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Directors resign from 
board of Ukraine's gas 
monopoly over derailed 
reforms

The Central Bank of Russia (CBR) has rescued 
the stricken Binbank (also known as B&N Bank), 
marking the country’s second effective nationali-
sation in three weeks.

The CBR has given the bank an unsecured loan, 
but has not disclosed the amount. The regulator 

Russia nationalises 
stricken Binbank

The two surviving independent members of 
the supervisory board of Ukraine's gas mo-
nopoly Naftogaz – Paul Warwick and Mar-
cus Richards – quit on September 19, citing 
"the government’s lack of commitment to 
duly implement the corporate governance re-
form", the company said in a statement. 

The other independent directors have all al-
ready quit, raising concerns by donors over 
the government’s commitment to cleaning up 
corruption in big state-owned enterprises.

made a similar loan to Otkritie in August, which  
it later transpired ran into the hundreds of billions 
of rubles.

All of the lenders that are part of BIN Group,  
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including Rostbank, Binbank Digital and Uralpri-
vatbank, will continue operation in a normal mode, 
CBR said, without specifying the size of the bailout 
package it will have to extend to the lender.

The terms of cleaning up are apparently very simi-
lar to those for Otkritie financial group, as there 
will be no credit moratorium or bail-in.

The bank is the second to be included in the new 
Banking Sector Consolidation Fund (BSCF) that 
was set up earlier this year and also used to res-
cue Otkritie. Apparently the fund was established 
for the express purpose of dealing with commer-
cial banks that get into trouble but are too large to 
bail out.

The advantage of the fund is it allows the CBR to 
take direct control of a troubled bank and using 
its reputation as the backer, keep the troubled 
bank’s doors open and so reducing the cost of the 
rescue. Previously the CBR would simply pull a 
bank’s licenses and then use the Deposit Insur-
ance Agency (DIA) to reimburse depositors – and 
an extremely expensive way of cleaning up the 
sector. 

The CBR has belatedly admitted it has lent Ot-
kritie RUB1.1 trillion ($19bn), which is over 1% of 
GDP on its own and is only slightly less than the 
estimated RUB1.3 trillion federal budget deficit 
for this year. 

Binbank owner Mikhail Shishkhanov was quoted 
by Vedomosti as saying that the cleaning up of the 
lender may take between three and eight months, 
during which Binbank will be operating in a nor-
mal mode.

"This is difficult, hard work, and I will put all effort 
into it, working 24 hours a day," he said.

According to Shishkhanov, who has a strong repu-
tation as a good banker, the main reason for Bin-
bank's difficulties were toxic assets it inherited 
from its CBR-sponsored rescue of MDM Bank, 
formerly one of Russia’s best commercial banks, 
which BIN acquired in late 2016.

"I didn't expect MDM Bank's assets to be so bad," 
Shishkhanov said, adding that he expects to retain 
a 25% share in the lender, while the remaining 
75% will be nationalised.

Otkritie also ran into trouble from a failed rescue: 
it received funds from the CBR to rescue Trust 
Bank, but botched the job and only increased its 
problems, according to the CBR.

Rostbank also added to BIN’s woes. It needed 
over RUB600bn, entirely supplied by BIN, to shore 
up its capital, which was negative RUB70bn under 
its IFRS accounts at the end of the first half of this 
year, versus BIN’s entire capital of RUB83bn over 
the same period, Vedomosti reported. Fitch esti-
mates that the combined capital of the two banks 
was a very thin RUB13bn. And the increasingly 
prudent CBR regulations, especially on strategi-
cally important banks, have been eating into all 
banks’ capital. The hidden bad loans in MDM, for 
example, required more provisions than expected 
and so ate into capital.

Shishkhanov also said that BIN "fell hostage" to 
rumours spread in messengers and social media 
against the backdrop of cleaning up Otkritie.
The CBR report on banks for August shows that 
BIN was the hardest hit by the spill over fears 
from the Otkritie take over.

"According to monthly local GAAP data, Bin-
bank appeared the most affected name among 
private majors amid the liquidity stress at Otkritie 
FC. Particularly, the bank saw RUB13bn ($225mn) 
of net customer deposit outflows (including 
RUB22bn related to retail and RUB13bn to state 
clients, partially substituted by new non-state cor-
porate accounts of RUB22bn) and about RUB25bn 
of lost interbank funding, which was met with a 

Russia nationalises 
stricken Binbank
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sale of liquid debt securities (about RUB80bn)," 
Raiffeisen bank said in a note.

The CBR said on August 20 that outflows 
from Binbank have continued in September,  
but without giving any details.

The so-called Garden Ring banks, the leading com-
mercial banks that have been included on the CBR’s 
“strategically important banks,” have all come un-
der increased pressure since the spring as the CBR 
tightened its supervision of the sector. Problems first 
surfaced in June when Russia’s new domestic rat-
ings agency Analytical Credit Rating Agency (ACRA) 
downgraded Otkritie to BBB, which precludes it from 
holding state money like pension funds.

That lead to an outflow of capital from Otkritie: the 
bank lost RUB433bn (€6.2bn), or 26% of its client 
deposits, in June–July, ACRA said. Worries spilled 
over to the other Garden Ring banks as big state 
enterprises started moving their cash to the safer 
state bank coffers. Sberbank has been a big winner 
here and has large surpluses of liquidity now.

At the same time falling interest rates – the CBR 
cut rates again to 8.5% in September – have 
squeezed net interest margins, which is a major 
source of profits for Russia’s banks. And the CBR 
has increased the provisions banks have to put 
aside for non-performing loans (NLPs) removing 
yet more capital that banks could use to  
earn profits.

However, analysts are not expecting BIN’s prob-
lems to lead to a banking crisis as the rest of the 
sector is doing well and earned more profits in the 
first eight months of this year than in all of 2016.

The CBR is now assessing Binbank’s problems 
and says it will give more details as it gets them.

“Now we are in an active negotiating stage with 
the Bank of Russia. Our goal - with the support of 
the Central Bank through the Fund for the Con-
solidation of the Banking Sector – is to conduct an 
effective financial recovery of Binbank and Rost-
bank,” Shishkhanov said. 

Directors resign from 
board of Ukraine's gas 
monopoly over derailed 
reforms
According to a letter signed by Warwick and Rich-
ards, they made it "very clear" to the Ukrainian 
government in April that their continuing involve-
ment in this critical reform project was contingent 
on material progress on corporate governance.

"Despite assurances from senior politicians, 
deadlines have passed and commitments 
have not been delivered with an environment 
of government control, not envisaged in the 
corporate governance action plan," the letter 
reads. "Increasing political meddling becom-

ing increasingly evident and, unfortunately, the 
norm. Essentially, no material change has oc-
curred over the last five months despite the 
assurances we received to the contrary."

In April, the four independent board mem-
bers – Paul Warwick, Markus Richards, Charles 
Proctor and Yulia Kovaliv – sent a letter to the 
Ukrainian government indicating their con-
cerns over the situation in the company. Without 
material progress it would be "inappropriate 
and untenable" for them to continue as su-
pervisory members, they said in the letter.

Specifically, the independent board members 
demand the "resolution of issues" related to 
the electronic declarations system of Ukrain-
ian officials. According to recent amendments to 
Ukrainian legislation, financial disclosure obliga-
tions have been extended to existing and potential 
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members of supervisory boards of state-owned 
companies. "It is impossible for foreigners to 
complete necessary actions with such inac-
tion leading to potential criminal claims against 
us," the independent board members wrote.

The European Bank for Reconstruction and De-
velopment (EBRD), Naftogaz's main international 
partner and donor, has warned Ukraine’s leader-
ship that the possible collapse of the country’s 
energy sector reform could shatter international 
confidence in the current government in Kyiv.

Specifically, Sir Suma Chakrabarti, the president 
of the EBRD, warned the Ukrainian leadership of 
negative effects from the threatened resignation 
of the independent board members of Naftogaz.

This move might not only "severely dam-
age" the company at a time when its trans-
formation is finally beginning to take hold, 
but could also "shatter the international 
confidence in your government’s commit-
ment" to reform and restructure Naftogaz and 
other state-owned enterprises in Ukraine, 
said the letter published by bne IntelliNews.

