparency and freeing 
the private sector from political influence and 
clientelism. Skopje also wants to treat foreign 
investors — which benefitted from generous and 
often untransparent subsidies under VMRO-
DPMNE — the same as domestic investors. 

The other top performers from the region are 
the three Baltic states, all of which have popula-
tions under 3mn. This year Estonia came in at 
12th position, unchanged from the previous year, 
while neighbouring Latvia jumped two positions 
to the 19th spot, and Lithuania dropped two 
places to the 16th.

Not only that, but the top reformer on the 
2018 ranking was the small Balkan economy 
of Kosovo (population 1.8mn), which just beat 
fellow reformer Uzbekistan, as it advanced by 20 
places. “Kosovo recorded three reforms making 
it easier to do business, including adopting a 
new law that establishes clear priority rules 
inside bankruptcy for secured creditors and 
clear grounds for relief from a stay for secured 
creditors during reorganisation procedures,”  
the World Bank report said. 

While the top three states, New Zealand, 
Singapore and Denmark, in the Doing Business 
index all have populations of under 6mn, not 
all small states are effective reformers and 
not all larger countries are lagging behind. 
This is also true of countries in the CEE/CIS 
region. Bosnia & Herzegovina (population 
3.5mn) dropped to 86th place making it one of 
the worst ranked in the CEE/CIS region, while 
both Poland (population 38mn) and Russia 
(population 144mn) score relatively well. 

A 2014 Credit Suisse report describes the rise 
of new small states as one of the key geo-eco-
nomic megatrends of the past 30 years, which 
saw the breakup of the Soviet Union, Yugoslavia 
and Czechoslovakia; all the top performers from 
CEE/CIS on the 2018 Doing Business index were 
born from the breakup of those countries. 

The report, titled “The Success of Small 
Countries” finds a negative correlation between 
size and GDP per capita which, Credit Suisse 
analysts say, is particularly true for high income 
countries.

Part of this, the report says, is because 
small countries are more homogeneous. 
“[H]omogeneity plays an important role in 
determining the success of a country,” it says. 

“We also found that small countries are more 
open to international trade or have embraced 
globalisation to a higher extent than larger 
countries,” the report says, although the flip  
side is that small countries tend to experience 
higher volatility in economic growth.

The Credit Suisse report also disputes the 
theory that large countries should benefit from 
economies of scale. “We found that there is a 
weak correlation between government spending 
as a percentage of GDP and size,” it says. “The 
only area where large countries appear to ben-
efit from economies of scale is in public sector 
salaries, which are probably a good proxy for the 
relative size of the government. Smaller coun-
tries spend more on education and healthcare 
as a percentage of GDP … key factors for the 
long-term success of a country.” 
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Central Europe

Babis to attempt minority 
Czech government as 
other parties reject 
coalition talks

particularly as to Czechia’s westward or eastward 
orientation. Anxieties have arisen that, in tandem 
with Kremlin-friendly Zeman, an Ano government 
could shift the country more towards Moscow’s 
orbit, while Babis has been accused of showing 
authoritarian tendencies with suggestions, for 
instance, that the lower house can be streamlined 
and the Senate abolished.

Babis, who denies the fraud charges and has 
insisted that Ano is pro-EU, pro-Nato and 
entirely democratic-minded, told a news briefing 
after his meeting with Zeman: “We will try to 
form a minority government and will try to 
convince lawmakers [of] other parties with our 
programme.”

Zeman said: “I will name Andrej Babis the prime 
minister without any conditions. I think that 
setting conditions for a winner of the elections 
wouldn’t be proper.”

So far, only the Communists have said they could 
accept a minority government. The far right anti-
Islam Freedom and Direct Democracy (SPD) party, 
which captured 11% of the vote and 22 seats in 
the election, has said it will not work with Babis.

Babis has been given three weeks to obtain 
parliamentary approval for the first minority 
cabinet in two decades. He has rejected the idea 
of forming a coalition with the extremist parties 
and has said he will tap non-partisan experts for 
some ministerial posts. Zeman said that if Babis 

bne IntelliNews

Runaway Czech general election winner, populist 
billionaire Andrej Babis, said on November 1 he 
will attempt to form a minority government after 
other parties rejected an invitation from his anti-
establishment Ano movement to try to form a 
ruling coalition.