Sir Suma was in Kyiv for a conference in ear-
ly September and followed up with award-
ing Kyiv poor marks in its progress report, 
saying, “Ukraine just does not have the 
luxury of further delaying the reforms".

The EBRD’s unusually direct criticism appar-
ently has had no effect on the government, 
as Charles Proctor, an independent member 
of the supervisory board, said when he re-
signed from his post, citing lack of the govern-
ment's support required to deliver corporate 
governance reform. Proctor was the second 
supervisory board member to  resign in the 
last six months, following the resignation of the 

head of Naftogaz’s supervisory board Yulia Ko-
valiv, who represented the state of Ukraine.

Among the major Naftogaz and EBRD demands 
to the Ukrainian government, was an approval 
of the company’s financial plan for 2017 and 
performance indicators for Naftogaz's supervi-
sory board. The monopoly's financial plan pre-
pared according to international standards was 
agreed by the company’s board and submitted 
to the Ukrainian cabinet for approval in April.

According to Ukrainian media, the Ukrain-
ian government greenlighted the draft finan-
cial plan for Naftogaz in July. However, a Kyiv 
source with knowledge of the matter told bne 
IntelliNews that the government failed to im-
plement all necessary procedures necessary 
for approval and further implementation of the 
above mentioned documents, which also trig-
gered negative reactions from the EBRD.

The current crisis is also undermining possible 
further cooperation between the Ukrainian gov-
ernment, Naftogaz and the EBRD over multi-
million funding to Kyiv for natural gas purchases. 
"The latest support programme included a 
$300mn loan facility provided by the EBRD for 
Ukraine’s gas purchases from European sup-
pliers. Currently, Naftogaz sent signals that 
it wants to extend this cooperation. They in-
tended to negotiate a new $1bn loan for gas 
purchases," the source told bne IntelliNews.

Recently, the government in Kyiv also re-
fused to increase the price of gas for the coun-
try's households from October 2017 by 18.84% 
or UAH931 per 1,000 cubic metres (cm) to 
UAH 5,873 without VAT. The hike was in line 
with demands of the International Monetary 
Fund (IMF), and was necessary for the im-
provement of Naftogaz's financial results. 
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The Budgetary Control Committee of the 
European Union concluded a three-day visit  
to Hungary, during which it reviewed a number 
of EU-funded projects in Hungary which raised 
corruption concerns, including the vintage train 
line that runs through Prime Minister Viktor 
Orban's home village of Felcsut. Government 
officials and right-wing media blasted the 
timing of the visit, accusing the European 
Parliament of meddling in Hungary's election 
campaign, although that is not due before  
April 2018.

The monetary council of Hungary's central bank, 
Magyar Nemzeti Bank, lowered the overnight 
deposit rate by 10bp to -0.15% and left the base 
rate unchanged at 0.9% in line with expectations 
at its meeting on September 19.

Hungary is to pay compensation of HUF30bn-
40bn to three French companies formerly active 
in Hungary’s luncheon voucher market until they 
were squeezed out of the market in 2012. The 
Hungarian Parliament approved legislation in 
autumn 2011 to monopolise the issue of meal 
vouchers.

The World Bank's International Center for 
Settlement of Investment Disputes (ICSID) 
ordered Hungary to pay Edenred compensation 
of about €23mn (HUF7.1bn), which was broadly 
in line with the company’s annual turnover. Le 
Cheque Dejeuner and Sodexo have also sought 
legal remedy and their case is still pending. 

Hungary will install 330 new public charging 
stations by the end of June 2018, which will 
provide country-wide coverage for roughly 3,000 
motorists that have electric cars, or hybrids. So 
far Hungary has lagged behind in the number of 
e-chargers compared to other Visegrad countries.

Hungary’s current account showed a seasonally 
adjusted surplus of €1.76bn in the second 
quarter, down from €2.2bn a year ago. Adjusted 

Central Europe
for seasonal effects, it was €2.78bn, or 9.2% of 
quarterly GDP.

The Hungarian Government Debt Agency AKK 
sold HUF15bn (€49mn) worth of 12-month T-bills 
at an auction on September 21, with Hungarian 
yields dropping to negative territory for the 
first time. The average yield fell 5bps to -0.02% 
compared to the last auction two weeks ago and 
1bp below the secondary market benchmark.

Poland's producer price index (PPI) grew 3% y/y 
in August, data from statistics office GUS showed. 
The reading is 0.8pp faster than the revised 
annual PPI rise recorded for July.

Polish retail sales grew 6.9% y/y in constant 
prices in August, statistics office GUS announced. 
The reading marks a slight pick-up in the pace of 
growth after turnover expanded 6.8% in July.

Polish industrial production grew an unadjusted 
8.8% y/y in August in constant prices, data from 
statistical office GUS showed. In seasonally adjust-
ed terms, industrial production grew 8.1% y/y.

Wage growth in the Polish corporate sector 
accelerated to 6.6% y/y in August, statistics 
office GUS reported. Employment growth also 
picked up speed and came in at 4.6%. 

Czech industrial producer prices rose by 1.4% 
year-on-year in August, slightly higher than 
the 1.1% y/y rise in July. Month-on-month, the 
PPI index rose 0.2%, lifted by higher oil and food 
prices.

Slovak unemployment continued to fall in 
August, edging down to 6.54% compared to 6.70% 
in July. On a year-on-year basis unemployment 
fell 2.89 percentage points.

The Slovak harmonised index of consumer 
prices (HICP) edged up to 1.6% in August, 
compared to 1.5% in July.
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The China-Central Eastern Europe fund is 
interested in transport infrastructure and 
energy projects in Montenegro, the government 
said. The €10bn investment fund was set up to 
finance projects in Central and Eastern Europe by 
the state-owned Industrial and Commercial Bank 
of China. 

Slovenia-based baker Don Don will open a new 
production facility in Zajecar, Serbia in spring 
2018. Don Don has speeded up its expansion  
since receiving a private equity investment from 
KJK in 2014. 

Ten companies expressed an interest in the 
privatisation of Serbian pharma company 
Galenika. A previous attempt to sell off 25% 
of Galenika flopped in March, but Belgrade is 
now hoping to find a buyer for the state’s 93.7% 
holding in the company. 

Romania’s President Klaus Iohannis cancelled 
an official visit to Kyiv amid a dispute over 
education in minorities’ languages in Ukraine. The 
law, passed recently by Ukrainian lawmakers, will 
affect the country’s ethnic Romanian population 
which numbers around 400,000. 

Opposition leader Nikola Gruevski said he will 
resign if his party loses Macedonia’s October 
local elections. Gruevski’s VMRO-DPMNE 
recently went into opposition after 10 years in 
power, and the local elections are seen as the first 
test for the new Social Democrat-led government. 

Albania’s new interior minister pledged to step 
up the fight against drugs and organised crime. 
Fatmir Xhafaj also said Tirana will try to prevent 
Albanian asylum seekers leaving for Western 
Europe. 

Bosnia & Herzegovina formally joined the 
Transport Community, unlocking more than 
€250mn EU funding for projects in the country. 
Previously a dispute between Republika Srpska 

The Regions This Week

and the central Bosnian government had 
prevented the signing of the treaty. 

The total hourly labour cost in Bulgaria rose by 
11.0% compared to the second quarter of 2016, 
the statistics bureau NSI reported. The growth 
rate has gradually accelerated from 7.7% y/y in Q2 
last year and 6.9% y/y in Q2, 2015.

Troubled Croatian food and retail giant 
Agrokor is expected to issue the first draft of a 
settlement proposal to its creditors in November, 
a source told Reuters. Agrokor, one of the largest 
employers and suppliers in the SEE region, is 
undergoing a restructuring process after a debt 
crisis pushed it to the brink of collapse earlier this 
year. 

Production in Kosovo’s mining and quarrying 
industry jumped 46.1% y/y in the second 
quarter of the year, data from the statistics office 
showed. On a quarterly basis, output in the sector 
increased 25.9%.

Two new species were discovered on Albania’s 
Vjosa river. The discovery of the new fish and 
stonefly species will give more ammunition to an 
ongoing campaign to block the construction of 
hydropower plants along the river. 

Spanish hotel chain Iberostar is interested 
in the acquisition of tourist resources in 
Montenegro, the government said. Iberostar 
already owns one hotel in Montenegro, the four-
star Iberostar Bellevue.

Kosovo will revise legislation on the confiscation 
of illegally obtained assets, the country’s 
newly appointed Justice Minister Abelard Tahiri 
announced. Tahiri said fighting organised crime 
and corruption is one of the government’s 
priorities.
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Ukraine's prosecutor general said that former 
Odesa governor and ex-Georgian president 
Mikheil Saakashvili will not be arrested 
for illegally entering Ukraine. 

Ukraine's state-owned gas 
monopolist Naftogaz launched a new $5bn claim 
against Russia in the Hague, claiming damages 
for assets it lost following Russia’s annexation of 
Crimea in 2014. 

The US Senate passed a draft act, which 
authorised the supply of "lethal defensive 
weapons" to Ukraine, Ukrainian President Petro 
Poroshenko wrote on his official Facebook page 
on September 19. However, it remains unclear 
what weapons are involved and could be limited  
to the Javelin tank-busting missiles.  

Russia's finance ministry cut the net domestic 
borrowing programme from RUB1.05 trillion 
(€15bn) annually to RUB0.87 trillion, according 
to the draft federal budget approved by the 
government on September 18 on the back of 
better than expected economic recovery.

The new Russian three-year 2018-2020 budget 
has less than RUB10bn ($172mn) per year worth 
of privatisation revenues planned, Finance 
Minister Anton Siluanov said. The target is well 
down on the ambitious RUB1 trillion that was 
named as the target in 2008.

The Ukrainian government submitted the draft 
law on Ukraine's state budget for 2018.  The 
budget deficit is targeted at 2.4% of GDP,  
real GDP growth is at 3% year-on-year and 
inflation is it at 7%. General budget revenues are 
expected to increase 15% to UAH1.1 trillion,  
while the minimum wage will be 16.3% higher 
than a year ago.

The National Bank of Ukraine (NBU) believes 
that economic growth in 2017 could exceed the 
regulator's July forecast of 1.6% year-on-year 

growth, the central bank said.

Russia's industrial output increased 1.5% y/y 
in August, the state statistics agency, Rosstat, 
announced. The pace of growth was slightly up 
from 1.1% reported in July.

The Watcom Shopping index jumped to nearly 
500 as Russia’s autumn shopping season 
started, breaking the long run of misery earlier 
in this year. The index has been running below 
all the levels for the last four years. The 2017 
shopping season has been worst since the index 
was launched in 2014.

Russian consumer statistics continue to improve 
with incomes up and unemployment down. Retail 
sales grew by an unexpectedly strong 1.9% in 
August, up from 1.2% y/y a month earlier. At the 
same time real wages improved, up by 3.4% and 
unemployment fell below 5% for the first time 
since 2014 to 4.9% in August. 

The Central Bank of Russia (CBR) cut its 
inflation forecast for the full year to 3.5-3.8% 
from the previous 4%, the CBR governor Elvira 
Nabiullina said. The Minister of Economic 
Development Maxim Oreshkin also cut his 
forecast to 3.2% for 2017.

Starting with 2018 Russian regions will have to 
rely on costly commercial loans as the federal 
draft budget for 2018-2020 cuts subsidized central 
government loans to local governments. 

Russia’s Finance Ministry is demanding that the 
notorious Rosneftegas holding pay the missing 
2016 dividends in 2018, as part of Russia’s 
2018-2020 budget. MinFin still hopes to raise 
the dividend revenues for the budget in 2018 by 
RUB130bn ($2.2bn) year-on-year to RUB407bn 
($7bn) and further to RUB425.6bn in 2019 and to 
RUB456.9bn in 2020. 

The Regions This Week
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British renewable energy investor Quercus is 
to invest more than €500mn in a 600MW solar 
plant in Central Iran. It will have full responsibil-
ity for construction, development and operation. 
Iran’s current solar capacity stands at 53MW.

An Azerbaijan subsidiary of largest Iranian 
vehicle maker IKCO is to soon export vehicles 
to CIS markets. AzEuroCar, a 50:50 JV owned  
by IKCO and the Azerbaijani state, is set to start 
up in early 2018. 

The Iranian central bank’s Iran Credit Scoring 
Company (ICSC) is to launch a national rating 
system for banks. Iranian banks, companies and 
citizens cannot currently turn to any recognised 
rating system to assess their creditworthiness.  
US credit rating agencies are banned in Iran. 

Iranian Anzali Port Free Trade Zone (AFZ) offi-
cials visited Ukraine to pursue a plan to develop 
a trade route linking two Black Sea ports – Port of 
Odessa in Ukraine and Poti Sea Port in Georgia – 
with Anzali Port and the fellow Caspian Sea port, 
Port of Baku in Azerbaijan.

British Airways opened a new office in Tehran, 
a year after recommencing operations in Iran by 
introducing London-Tehran flights available six 
days a week. The airline was present in Iran until 
US-led sanctions forced it to pull  
out in 2011.

Kazakhstan will issue Islamic bonds, or 
sukuks, worth up to $300mn in 2018. Only two Is-
lamic banks operate in the country. Al Hilal Bank, 
created as part of an intergovernmental agree-
ment with the UAE, and Zaman Bank.

Independent energy trader Vitol increased its 
cash-for-crude loans to Kazakhstan’s state-
controlled companies to $5bn. The agreements 
provide Kazakh crude oil to Switzerland-based 
Vitol in exchange for financing. Vitol has stood as 
a dominant trader in Kazakhstan’s oil industry 

for over a decade, shipping Kazakh oil exports to 
Russian ports and selling them to European refin-
ers.

Suspect Czech company Liglass Trading threat-
ened Kyrgyzstan with international arbitration 
for annulling contracts to build and run 12 hydro-
electric power plants. Officials said the contrac-
tor – exposed for apparently having no record of 
achievements in international construction - failed 
to make a $37mn payment on time. 

Kazakhstan’s new stock exchange at Astana 
International Financial Centre (AIFC) is to be 
put through a test run before December 10. The 
AIFC's big selling point is its legal regime based 
on English common law. 

The Kazakh tenge on September 21 fell to 
KZT341.61 against the greenback, its lowest level 
in 10 months. The central bank said the weakness 
is down to speculative trades. Its interventions are 
aimed at smoothing out rate volatility rather than 
supporting the currency, it added. 

Addressing the UN General Assembly, Armenian 
President Serzh Sarkisian warned Yerevan may 
be set to declare two protocols aimed at normal-
ising relations with Turkey "null and void". The 
Armenians want to see progress from Ankara in 
implementing the protocols signed in 2009. 

The EBRD expressed an interest in the privati-
sation of the International Bank of Azerbaijan 
(IBA). The lender has been rescued twice since 
2015, most recently after defaulting on $3.3bn 
worth of foreign debt in May.

The IMF is to delay disbursing bailout funds to 
Mongolia following parliament’s vote to dismiss 
the PM and cabinet. The fund agreed $434mn as 
part of a larger $5.5bn IMF-led bailout to respond 
to the slump in growth brought on by the descent 
of commodity prices that has hurt the mining-
dependent country.

The Regions This Week
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Macedonians were the most active citizens in the 
Central and Eastern Europe (CEE) region, a Euro-
stat study shows, although activity in the country 
still fell below the average across the EU28. 

The study, which uses 2015 data, looks at the 
percentage of the adult population which said 
they had attended meetings, signed petitions, 
or otherwise participated in activities related to 
political groups, associations or parties.

The results showed that political activity was 
dramatically higher in Western Europe than in 
the east. Across the countries studied — the 
EU28 plus Iceland, Norway, Switzerland, and 
candidate countries Macedonia and Serbia 
— the Swiss revealed themselves to be the 
most active, with 26.6% saying they had been 
involved in some kind of political activity during 
the year. Switzerland was followed by France 
(24.6%), Sweden (22.1%) and the Netherlands 
(24.6%), and the top 12 places on the table were 
all occupied by West European countries. 

Macedonia was in 14th place, with 9.8% of its 
citizens saying they had been politically active, 
which was below the EU28 average of 11.9%. 

2015 saw mass protests in Macedonia against the 
former government led by the conservative VMRO-
DPMNE party after a leaked dossier revealed high-
level corruption and wiretapping of thousands 
of the country’s citizens. The political crisis that 
started in early 2015 was followed by more than  
a year of unrest, leading eventually to the 
formation of a new government in May this year. 