After meeting President Milos Zeman – a fellow 
populist who has formally given Babis a mandate 
to form the next government and has said he is 
minded to approve a minority government should 
Ano’s leader pursue one – Babis said he was “very 
sorry” the other parties had turned down the 
option of going into a coalition with Ano, which in 
the October 20-21 election won 78 of the lower 
house of parliament’s 200 seats. with the other 
122 shared between eight other parties.

Babis said he hoped to have a minority govern-
ment in place by the Christmas holidays but ana-
lysts were immediately wary of the political strife 
that lies ahead potentially derailing items such 
as the approval of the 2018 budget. If a budget is 
not passed by the end of the year, the law says the 
state should run with the previous year’s budget. 
That could impose significant limitations on non-
mandatory spending including investments.

The other parties have refused to countenance 
going into coalition with Babis given that he is 
facing fraud charges over a €2mn EU subsidy. Ano 
is eurosceptic and anti-migrant, but commenta-
tors have also noted that there is essentially a big 
hole where Babis’s wider foreign policy should be 

The establishment parties have refused to go into coalition with the anti-
establishment Ano movement led by populist Babis.
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Commercial interest in Baltic Pipe affirmed

PGNiG – on the interest of which the success of the 
project hinges – said, however, that its bid amount-
ed to PLN8.1bn (€1.9bn). That will likely translate 
into allocation of the most capacity to the Polish 
company. PGNiG said earlier it would like to book 
nearly the entire capacity of the Baltic Pipe. Follow-
ing economic tests, capacity contracts are expected 
to be signed by the end of January 2018.

The pipeline will link Poland to gas fields oper-
ated by state-controlled utility PGNiG in an effort 
to further reduce Polish dependence on Russian 
supplies.

Poland’s alternatives to Russian gas increased 
last year as the country launched its first LNG 
terminal that can handle 5bn cm of gas annually. 
Once the Baltic Pipe is operational, Poland will be 
able to ship the majority of the 16bn cm of gas it 
consumes annually from outside of Russia. War-
saw considers Russia a hostile country.

Warsaw also says it is mulling a project to install 
a floating terminal in Gdansk Bay.  

In August, Poland contracted Ramboll Danmark 
to carry out the analytical, research and design 
work necessary to obtain required permits for the 
construction of the Baltic Pipe. 

Gas shippers have confirmed interest in the 
planned Baltic Pipe to link Norway with Poland via 
Denmark by submitting binding bids for 15-year 
capacity transmission contracts using the pipe-
line, Polish and Danish gas grid operators Gaz-
System and Energinet said on October 31.

The commitments mark the successful end of the 
second phase of the so-called open season, in 
which Gaz-System and Energinet gauged interest 
from companies in the pipeline. The Baltic Pipe is 
supposed to reduce Poland’s dependence on gas 
imports from Russia. The final investment deci-
sion on building the pipeline, preliminarily sched-
uled for 2018, appears likelier than ever to be in 
favour of going ahead with the project.

The Baltic Pipe is expected to become operational in 
2022, the year Poland’s long-term contract on gas 
supplies with Russia ends. The contract is likely not 
to be renewed, Warsaw has claimed repeatedly.

The total capacity set out in the bids has not been 
disclosed. In mid-June, the TSOs said that for-
ward demand for using Baltic Pipe must total at 
least 7.5bn cubic metres (cm) per year in order for 
construction to kick off. 

Poland’s state controlled oil and gas company 

Wojciech Kosc in Warsaw

Prague, told Bloomberg. He added that such  
a government “could put pressure on the other 
political parties to support it because they will  
feel that if they don’t, the public opinion will turn 
even more against them.” 

fails in his first attempt to form a government, he 
is likely to give him a second go at it.

“A so-called government of experts has always 
been popular in this country,” Josef Mlejnek, 
a political scientist from Charles University in 
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Southeast Europe

Macedonia the only EU 
candidate on track for 
accession by 2023

On the other hand, the report’s authors are more 
positive on Macedonia. “Signs that perhaps 
indicate a quickening of the process might 
come in the shape of political changes, like the 
recent transfer of power to a more pro-European 
government in Macedonia,” the study said.

On the other hand, the report’s authors are more 
positive on Macedonia, the only country with a 
near-term prospect of entry to the bloc. “Signs 
that perhaps indicate a quickening of the process 
might come in the shape of political changes, like 
the recent transfer of power to a more pro-Euro-
pean government in Macedonia,” the study said.