Macedonia and Estonia (ranked two places lower) 
were the outliers from CEE, with most countries 
from the region closer to the bottom of the ranking. 

Cypriots were the least politically active, with 
just 2.1% participating in politics, followed by 
Slovakia (2.8%), Romania (3.6%), Bulgaria (3.7%) 
and Serbia (3.9%). 

The situation has likely changed since then at 
least in Romania, where at the beginning of this 
year hundreds of thousands of people took to 
the streets in the biggest protests since the fall 
of communism. 500,000 people turned out on a 
single day, as protesters managed to force the 
government to back down over plans to weaken 
anti-corruption legislation.
 
Meanwhile, the Eurostat data also reported 
significant differences within countries, with 
those with a higher higher level of education 
tending to be more active. 20.8% of EU citizens 
with a tertiary education said they participated in 
activities related to active citizenship, compared 
to just 5.6% of those with the lowest education 
levels. People with higher incomes also tended 
to be more active citizens. 

Men tended to be slightly more active than 
women, although the opposite was true in most 
Scandinavian countries. 

Macedonians most politically active nation in CEE
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New battlefront opens  
up inside Slovak coalition

Slovakia still has a fleet of 12 Russian MiG-29 
fighters, a force that was upgraded in 2008 and 
which is maintained under a contract with Rus-
sia that runs out in autumn 2019. Neighbouring 
Hungary and Czechia operate Swedish Saab JAS-
39 Gripen fighters; while Poland flies both MiG-29 
jets and US Lockheed Martin F-16 fighters. All 
Visegrad airforces with the exception of Slovakia's 
have helped protect the airspace of the Baltic 
states, which lack supersonic jets and are the 
often subject to incursions by Russian aircraft.

Fico, a former Communist party member who is 
critical of sanctions against Russia, has in the 
past been at best lukewarm about defence mod-
ernisation. However, he has now moved decisively 
to chart Slovakia’s future as part of a potential 
inner core of the European Union, as well as a 
more serious player in Nato, which means raising 
defence spending and getting rid of Warsaw Pact 
weaponry.

"If Slovakia is interested in being at the core of the 
EU, we need to show partners that we can make 
decisions that are European,” the prime minister 
said in August with reference to the supersonic 
fighter tender.

Slovakia has pledged to raise defence spending 
from 1.1% of gross domestic product to 1.6% by 
2020, and to reach the 2% level set by Nato by 
2030. It plans to spend €6.5bn by 2030, according 
to a defence ministry strategy document.

Many defence experts are sceptical about these 

Robert Anderson in Prague

Squabbling within Slovakia’s fractious coalition 
has flared up again, this time over the longrun-
ning and vexatious issue of replacing the country’s 
Soviet-era Mig-29 supersonic jet fighters.

The quarrel threatens to once more delay Slova-
kia’s plans to modernise its defence capabilities 
and improve military co-operation with its Viseg-
rad neighbours on Nato’s eastern flank.

The coalition of social democrats (Smer), Slovak 
Nationalists (SNS) and ethnic Hungarians (Most-
Hid) was rocked in August, when Prime Minister 
Robert Fico sacked the SNS education minister 
over an EU funds scandal. Smer leader Fico and 
SNS leader Andrej Danko then agreed a truce 
earlier this month, by signing an amendment to 
their coalition agreement pledging to improve co-
operation.

However, on September 20, a simmering row over 
defence modernisation boiled over again, when 
Robert Ondrejcsak, the Most-Hid deputy defence 
minister, spoke out against plans by SNS Defence 
Minister Peter Gajdoš to prioritise spending on 
new armoured vehicles, and postpone a decision 
on how to proceed with the supersonic fighter 
tender.

Ondrejcsak wrote on his Facebook page: “Post-
poning the decision to replace MiGs means the 
prolongation of our dependency on Russia, which 
is at odds with Slovakia’s European and pro-At-
lantic orientation. I can’t identify with it, neither as 
an expert nor public person.”

Shelving the tender would be another big blow for Sweden's Saab, which makes  
the JAS-39 Gripen.
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were one country as Czechoslovakia until 1993, 
signed an agreement on joint protection of their 
airspace.

However, on becoming minister, Gajdoš reopened 
the tender with a new request for proposals, this 
time with an idea to buy rather than lease fight-
ers. Gajdoš had been asked by the cabinet to 
propose a plan for the tender by the end of Sep-
tember, but he has now sought to delay this until 
mid 2018, sparking the row with his deputy.

The Gripen is still in contention, and any shelving 
of the tender would be another big blow for Saab, 
which has also recently lost ground in a similar 
tender in Bulgaria. Lockheed Martin’s F-16 is 
also again being considered, and even Russia’s 
MiG has bid, though the minister claims its offer 
will only be looked at for comparison purposes. 
“Prolongation of the Mig-29s contract is the plan 
B, the plan A is the purchase of new jets,” he has 
said. “I won’t accept any other than a pro-Europe-
an and pro-Atlantic solution.”

Defence analysts argue that if Slovakia only starts 
thinking about a tender process in the middle of 
next year, this will not give the country enough 
time to receive new fighters before autumn 2019, 
forcing the government to prolong the Rus-
sian maintenance contract, perhaps revamp the 
MiGs once again, and delay modernisation of 
the airforce until the next decade. “I see no way 
this [tender] can happen in this timescale,” says 
Dubeci.

Ignoring the bluster, it looks clear that if Slovakia 
really wants to revamp its armed forces, it will 
soon have to make some tough choices on priori-
ties, and perhaps go back to leasing rather than 
buying, if it is also to maintain its fiscal goals and 
its European dreams. 

grand plans, regarding them as just a rhetori-
cal declaration, unrelated to budget realities or 
institutional capacity. “1.6% is just symbolic,” 
Martin Dubeci, a defence analyst close to the new 
opposition Progressive Slovakia party, told bne 
IntelliNews. “It does not reflect in any way money 
moving through the system.”

Moreover, the SNS, which controls the defence 
ministry, has in the past been sympathetic to Mos-
cow and opposed to Nato, and it remains scepti-
cal towards the EU. It also wants spending to be 
focussed on armoured vehicles, where Slovak 
firms can pick up parts contracts (and show their 
gratitude to the politicians who facilitated them).

“We need to modernise the ground forces which 
are the backbone of our military,” Gajdoš has said. 
“While we have been replacing some parts of the 
air force, the ground forces have not been re-
newed for decades.”

In 2015, under Fico’s previous single party govern-
ment, Slovakia agreed to buy nine Black Hawk 
military helicopters from Sikorski of the US for an 
estimated $260mn.

Fico’s current government agreed in May to spend 
€1.2bn on new armoured vehicles, and replace-
ment supersonic jets would cost a similar sum, 
putting the defence budget under great strain at 
a time when the finance ministry is planning to 
run a balanced budget in 2019. Fiscal discipline is 
also a key calling card for Slovakia’s dream to join 
the EU’s inner core.

Fico’s previous government was in talks to lease 
Gripens, which would have enabled Slovakia to 
co-operate more closely with neighbouring Hun-
gary and the Czech Republic, with potential cost 
savings. In February, Slovakia and Czechia, which 
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Fidesz approves  
anti-graft legislation  
to avert referendum

the country. In the latest Corruption Perceptions 
Index (CPI) released by Transparency International 
in January, Hungary dropped seven places to 
57th out of the 176 countries, examined, joining 
the ranks of the worst performers in the EU 
alongside Bulgaria, Greece, Italy and Romania.

In a report released on April 4, Freedom House 
ranked Hungary as the  least democratic country 
in Central Europe, according to the NGO.

The referendum drive was initiated by former LMP 
lawmaker Gabor Vago – secretary of the Anti-Cor-
ruption Alliance. He drew support from all opposi-
tion parties, who claim that Prosecutor General 
Peter Polt is closing his eyes to Fidesz corruption 
scandals as charges were pressed only in a few 
cases since 2010.

After Fidesz's announcement to support the ini-
tiative, Momentum announced they were launch-
ing another referendum question to recall Peter 
Polt from his post. Legal analysts say that that the 
question will likely fail the constitutional test. 

Hungary's parliament unanimously approved leg-
islation on September 19 submitted by opposition 
party Jobbik on extending the statute of limita-
tions for corruption-related crimes to 12 years. 
Fidesz MP's backed the legislation after opposi-
tion parties began a campaign to collect signa-
tures for a referendum.