Macedonia has been an EU candidate country 
since 2005, and has received eight positive 
recommendations to launch EU accession talks. 
However, its progress has long been stalled due 
to the lack of reforms in the past years and the 
unresolved “name dispute” with Greece, which 
objects to the use of the name “Macedonia” and 
has therefore blocked its neighbour’s EU and Nato 
accession progress. 

However, the new Social Democrat-led govern-
ment came to power at the end of May, ending 
a decade of rule of by the conservative VMRO-
DPMNE, and pledged to work hard on speeding  
up the stalled Euro-Atlantic integration processes.

Overall, however, the enlargement process has 
slowed since the wave of expansion to the CEE 
region in the mid 2000s, with Croatia the last 

Of the current EU candidate states, only 
Macedonia is projected to meet the accession 
criteria by 2023, with Serbia and Turkey likely to 
succeed by the mid-2030s, a new study shows. 

The study conducted by the London School of 
Economics and Political Science, reveals that 
the prospect of accession could be much further 
in the future than the governments of the many 
candidate countries believe. The projections are 
based on predictions of a state’s ability to comply 
with EU laws using proxies for adjustment costs 
and administrative capacities.

“Albania and Bosnia-Herzegovina might have 
difficulties in meeting the set standards even by 
2050,” says the report. 

And while Belgrade has been pinning its hopes on 
wrapping up accession talks by 2020 or not long 
afterwards, the study forecasts it may not meet 
the criteria for entry for another decade or more. 

Meanwhile, the worsening state of Turkey’s 
democratic institutions are likely to cause its 
enlargement process to freeze for several years, 
or perhaps indefinitely. As relations with Brussels 
deteriorate, Turkey’s President Recep Tayyip 
Erdogan said on October 1 that while Ankara does 
not plan to end membership talks, the country 
does not need EU membership. “We see that they 
misunderstand the patience Turkey shows in the 
process of EU membership,” Erdogan told the 
Turkish parliament.

Valentina Dimitrievska in Skopje A map of the European Union potential candidate states in the Balkans, with the date 
of the latest step in the process.
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Romanian parliament  
to consider controversial 
judicial reforms

were sent to the parliament on October 31 after 
brief consultations with the CSM. 

Opponents, including Iohannis and the SCM, 
are concerned about the negative impact on 
the rule of law and particularly the fight against 
corruption. There are fears that if adopted, the 
changes are likely to spark mass protests. 

“[A]mong [the amendments] are … proposals 
aimed at increasing political control of prosecu-
tors and magistrates. Also, there are changes that 
include plans to redefine crimes related to abuse 
of office and neglect in public service; which 
would help some politicians avoid prosecution for 
charges they are currently facing. In recent years, 
a number of high-ranking politicians, including 
PSD leader Liviu Dragnea, have been convicted of 

A package of reforms to Romania’s criminal 
justice system was submitted to the parliament 
on October 31 in the face of strong opposition 
from President Klaus Iohannis, magistrates and 
civil society. 

The amendments put forward by Romania’s ruling 
Social Democratic Party address issues raised 
by officials in the sector, but they also seek to 
increase political control over the judiciary as well 
as introducing changes that if adopted would help 
PSD officials including party leader Liviu Dragnea 
avoid prosecution. 

The Ministry of Justice has drafted amendments 
to laws 303/2004 (on the prosecutors’ statute), 
304/2004 (on judiciary organisation) and 317/2004 
(on Romania’s magistrate’s body, the CSM), which 

bne IntelliNews

state to join the European Union back in 2013. 
The European Union reaffirmed its commitment 
to enlargement for the Western Balkans six 
countries during the Trieste summit earlier this 
year, and pledged to help them fulfil the economic 
and political requirements for EU accession.

Aside from Macedonia, Serbia and Montenegro 
are the most advanced candidates, having started 
negotiations to become part of the EU. Albania, a 
candidate country since 2014, is implementing a 
crucial judicial reforms needed for the country to 
launch accession talks. Bosnia & Herzegovina and 
Kosovo are potential candidates, meaning they 

have been promised the prospect of joining when 
they are ready.

Montenegro, despite being considered as one of 
the Western Balkans states with the best chance 
to accede, was omitted from the analysis due to  
a lack of data.

Knowing in advance which of the current can-
didate states are less likely to comply with EU 
regulations over the course of accession is es-
sential for the EU’s monitoring and enforcement 
schemes, as well as for facilitating an informed 
public debate about future enlargement. 

The Palace of Justice in Bucharest.
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investigating potential misconduct) “outside the 
judiciary system”. The formula is not only vague 
(making the body prone to political control) but 
also breaches the constitution since it would 
breach the independence of the judiciary system 
itself, Lazar explained.

The CSM has already issued a negative review 
on the proposals. While the CSM’s review is only 
consultative, the presidency has hinted that it is 
still relevant.

"Even if the vote [by the CSM on its review] is 
consultative, the government and the parliament 
can not ignore it,” presidency spokesperson 
Madalina Dobrovolschi stated immediately after 
the magistrates' decision.

The heated dispute over the judicial amendments 
is impairing the government’s capacity to cope 
with the economic issues that are accumulating 
rapidly. In an effort to gain public support for the 
amendments, the government is going forward 
with an expansionary fiscal policy that threatens 
Romania’s macroeconomic stability. Corporate 
management policy is being weakened in an 
attempt to secure more money for the budget, 
while fiscal policy has lost predictability and the 
budget deficit is expected to significantly exceed 
3% of GDP this year and in the years to come. 

abuse of office or corruption,” writes Otilia Dhand, 
senior vice president of Teneo Intelligence, in an 
October 31 note. 

Dhand forecasts that the initiative “may gener-
ate a new round of public protests early next 
year, suggesting an increased risk of government 
instability”. At the beginning of 2017, Romania was 
shaken by the largest protests since the fall of 
communism, as half a million people took to the 
streets to protest against attempts to water down 
anti-corruption efforts. 

Justice Minister Tudorel Toader defended the latest 
changes in a debate on Antena 3 TV station on Octo-
ber 31. “I want to underline that the vote is also the 
desire to preserve the privileges that the magistrates 
currently enjoy,” he said, as quoted by Hotnews.

However, the move has been slammed by head 
prosecutor Augustin Lazar. The amendments aim 
at tight political control over the public ministry’s 
prosecutors, Lazar said in an interview with 
Revista 22 on October 31.

The amendments sent by the ministry to the 
parliament include provisions that simply breach 
the constitution, Lazar stressed, highlighting 
government’s plans to place the judiciary 
inspection (magistrates’ internal control body 
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Southern and Southeast Europe could justify the 
extension of the second branch of Turkish Stream 
to the EU. “We see considerable interest in this 
from a number of EU governments … I still hope 
that common sense should prevail, because in 
the energy sector we are natural, interdependent 
partners,” he commented. 

Lavrov took a further pop at EU policy, saying it was 
“hardly necessary to say in detail that attempts to 
isolate Russia, to punish it for an independent for-
eign policy, to make it change have failed”.

The total cost of the project is estimated at €6bn. 
Gazprom has already signed roadmap agreements 
for pipeline development with Bulgaria, Serbia 
and Hungary.

In early September, Gazprom said that work on 
the Turkish Stream is moving ahead steadily and 
deals with contractor Petrofac for the construction 
of on-ground gas pipelines and a gas terminal 
near Kiyikoy in Turkey were signed.

The company also said that it will allocate RUB50bn 
(€860mn) for the Turkish Stream pipeline project in 
2017, raising its original funding from RUB42bn. 

Eastern Europe

Russia wants EU guarantees to continue 
with Turkish Stream development
bne IntelliNews

Russia will start construction of the second 
line of the Turkish Stream gas pipeline only if 
the European Union provides legal guarantees, 
Foreign Minister Sergei Lavrov told members of 
the business community. 

Turkish Stream replaces South Stream, a pipeline 
that was due to run to Central Europe via the 
Black Sea and Bulgaria but was scrapped in 
December 2014 under EU pressure because of 
Russia's annexation of Crimea that March.

Turkish Stream is expected to be constructed under 
the Black Sea, bypassing Ukraine, with one line aimed 
at supplying Russian gas to Turkey and the second line 
planned for the transit of gas from Russia to the EU. 
The route of the second line has not yet been finalised.

"Given the negative experience of the South 
Stream, we will be ready to do that work [to 
develop the second line of the pipeline] only after 
receiving firm legal guarantees from Brussels," 
the minister told the Association of European 
Businesses in the Russian Federation on October 
31, according to a foreign ministry statement. 