Political scientists were quick to point out the 
similarity to Fidesz backing the amendment to 
force a sudden reversal on their Sunday shop-
ping ban. Parliament abolished the law in April 
2016 only a week after after the opposition Social-
ists got the go ahead to press on with a referen-
dum effort, which the ruling Fidesz party clearly 
feared could hurt its support.

On a similar note, the government ditched its 
Olympic bid in February only to avert a vote in a 
referendum after a small political movement Mo-
mentum, which later became a registered party, 
collected the signatures of more than 260,000 
Budapest residents in support of a referendum  
in a matter of weeks.

Opposition parties look set to focus their election 
campaign message on the rampant corruption in 

bne IntelliNews
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Moldova’s Liberal Party 
starts procedures to 
impeach president

him in a bathrobe monogrammed with the word 
“President” surfaced — in front of a rubbish dump. 
“Put Dodon in the garbage,” the caption says. 

However, the Socialist Party (PSRM), which 
supports Dodon, has already called Ghimpu’s 
move ridiculous, according to unimedia.info. “It 
is a ridiculous statement, characteristic of our 
clown in parliament. Mr. Ghimpu has the task of 
keeping the party in the political arena, because 
he will not be in the next parliament,” PSRM MP 
Vlad Batrincea said. One Liberal Party MP, Iurie 
Dirda, is also reported to have quit the party after 
Ghimpu’s move, saying it was “unrealistic”. 

If Ghimpu is to have any chance of succeeding, 
he will need to win over MPs from other parties 
represented in the parliament, such as the senior 
ruling Democratic Party (PD), the Communists or 
the Liberal Democratic Party (PLDM). 

Considering the latest events on the Moldovan 
political scene, the Democrats would have 
reasons to back the Liberal Party’s move. Dodon 
has already rejected twice the government’s 
nomination for the defence minister, Eufen Sturza, 
according to Unimedia. Dodon has also sent 12 
bills back to the parliament.

However, while the pro-EU Democratic Party 
has clashed with Dodon, who is taking steps to 
strengthen Moldova’s relationship with Russia, 
there has been speculation in the Moldovan media 
that the relationship between the party, headed by 
the unpopular oligarch Vlad Pahotniuc, and Dodon 

Moldova’s Liberal Party proposed to the 
parliament on September 21 that President Igor 
Dodon should be suspended and a referendum 
on his dismissal should be held, the party 
announced.

The party previously tried to impeach the 
president but did not manage to gather the 
needed signatures, and is likely to struggle 
again this time. According to Moldovan law, the 
signatures of one third of MPs are needed to 
initiate procedures to dismiss the president, and 
the votes of two-thirds are needed to dismiss the 
president. However, the Liberal Party currently 
has just 11 seats in the 101-seat parliament.

The party has made a raft of accusations against 
pro-Russian Dodon, accusing him of breaching 
the constitution by making statements against 
the Moldovan state, insulting those who support 
reunification with Romania and opposing the 
participation of Moldovan troops in a military 
exercise in Ukraine.

The document posted on the party’s website also 
claims Dodon violated the constitution when he 
congratulated Vadim Krasnoselsky on winning 
the presidential elections in Transnistria, thus 
recognising the legality of the elections in the 
breakaway Moldovan republic.

In a video posted on the party’s website, its leader 
Marian Ghimpu is shown in the parliament 
brandishing a photo of Dodon in a bathrobe —  
the president was widely mocked when pictures of 

Carmen Simion in Bucharest Liberal Party leader Marian Ghimpu calls for vote on dismissal of President Igor Dodon.
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analyse the breach. Then, the findings are sent 
to the Constitutional Court which decides on 
the circumstances and them the parliament 
can make a decision,” Candu said, according to 
deschide.md.

“Even if an impeachment decision is adopted, 
which can last up to 30 days, a referendum should 
be organised. It is more complicated than a 
simple PR action such as that of our colleagues 
from the Liberal Party,” he added. 

is not that bad, and that the two could even be 
collaborating behind the scenes. 

Nonetheless, parliament speaker and Democratic 
MP Andrian Candu has already called the Liberal 
Party’s initiative a PR move.

“The president’s resignation, or better said 
the suspension through impeachment, is a 
more complicated procedure, it is not carried 
out only through a decision. According to the 
procedure, a commission should be set up to 

Slovenians prepare  
to vote in referendum  
on Koper-Divaca railway 
expansion

Polls show a majority of Slovenians are likely to 
vote in favour of the project going ahead. However, 
an upset would be a heavy blow against Slovenian 
Prime Minister Miro Cerar's government ahead of 
the 2018 general election. 

Cerar has argued since the outset that the referen-
dum is politically motivated. He says the project will 
accelerate the country’s economic growth, create new 
jobs and improve infrastructure. According to the rul-
ing Modern Centre Party (SMC), the main argument 
in support of the law on the project is the fact that the 
rail track will be financed not only by taxpayers, but 
also by those who will benefit most from it, and that 
an independent body will supervise its construction.

However, opponents claim that the project is too 
expensive, that it will harm taxpayers and jeopard-
ise the environment. 

Slovenia will hold a referendum to ask citizens to 
approve a €1bn project on the expansion of the 
rail link between the port of Koper and the inland 
hub of Divaca on September 24. 

The Koper-Divaca railway is strategically impor-
tant as it connects the capital Ljubljana with the 
country’s sole Adriatic port, Koper. This is also 
the main maritime gateway for Hungary, handling 
over three-quarters of its container trans-ship-
ments. 

Slovenia’s largest planned infrastructure project, 
the railway faces opposition from some within the 
country. The biggest opponents of the project are 
lobby group Taxpayers Standing Our Ground and 
the main opposition Slovenian Democratic Party 
(SDS), which claim that the project would cost  
too much. 

bne IntelliNews Slovenia's Koper port. The government wants to build a second rail track linking the port 
to the inland hub of Divaca.
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parties such as the Christian Socialists of 
Slovenia — Krek's Socialists, the Party of 
Equal Lands, Greens of Slovenia, the Christian 
Democratic Party, Voice for Children and 
Families and the Pirate Party. Numerous  
NGOs are also against the project.

They have been campaigning against Cerar’s SMC, 
the Social Democrats (SD) and the Union of Pen-
sioners' Associations, which have spearheaded 
the campaign for a yes vote. 

A poll by daily Delo published by local media on 
September 4 found that 73% of respondents sup-
ported plans to build the second track of the rail-
way, although only 45% definitely planned to turn 
out and vote, RTV Slovenija reported. 

The Taxpayers Standing Our Ground managed to 
mobilise over 40,000 Slovenians to sign a petition 
calling for the referendum, after which the parlia-
ment voted on July 4 to allow the referendum to 
take place.

Opposition remains strong, with 19 of the 32 
groups and parties officially registered for the 
referendum campaign declaring themselves to be 
against the project, according to a list published 
by Slovenian Press Agency (STA).

Aside from Taxpayers Standing Our Ground and 
the SDS, opponents include several opposition 
parties represented in the parliament — 
the Christian Democrats (NSi) and the Left 
opposition parties — plus non-parliamentary 
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high-quality roads in Russia is a pitiful 5,000 km, 
compared with 125,000 km in China. A US study 
conducted some years ago found that each dollar 
invested in roads can add as much as $6 to GDP. 
The number for Russia must be very different as 
the cost of building a kilometre of road in Moscow 
is ten times higher than building the same in 
Germany, but new roads remain an economic 
multiplier at any cost.

Meanwhile, the government's own spending 
on infrastructure has been declining. In 2012, 
it accounted for 3.7% of GDP, but in 2016 that 
figure was reduced to 2.5%, according to the 
government.

Independent sources paint an even grimmer 
picture. According to the World Bank, public 
expenditure on infrastructure amounted to 
less than 1.0% of GDP per year in 2012-2014, 
compared to investment needs of around $1 
trillion or 75% of Russia’s 2015 GDP.

“Depreciation of capital stock, particularly in 
transport, energy, public utilities, and social 
infrastructure, is the main driver of the need 
for major infrastructure investment,” says the 
January 2017 report. It stresses that “inadequate 
infrastructure poses major challenges to economic 
growth”, dragging down firms’ profits because 
higher transport costs, as well as limiting labour 
mobility and the population’s access to services.