Lavrov said that the growing needs of countries in 
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Eastern Europe

Ukraine's anti-corruption agency detains interior 
minister's son

who was briefly detained by law enforcers for 
suspected embezzlement.

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. 

On October 31, Ukraine's interior ministry said 
in a statement that the NABU's actions provide 
grounds for a new information campaign directed 
against the minister.

"There are obviously domestic and foreign back-
ers, whose intention is restoring the old corrupt 
system of [illegal] protection and behind-the-
stage dealing. NABU is engaging in political, but 
not legal, actions," the statement reads. "This is 
unacceptable and requires immediate correction."

In October, the NABU and the Specialised Anti-
Corruption Prosecutor's Office (SAPO) said they 
are investigating possible involvement of senior 
officials of the country's Defence Ministry into 
alleged embezzling over UAH149mn ($5.6mn)  
in state funds during the purchase of fuel for  
the ministry. 

The National Anti-Corruption Bureau of Ukraine 
(NABU), the country's main antigraft body, de-
tained Oleksandr Avakov, son of the Interior Min-
ister Arsen Avakov, on October 31 on suspicion of 
embezzling more than UAH14mn ($520,500).

Two other people were also detained — the deputy 
head of the Interior Ministry Serhiy Chebotar and 
a local businessman. They were allegedly involved 
in procuring backpacks at the expense of the min-
istry to the National Guard at a price much higher 
than the average market price, according to the 
NABU's statement published the same day.

According to the information of the pre-trial in-
vestigation, the goods were not delivered on time 
and besides did not meet the requirements estab-
lished by the interior ministry, as a result of which 
the state suffered financial losses.

Avakov has been released by a court in Kyiv, but 
the court put him under electronic tagging sur-
veillance, the Ukrainska Pravda portal reported on 
November 1.

The NABU has become increasingly active 
over the past year. The most prominent official 
the agency accused of corruption was Mykola 
Martynenko, an ex-MP and close associate 
of former prime minister Arseniy Yatsenyuk, 

Sergei Kuznetsov in Kyiv
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Eurasia

Kazakhstan’s new 
military doctrine shifts 
logic of country’s 
security agenda

tion of the region’ – that could easily be attributed 
more to Moscow.”

The doctrine also introduces a concept of “hybrid 
warfare”, which appears to echo tactics used in 
Eastern Ukraine, listing “ways of achieving mili-
tary-political and military-strategic objectives of 
an integrated military force (including special op-
erations forces, private military security compa-
nies on the territory of the opposing side), via non-
military means, as well as by using the potential 
of other states, terrorist and extremist organisa-
tions, and separatist movements to destabilize the 
situation in the territory of the opposing state”.

The document never explicitly refers to Russia as 
a source of threats and maintains Kazakhstan will 
enhance cooperation with the Russia-led Col-
lective Security Treaty Organisation (CSTO) and 
the Shanghai Cooperation Organisation, of which 
Russia is a member, among other international 
organisations. Still, the intentional obscurity of 
“global powers” that could threaten Kazakhstan 
specifically on its borders, suggests an attempt 
by Kazakhstan to potentially stay on the lookout 
for threats originating from only two neighbours 
– Russia or China; and China has not been par-
ticularly menacing towards Kazakhstan as of 
late, certainly not with Kazakhstan fully engaged 
in China’s massive One Belt One Road initiative 
to create modern Silk Road-type trade corridors 
boasting modern infrastructure.

An invisible wedge has been growing between 
Russia and its Central Asian neighbour since Rus-

Kanat Shaku in Almaty

A new military doctrine quietly passed in Ka-
zakhstan on September 29 has received almost 
no public attention. Neither Kazakh President 
Nursultan Nazarbayev, who signed the decree, 
nor the Central Asian country’s defence minis-
try has commented on it. Last week, the Eurasia 
Daily Monitor – a publication of the conservative 
Washington, DC-based Jamestown Foundation – 
featured an article delving into the details of the 
doctrine by Anna Gussarova, the director for the 
Central Asia department at the Institute for Stra-
tegic Studies in London.