At the same time, private investment in the sector 
has fallen short of expectations. According to 

Eastern Europe

Kremlin to launch 
massive infrastructure 
projects in 2018

Vladimir Kozlov in Moscow

The Russian government plans to launch a series 
of massive infrastructure projects after the 2018 
presidential election, addressing a significant 
shortfall the country is facing.

Russia’s economic development ministry  
prepared a road map for an "infrastructure 
mortgage" system that includes 18 measures 
aimed at lowering risks of potential investors  
in infrastructure projects.

In effect the government is returning to a previous 
plan launched at the start of 2008. Those were the 
golden days for Russia. Inflation had just fallen 
into single figures for the first time since the fall 
of the Soviet Union and with oil prices over $100 
per barrel the state was swimming in money. At 
the start of that year the Kremlin announced a 
$1 trillion infrastructure investment programme 
that would have transformed the country. The 
collapse of Lehman Brothers later the same year 
scuppered the dream.

Today the government has been forced to run a 
very tight ship and cut budgetary expenses to the 
bone. To raise the necessary investment capital 
it aims to attract private capital to infrastructure 
projects and provided state guarantees, although 
the specifics are not known yet.

Russia is in dire need of infrastructure investment 
and the bad state of its road network is having 
a negative impact on the economy, but the 
implementation of mooted major projects would 
boost a number of industries. The total length of 
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Russian oligarch Prokhorov sells Snob,  
his last media asset

The tycoon recently made a slapstick appear-
ance on the popular US Late Show with Stephen 
Colbert, which the sources of the daily tie with 
Phokhorov's re-branding as an American busi-
nessman.

Bloomberg estimated Prokhorov's assets in the US, 
that include Brooklyn Nets basketball club and real 
estate development companies, at $2.2bn, while 
the value of his Russian assets has been trimmed 
to $1.8bn. In 2011 Prokhorov was Russia's third 
richest man worth $18bn according to Forbes.
 
His downfall is linked by Vedomosti to Prokhorov's 
short-lived political ambitions in 2012, investiga-
tions of the RBC holding that were hostile to Presi-
dent Vladimir Putin and his family, and the conflict 
his team in Quadra had with the notorious oilman 
Igor Sechin, which culminated in searches in 
Quadra's and Oneksim's offices in March 2016. 

The Oneksim group that belongs to Russian 
tycoon Mikhail Prokhorov has sold 100% of Snob 
Media publisher to the head of the group Maria 
Gevorkyan.

Snob was the last media asset left in Prokhorov's 
portfolio, as he previously sold RBC media holding 
and business news portal in the continuous dis-
posal of assets that started in summer 2016.

Apart from Snob and RBC, Prokhorov chipped 
away at his  stake in aluminum major Rusal,  
and sold fertiliser major Uralkali, as well as  
other assets”.

Vedomosti daily on September 21 recalled that 
unconfirmed reports in 2016 suggested that the 
signal to sell assets in Russia for ex-presidential 
candidate Prokhorov came with an "imperative 
recommendation" from Kremlin.

bne IntelliNews

consulting firm Infraonе, investors could pump 
between RUB2.3 trillion ($39.6bn) and RUB2.4 
trillion into infrastructure projects, but, because 
of various obstacles, the actual investment figure 
will be between RUB527bn and RUB545bn. The 
estimated value of needed investment is about 
RUB5.8 trillion ($100bn).

One of the main obstacles is high interest rates 
charged by banks on loans for infrastructure 
projects – something that the road map is 
expected to address.

Another idea is the introduction of TIF (Tax 
Increment Financing), which would allow 
investors to compensate their spending by taxes 
collected from infrastructure objects.

The government also expects to lure investors  
by easing of control procedures and facilitating 
VAT return.

Building information modelling (BIM) is to be used 
to ensure transparency, allowing very participant 
in a specific project to obtain full information 
about it.

Although the proposed measures look good 
enough, they are unlikely to immediately bring 
huge amounts of cash into infrastructure 
projects. Many obstacles still lie ahead, such as 
an insufficient number of professional capable of 
running projects and poor investment climate in  
a number of regions. 
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Rouhani slams Trump 
UN speech as “ignorant, 
absurd and hateful”

His intransigence and depiction of Iran as a "cor-
rupt dictatorship" and "exporter of violence" is bad 
news for US companies who can only stand by as 
counterparts from the EU and other parts of the 
world arrive in the country to snap up JCPOA-per-
mitted trade and investment opportunities. Ameri-
can aircraft giant Boeing stands to lose many bil-
lions of dollars of business with Iranian airlines if 
there is no change in the White House’s Iran policy.

Given the unprecedented vitriol of Trump’s remarks 
at the UN, which included a threat to “totally 
destroy” North Korea should Pyongyang persist in 
building up its nuclear weapons programme, some 
observers automatically assumed that the US presi-
dent would now quickly move to withdraw Wash-
ington from the JCPOA. However, there have been 
indications that that will necessarily be the case.
 
Late on September 19, UK Foreign Secretary Bo-
ris Johnson told The Guardian: “We are continual-
ly urging the Americans not to tear it up. I have to 
tell you the odds are perhaps 50-50.” The next day 
US envoy to the UN Nikki Haley told CBS News 
that Trump's remarks were "not a clear signal 
that he plans to withdraw”, adding: "What it is, is  
a clear signal that he's not happy with the deal." 

Under the JCPOA terms, the US president is 
asked to certify Iranian compliance with the deal 
every 90 days. The next certification is due in mid-
October. If Trump does not certify the agreement, 
under which Iran radically scaled down its nuclear 
programme in exchange for relief from crippling 
economic sanctions, the US Congress would have 
60 days to decide whether to reimpose US sanc-

bne IntelliNews

Iranian President Hassan Rouhani hit back at Don-
ald Trump on September 20, questioning the US 
president’s credibility and dignity following the bel-
licose address he gave to the UN General Assembly 
the previous day, conflating Iran with North Korea.

Rouhani, in his own address to the assembly 
in New York, referred to Trump as a “rogue 
newcomer to international politics” and said it 
would be a “great pity” if the nuclear deal with 
Tehran, seen as effective by all the major powers 
except the US, was to be wrecked by his White 
House administration. 

Trump’s speech was also deplored by Rouhani 
as "ignorant, absurd and hateful rhetoric" which 
was "unfit to be heard at the United Nations". In 
a tweeted response to Trump shortly after his ad-
dress, Iranian Foreign Minister Mohammad Javad 
Zarif referred to “hate speech” that should be 
seen as “medieval”.

Rouhani said that the 2015 deal – formally the 
Joint Comprehensive Plan of Action (JCPOA) 
and signed in Vienna by Iran, the Barack Obama 
administration, France, the UK, Germany, China 
and Russia and since certified eight times by the 
International Atomic Energy Authority (IAEA) for 
compliance – could become “a new model for 
international relations”. 

But Trump, in what was his first address to the 
UN General Assembly, called the nuclear deal 
with Tehran “an embarrassment” that is “one of 
the worst and most one-sided transactions the 
United States has ever entered into”.

In an interview with NBC after he hit back at Trump's UN addresss, Rouhani said the 
US will pay a "high price" if it "tramples" on the nuclear deal because other countries 
would no longer trust it in negotiating bilateral and multilateral agreements.
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German Chancellor Angela Merkel also criticised 
Trump’s UN speech, telling Deutsche Welle that 
“I am against threats of this kind”, while Russian 
Foreign Minister Sergei Lavrov rebuked Trump, 
saying: “It’s extremely worrying… We will defend 
this document, this consensus, which was met 
with relief by the entire international community 
and genuinely strengthened both regional and 
international security.”

Meanwhile, UK Prime Minister Theresa May, hav-
ing voiced her support for the JCPOA as “highly 
important”, met Rouhani on the sidelines of the 
UN General Assembly and called for an expan-
sion of ties between Tehran and London, Iran Front 
Page reported on September 20. Its report added 
that Rouhani remarked that facilitating banking re-
lations between Iran and the UK could pave the way 
for further economic ties between the two sides.

London has been noticeably slow in arranging for 
such banking links since the nuclear deal came 
into effect at the start of 2016. Observers note the 
UK government is treading a fine line between se-
curing post-Brexit business potential in the Islamic 
Republic and not upsetting the special relationship 
– and the likelihood of a quickly arranged US-UK 
trade deal once the British leave the EU – by an-
gering the current occupant of the Oval Office. 

tions. But if it failed to make a decision, the mat-
ter would pass back to Trump for a decisive move.

There is also a scenario in which Iran and the ma-
jor powers minus the US could continue with the 
JCPOA even without US involvement. French Presi-
dent Emmanuel Macron has led efforts to medi-
ate between Tehran and Washington, saying that 
renouncing the deal could eventually set the scene 
for a nuclear standoff as tense as the situation on 
the Korean peninsula. “Renouncing it would be a 
grave error, not respecting it would be irresponsi-
ble, because it is a good accord that is essential to 
peace at a time where the risk of an infernal con-
flagration cannot be excluded,” he said.

At a press briefing, Macron talked of adding new 
“pillars” to the international community’s relations 
with Iran. These would mean restrictions on Teh-
ran’s development of ballistic missiles – something 
that particularly unnerves Israel – and the working 
up of a follow-on deal that would apply after major 
elements of the JCPOA expire in 2025. The French 
president also said an “open discussion with Iran” 
was needed to look at the current situation in the 
Middle East. Trump has been angered by Iran’s 
expansion of influence and growing military sup-
port of allied militias in the Syria conflict and other 
hostilities, such as the war in Yemen.
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Kyrgyzstan and Kazakhstan have exchanged 
recriminations and notes of diplomatic protest fol-
lowing Kazakh President Nursultan Nazarbayev's 
controversial meeting with a leading Kyrgyz presi-
dential candidate, Omurbek Babanov, ahead of the 
Kyrgyz election scheduled for October 15. Bishkek 
called the encounter a form of meddling in Kyr-
gyzstan’s internal politics.

The row ignited after the Kazakh president’s press 
office issued a statement which gave the impres-
sion that the meeting was one between leaders of 
equal standing. The dispute grew on September 
20, a day after the meeting, when Kyrgyzstan’s 
foreign ministry issued an angry statement.

"The Kyrgyz side considers the statements [made 
at the meeting] and the wide coverage of the 
meeting by the Kazakh side as an attempt to 
influence the choice of Kyrgyzstan's people and as 
an interference in Kyrgyzstan's internal affairs," 
the Kyrgyz ministry said.

“Meetings of the head of state with prominent pol-
iticians and leaders of political parties of different 
countries at their request take place on a regular 
basis and fully comply with international practice,” 
the Kazakh foreign ministry responded.

The election campaign is currently in full swing 
in Kyrgyzstan. Abdyjapar Bekmatov, a member 
of Kyrgyzstan's Central Election Commission, 
told RFE/RL that the commission would issue its 
own assessment of the meeting after it assessed 

whether it was actually linked to Babanov’s elec-
tion campaign. Babanov, an ex-prime minister, is 
representing the Respublika party in the election.

The dispute is taking place amid efforts by the 
reformist Uzbek President Shavkat Mirziyoyev to 
reinvigorate cooperation across Central Asia. If 
the two sides end up blowing the row out of pro-
portion, his strategy may be undermined.

The controversy over what could be taken by ob-
servers to be Nazarbayev expressing his support 
for Babanov compares to Kyrgyz President Almaz-
bek Atambayev’s own very public backing for 
another candidate - the Social Democratic Party’s 
(SDP) Sooranbai Jeenbekov, another ex-PM.

Atambayev has described Jeenbekov as a “friend” 
who he hopes “will carry on my affairs and finish 
what I have undertaken”. Moreover, when criticised 
for giving such open support to the SDP candidate, 
Atambayev warned his critics he would punish any-
one who caused "disturbances" in trying to prevent 
Jeenbekov from winning the election.

The Kyrgyz president is barred by the constitution 
from running for a second term. While Atambayev 
has repeatedly stated his intention to pursue 
no further political office, his critics suspect he 
hopes to appoint his own loyal prime minister and 
possibly manipulate the presidential election in 
favour of his chosen candidate.

Campaigning for the presidency of the landlocked 

Row over Nazarbayev's 
“meddling” in Kyrgyz 
election worsens

Was Kazakh President Nursultan Nazarbayev meddling in the Kyrgyz presidential election 
by meeting with candidate Omurbek Babanov? Bishkek certainly seems to think so.
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country of six million officially got under way on 
September 10 with a total of 13 candidates reg-
istered for the election. The elections will test 
Kyrgyzstan’s commitment to democracy. The 
country's two previous regimes, excluding Roza 
Otunbayeva’s interim government in 2010, were 
toppled by violent revolutions, bringing down the 
administrations of Askar Akayev in 2005 and Kur-
manbek Bakiyev in 2010.

Atambayev’s recent crackdowns on opposition 
members and media, including a number of ar-
rests, raise concerns that Kyrgyzstan is moving 
away from the democratic path set out follow-
ing the revolutions and may face another violent 
regime change, which some analysts say could 
potentially cement the country as a failed state. 
The ex-Soviet country has already fallen back into 
the category of consolidated authoritarian regime, 

according to Freedom House’s Nations in Transit 
2017 report.

Nonetheless, Atambayev stressed Kyrgyzstan’s 
commitment to democracy at the  United Nations 
General Assembly on September 20.

"Peace, harmony, and stability - these are our 
main achievements of the last years. The country 
is changing before our eyes. Today, the Kyrgyz 
Republic is the first and the only country in post-
Soviet Central Asia with parliamentary democ-
racy,” Atambayev told the assembly.

"I am proud of my freedom-loving people, who have 
staged two national revolutions against dictatorial 
regimes over the last 12 years and have proven that 
the people are the only possible source of power in 
the Kyrgyz Republic,” he added. 
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Mark Galeotti of the Institute of International 
Relations Prague 

Russia’s military exercise, Zapad, wargamed a 
full-scale conventional defence against an ad-
vanced enemy – Nato by any other name – in 
land, sea, and air operations. Despite exaggerated 
concerns that this would be some pretext for an 
invasion, Zapad turned out to be exactly what one 
would have expected: a genuine test of Russia’s 
capabilities, a showcase for its advanced systems, 
and a piece of political theatre for domestic and 
foreign consumption. As usual, the “home” side  
is winning, but how well is it really doing?

The quadrennial Zapad (West) exercises are just 
part of a wider complex of activities, including 
snap inspections and drills and several other joint 
exercises, including Combat Commonwealth in 
Central Asia and Russo-Chinese Joint Sea na-
val drills further east. Together, they are meant 
to both measure and display Russia’s capability 
to inflict serious amounts of pain on the enemy 
using a full array of capabilities, from long-range 
missile strikes to close-quarters land battle. 
While there is little real difference between “of-
fensive” and “defensive” capacities, what is strik-
ing is that the scenario being played out is about 
compelling an external aggressor – one which 
began the conflict through stirring up local unrest, 
before escalating to full invasion – to withdraw.

This does not mean that President Vladimir Pu-
tin’s Kremlin is a much-maligned commune full 
of pacifists, especially given the aggressive politi-
cal intent discussed below. But it does reinforce 
the basic point that, even if based on a serious 

misunderstanding of events around the world 
such as the Ukrainian revolution (which it regards 
as a European power grab and an American plot), 
it feels it is at threat.

This helps explain, in part, Putin’s continued 
determination to spend more than Russia needs 
or should on its military. However, a concentration 
on buying new equipment, perhaps reflecting a 
desire to cushion the country’s defence industries, 
is distorting the overall effect.

The defence budget shrunk by 5-7% this year 
(the official figure is 7%, but there are reasons to 
suspect a little creative accounting) and is due to 
shrink again in 2018. Putin claimed that next year’s 
plan “includes military budget cuts, yet it will have 
no effect on the rearmament of our army and navy”.

However, there is no way Russia will meet its am-
bitious original target of modernising 70% of its 
Soviet-era kit by 2020 (which would require 10% 
year-on-year increases in spending). Already, a 
number of projects have been quietly pushed back 
or scaled down on financial grounds, such as the 
Tupolev PAK DA stealth bomber, originally to be 
fielded in 2020, now 2025.