The document, outlining Kazakhstan’s “key pri-
orities in military security”, strays away from the 
focus on terrorism and extremism emphasised in 
the ex-Soviet nation’s previous military doctrine, 
adopted in 2011, according to the article. Instead, 
it stresses the importance of border security and 
the mitigation of potential armed conflicts. Gus-
sarova also pointed out that the new document 
is similar to Belarus’s modified military doctrine 
from 2016.

“Even though the Kazakhstani document does not 
precisely identify any major conflicts that could 
pose a threat, it significantly shifts the rhetoric 
and logic of the country’s security agenda. The 
overall tone of Astana’s new military doctrine has 
a geopolitical background,” Gussarova writes. 
“The text is full of Cold War – style jargon – name-
ly ‘confrontation between global and regional 
powers for spheres of influence,’ ‘the arms race,’ 
‘increased tensions,’ ‘a certain country’s desire to 
change the existing world order,’ and ‘militariza-

President Nursultan Nazarbayev inspects a Kazakh military parade.
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An Iranian MP has questioned why French energy 
major Total is moving so slowly with its major 
investment in the South Pars gas field in the 
Persian Gulf, Tasnim News Agency reported on 
October 31.

The deal, also involving China National Petroleum 
Corporation (CNPC) and signed in early July, is 
very much seen as a flagship transaction in Iran's 
efforts to usher in a new era of big foreign invest-
ment. Such investment was made possible by the 
lifting of crippling economic sanctions against 
Tehran with the introduction of the multilateral 

nuclear accord at the start of 2016. But there are 
fears that Total is treading very gingerly given the 
growing hostility being shown by US President 
Donald Trump towards the nuclear agreement 
and Iran's influence in Middle East affairs.

The MP who has sparked concerns is Hedayatol-
lah Khademi, deputy head of the Iranian Majlis 
(parliament) energy commission. He expressed 
apprehension over Total having not made any 
real progress with the South Pars investment 
since the key government body approved the 
deal in August.

Concern over painfully 
slow progress of Total’s 
Iran investment against 
Trump backdrop

sia seized the Crimean peninsula from Ukraine in 
2014 in response to the Euromaidan protests and 
subsequent revolution that drove out a Moscow-
friendly president. Any statements made by Rus-
sian officials that appear to place in question the 
statehood Kazakhstan gained after it was granted 
independence from the USSR tend to prompt 
collective gasps. The fact that Kazakhstan has 
a sizable ethnic-Russian minority and a near 
7,000-kilometer border with Russia does nothing 
to ease apprehension.

“The people of Kazakhstan do not want a Ukrain-
ian scenario in the country,” Nazarbayev said early 
in 2016, promising to punish anyone who might try 
to enact a Euromaidan-type event in his country.

Other signs of Kazakhstan distancing itself from 
Russia originate from Nazarbayev’s decision 

to introduce a Latin alphabet for the Kazakh 
language and phase out the Cyrillic alphabet 
by 2025. Nazarbayev on October 26 ordered his 
office to start preparations for the transition. 
His previous comments on a possible shift to 
the Latin alphabet in 2006 and 2012 were largely 
regarded as empty words, but were also met with 
remarks of disapproval from Moscow. Since the 
Cyrillic alphabet is also used in Russia, the latest 
plans for a switchover have been interpreted as 
a geopolitical move that emphasises Kazakh 
culture and Kazakhstan’s drifting away from 
Russia. Nazarbayev certainly seems serious about 
the alphabet switch this time around. A new Latin 
alphabet of 26 letters has already been developed. 
And Kazakh officials have not stopped short of 
associating their plans with “strengthening” 
Kazakhstan's statehood and sovereignty. 

What's on the horizon for South Pars?
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“Total should not make any excuses at all for 
refusing to carry out the contract,” he told Tasnim, 
a news agency linked to the Islamic Revolutionary 
Guard Corps (IRGC) and thus hardliners.

On October 27, Reuters quoted a Total repre-
sentative as saying that the main contract for the 
development of the 11th phase of South Pars gas 
field—the largest gas field in the world and shared 
with Qatar—would be awarded in 2018 after 
Trump has issued final approval. That might be 
taken to mean a point after the US president has 
made the decision to not further interfere with the 
nuclear deal, something he has warned he might 
not do if the accord is not fixed to his liking.

It is no surprise to see hardliners, who are op-
posed to “imperialist” foreigners doing major 
business in the Islamic Republic, attack the 

investment, even though it might eventually have 
a value of up to $5bn. But the project delays are 
now prompting more centrist voices to make 
themselves heard, with complaints directed at 
how slowly Total is bringing technicians and the 
actual investment flow into the country.

Khademi said that Petroleum Minister Bijan 
Namdar Zanganeh will be called to parliament to 
offer his explanation for project hold-ups.

Total has a 50.1% stake in the 20-year deal and 
has said it will put in an initial investment of 
$1bn. State-owned CNPC has a 30% stake, while 
Iranian government-owned Petropars has a 19.9% 
holding.

South Pars covers an area of 9,700 square kilo-
metres, of which 3,700sq km belongs to Iran. 
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EIB endorses financing 
for key infrastructure 
projects in Belarus

The European Investment Bank (EIB) and the Belarusian govern-
ment have endorsed the financing by the EIB of key infrastructure 
projects in the post-Soviet country, including the upgrade of some 
connectivity projects between the country and its EU neighbours, 
the lender said in a statement on October 27.

The infrastructure projects that the EIB is willing to support include 
the upgrade of international transport corridors, municipal and envi-
ronmental infrastructure, including energy, water and wastewater as 
well as climate action projects. Other areas of interest include sup-
port for the private sector and SMEs, notably through local banks and 
local industrial groups, the EIB added in the statement.

The EIB is already involved in appraising the upgrade of a highway 
from Minsk to the Lithuanian border in parallel financing with the 
World Bank. 

Uzbekistan starts 
building elevated 
railway system in 
Tashkent

Albania’s Gjoka 
Konstruksion to start 
negotiations on Tirana-
Diber motorway

Uzbekistan has launched construction of a 52.1 km-long elevated 
railway system in the capital city of Tashkent, the government said.
 
The launch of the project is in line with the programme on the “de-
velopment and modernisation of transport and the communication 
system” decreed earlier this year by Uzbek President Shavkat Mirzi-
yoyev. The elevated railway will be a welcome addition to improving 
public transit in the city of 2.4mn. The capital is home to the longest 
subway system in Central Asia - the 36.2 km-long Tashkent Metro.

The project will be completed by 2021 and carried out in five stages. 
A total of eight stations are planned for launch along the elevated 
railway.

Albanian construction firm Gjoka Konstruksion will start negotia-
tions with the authorities to build the remaining part of the Arber 
motorway linking the capital Tirana with the northeastern Diber 
region, the transport and infrastructure ministry said on October 
31. The motorway that leads to neighboring Macedonia.

China State Construcion Company withdrew from the contract signed 
with the Albanian government for the construction of the Arber Road 
section in October last year, after the Albanian government insisted 
on reducing the construction cost. 

bne: 
Infrastructure
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Telia sells remaining 
19% stake in Russian 
operator MegaFon

Telecom major Telia will sell its remaining 19% stake in Russian 
mobile operator MegaFon, the company said on October 31.

Telia has been exiting MegaFon together with other assets abroad 
in line with its strategy to focus on the Nordics and the Baltics, first 
announcing a sale of 6.2% of share capital of the operator on the 
market at the beginning of October.

Now a 19% stake in the company will be sold to Russian bank Gazprom-
bank at RUB514 per share, with a 10% discount to the market.

The total amount paid by the bank stands at $1.03bn. "While 
Gazprombank might be acting on its own, we think it is more likely 
that the bank is representing a strategic investor in MegaFon,"  
VTB Capital commented on October 31.

Citizens to get "same 
information as MPs" as 
Albania launches new 
e-governance app

Chinese investors 
interested in 
Lithuania’s fintech 
sector 

Albanian Prime Minister Edi Rama presented a new online  
platform for co-governance with citizens entitled “Albania We Want”  
on October 28.

Ensuring functional and responsible co-governance with the 
Albanian people was one of the promises made by Rama ahead  
of the June general election.

The Android application will enable every citizen to get information 
on all government activities.

“Download this application, become a member of the major 
coalition of Albania We Want and make direct contact with the 
government cabinet, present your opinions, ideas, demands or 
complaints,” Rama said on his Facebook page.

Lithuania is seeking to boost cooperation with China in the fintech 
sphere, central bank officials said ahead of a seminar hosted by the 
Bank of Lithuania in Beijing. 

“Chinese e-commerce, payment and FinTech sectors have been 
rapidly expanding and are looking for business development 
opportunities across the globe,” commented Bank of Lithuania 
board member Marius Jurgilas. “We have undoubtedly attracted  
the industry’s attention as we have much to offer.” 
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Russia and China 
consider integrating 
Mir and UnionPay 
payment systems

Russia's nascent payment system card Mir could be integrated 
with Chinese payment systems, namely Union Pay, Prime Minister 
Dmitry Medvedev was cited as saying by RIA Novosti after an intra-
government meeting.

Although initially resisted by the banks, the Mir payment card has 
gathered momentum with 176 local lenders adopting the system 
as of January 2017, and 97% of ATMs and over 75% of payment 
terminals accepting the card.

The Mir card payment and NSPK national payment system was 
created by the CBR in 2015 to cut reliance on Western payment 
systems under pressure from sanctions, as Visa and MasterCard 
were forced to cut ties with a number of Russian banks in 2014. 

bne:Banker

Ukraine's PrivatBank 
reports $60mn net loss 
in January-September
 

Iranians' Chinese bank 
accounts entangled 
in sanctions-related 
difficulties

 

Ukraine's PrivatBank, nationalised in December, reported a net 
loss of UAH1.604bn ($59.6mn) in January-September, versus a net 
profit of UAH592mn in the same period of the previous year, local 
media reported on October 31.

The government nationalised the country's largest lender after 
it failed to fulfil a three-year recapitalisation plan. The bank was 
found to have a UAH148bn hole in its balance sheet, which was 
due to related-party financing.

To cover the capital shortfall, the government injected UAH117bn 
and bailed-in PrivatBank’s non-deposit unsecured creditors.

Iranian citizens in China are facing a slew of new banking problems 
related to international sanctions, Iran's embassy in Beijing said in 
a statement on October 29, according to Mehr News Agency.

Iranians living in several countries around the world have faced 
numerous banking obstacles in recent years. There have been 
problematic bank account closures and the limiting of bank 
transfers back to Iran in relation to US extra-territorial sanctions 
have extended to the operations of banks in third countries.

The embassy in Beijing said the central issues of recent weeks per-
tained to the closure of Iranian bank accounts as well as to some 
banks refusing to accept paperwork submitted by Iranians  in China.
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Macedonia mulls new 
Eurobond issue

The Macedonian Ministry of Finance said on November 1 that 
no decision has yet been made on issuing a new Eurobond, even 
though international media reported that such a move is likely in 
the first quarter of next year.

The last euro-denominated bond issue took place in July 2016, 
when Macedonia placed a seven-year €450mn Eurobond to finance 
the budget gap for 2016 and 2017. 

“The ministry has regular communication with international banks 
and potential investors to take strategically correct decisions for 
the future ways of financing, depending on conditions,” the finance 
ministry said in a short statement sent to bne IntelliNews.

However, the ministry added that the government has not yet made 
any decision to issue bonds on the international capital market.

bne:Credit

Belarus's external 
state debt up 19.5% in 
January-September

Miner Erdenes Tavan 
Tolgoi repays half 
its $200mn debt to 
Development Bank  
of Mongolia

The external state debt of Belarus totalled $16.3bn as of October 
1, up by $2.7bn or 19.5% from early January, the finance ministry in 
Minsk reported on October 31.

In January-September, external state borrowings totalled $3.417bn, 
including $1.4bn borrowed via a recent Eurobonds placement; 
$600mn from the Russia-led Eurasian Fund for Stabilisation and 
Development (EFSD).

Belarus also borrowed $1.1bn from Russian banks and the 
government; $194.5mn from Chinese banks; $122.6mn from the 
International Bank for Reconstruction and Development (IBRD) 
and $3.9mn from the European Bank for Reconstruction and 
Development (EBRD) and the Nordic Investment Bank (NEB).

Mongolian state-owned miner Erdenes Tavan Tolgoi (ETT) has  
repaid $100mn of its $200mn debt owed to Development Bank  
of Mongolia, state-run Montsame news agency reported on  
October 31.

ETT’s Tavan Tolgoi mine holds 7.5bn tonnes of coal reserves, with 
around one-fifth made up of high-quality coal. The high-quality coal 
reserves are divided between the East Tsankhi and West Tsankhi 
mine sites. Mongolian companies Khishig Arvin and Olborlolt  
Mera operate the mine.
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