Besides which, if procurement is to be ring-
fenced, then the cuts will fall disproportionately 
on training, maintenance, and pay and conditions 
for officers and men. As new, advanced systems 
such as the T-14 Armata tank, S-500 anti-aircraft 
missile complex and drones come into service, 

Russia balances war-
games with mindgames 
in Zapad exercises

Opinion

Zapad wargames a a full-scale conventional defence against an advanced enemy 
in land, sea, and air operations.

www.intellinews.com I Page 22September 22, 2017 



the technical skills of Russia’s soldiers will be 
tested as never before. With half of them still 
conscripts, serving short, 12-month terms, this 
burden will largely fall on the professionals. If pay 
and conditions suffer, as well as training, it will 
be harder to recruit and retain qualified person-
nel, and also to bring their skills to the required 
standard.

There is also a double bind over arms exports. 
Exercises such as Zapad, as well as ongoing op-
erations in Syria, are also opportunities to show 
the armies of the world what Russia can offer. 
Aircraft such as the Sukhoi Su-35 and Su-30M, 
which have played a major role in Syria, have been 
selling well, for example.

Exports play a crucial role in supporting research 
and development and keeping the defence indus-
tries tooled up and solvent. According to Dmitry 
Shugaev, Director of the Federal Service for Mili-
tary and Technical Cooperation, as of the end of 
August, the book order figure is $47bn-50bn in 
exports, with combat aircraft accounting for half 
of this.

This is a serious lifeline, but as a result, Russia’s 
own procurement needs often take second place. 
Some modernisation programmes are behind for 
structural reasons (such as the loss of the gas 
turbines needed for new frigates, which used to 
be imported from Ukraine), some for technical 
reasons (such as Sarmat RS-28 ICBM), but others 
are simply backlogged behind export sales.

For all that, 17 years of attention paid to the Rus-
sian military has certainly not been without ef-
fect. It is now not only better-equipped than ever 
before, it is also better trained and disciplined. 

The days when the military was better known 
for alcoholism, bullying and embezzlement than 
anything else are gone. Even so, this is essentially 
a regional force, able to fight short, sharp high-in-
tensity wars such as that modelled by Zapad, and 
also limited out-of-area deployments such as in 
Syria. That makes it eminently capable of bullying 
neighbouring states not under the Nato umbrella, 
as Ukraine and Georgia have discovered. It also 
gives Putin a greater ability to assert his case for 
Russia as a major power, and a counterweight to 
American “hegemony”.

Yet how far is this true, and how far a well-man-
aged bluff? The panic that greeted Zapad in some 
quarters – variously presented as a platform for 
an invasion of Poland, the Baltic States, Belarus 
or Ukraine – is in part bad Western analysis and in 
part shrewd politics. Either way, it has positioned 
Russia in the public eye and political mind as a 
world-class military power. For a president whose 
geopolitics depend so much on equals parts 
mindgames and intimidation, he can hardly com-
plain about that.

So while Zapad demonstrates the existential fears 
at the heart of Russian policy, which help drive it 
to its current campaigns of aggressive subversion, 
it also shows the progress that has been made 
in rebuilding Russia’s military strength – and the 
extent to which Putin is relying on hype and hy-
perbole to make up for the rest. 

Mark Galeotti is a senior researcher at the Institute 
of International Relations Prague and the director 
of Mayak Intelligence. He blogs at In Moscow’s 
Shadows and tweets as @MarkGaleotti.

Opinion
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Second phase  
of Izmir container  
port completed

SOCAR Turkey on September 19 announced the completion of 
the second and final phase construction of a $450m deepwater 
container port in Turkey that is the largest such facility in the 
Aegean region.

The company, a subsidiary of the State Oil Company of the 
Azerbaijan Republic (SOCAR), decided on constructing the 
infrastructure near Izmir partly to assist the export plans of sole 
major Turkish petrochemical producer Petkim, for which SOCAR 
Turkey is investing towards $20bn in rolling out a petrochemical 
production “supersite”.

However, with a capacity of 1.5m-TEU (20-feet equivalent units), 
APM Terminals Izmir should become a clear rival to Greece’s  
Piraeus Port for the full scope of container shipments.

SOCAR Turkey, itself owned by SOCAR, owns 70% of the port while 
investment bank Goldman Sachs owns 30% of the port through 
Petkim unit Petkim Limancilik (Petlim), with Azerbaijani state-
controlled SOCAR holding the rest.

Albania calls tender for 
Fier and Vlora bypass

The Albanian Ministry of Energy and Infrastructure has called a 
pre-qualification tender in a renewed procedure for the Fier and 
Vlora bypass project, the European Bank for Reconstruction and 
Development (EBRD), which is co-financing the project, said.

The Fier and Vlora bypasses were expected to be completed in 2016 
and October 2017 respectively, but the completion was delayed 
due to various problems. The bypasses will help improve regional 
integration, facilitate trade and economic growth, and support 
tourism development in southern Albania.

The tender refers to works associated with the construction of the 
Fier-Levan road and mainly concerns the construction of the Fier 
by-pass. The length of the Fier-Levan road is about 22 km, the 
EBRD said in a statement on September 19.

This project is part of the construction of the north-south corridor 
that crosses the country from the border with Montenegro to the 
border with Greece.

bne: 
Infrastructure
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Telia to pay $965mn  
to settle Uzbek  
bribery case

Swedish telecom carrier Telia and its Uzbek subsidiary Coscom 
LLC have agreed to pay a global foreign bribery penalty amount-
ing to $965mn to resolve charges related to hundreds of millions of 
dollars in bribes paid out to enter Uzbekistan’s mobile market, US 
prosecutors said on September 21.

Telia, along with Russian VimpelCom (now VEON) and MTS, have 
been pursued by prosecutors for bribing entities connected to 
Gulnara Karimova, the now disgraced eldest daughter of late Uzbek 
President Islam Karimov, to win licences to operate 3G and 4G ser-
vices on the Uzbek mobile market. VimpelCom was fined $795m by 
US and Dutch authorities for the bribes it paid in Uzbekistan. Telia 
gave over $331mn in bribes to an Uzbek official between 2007 and 
2010, according to Joon Kim, acting US attorney for Manhattan.

The official who received the bribes was a close relative of a high-
ranking government official who had influence over the Uzbek gov-
ernmental body that regulated the telecom industry, he added.

Telia’s settlement includes $548mn in criminal penalties split be-
tween the US and the Netherlands and another $457mn for dis-
gorgement of profits to the US Securities and Exchange Commis-
sion (SEC). However, the SEC agreed to credit a $40mn amount in 
forfeiture paid to the US Department of Justice as part of its agree-
ment with Telia and, thus, brought the total size of the settlement 
down to $965mn.

Telia sells another 7% 
of Turkcell

Sonera Holding B.V., a wholly owned subsidiary of Sweden's Telia 
Company AB, has launched an accelerated bookbuilding offering 
for institutional investors of approximately 153.5 million shares in 
Turkey’s largest mobile operator Turkcell, representing approxi-
mately 7.0% of Turkcell’s issued share capital, Telia announced  
in a statement on September 18.

Telia Company’s total interest in Turkcell is approximately 31% of 
its issued share capital, comprising of a 7% direct stake and a 24% 
indirect stake. If all the offered shares are sold, Telia Company 
would retain only its 24% indirect stake.

"The proposed sale of a portion of Telia Company's shareholding in 
Turkcell is consistent with the strategy to focus on operations in the 
Nordics and Baltics," Telia said.
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EBRD expresses 
interest in 
Azerbaijan’s IBA

The European Bank for Reconstruction and Development (EBRD) 
has expressed an interest in the announced privatisation of the 
International Bank of Azerbaijan (IBA), Azerbaijani Finance Minister 
Samir Sharifov has stated according to APA news agency.

The state-owned lender is the country's largest bank but has been 
teetering on the edge since a steep depreciation of the national 
currency that started in 2015 aggravated pre-existing problems with 
non-performing loans and a faulty business model that consisted 
of borrowing externally in foreign currency and lending internally 
in manats. The lender has been rescued twice since 2015, most 
recently after defaulting on $3.3bn worth of foreign debt in May.

The Azerbaijani state now holds more than 80% of the lender's 
shares - up from 51% before the 2015 crisis - and the plan all 
along has been to clean up the bank's balance sheet, repay its debt 
through a combination of state and company bonds and privatise it.

bne:Banker

Nordea mulls quitting 
Russia

 

Sweden's Nordea Bank is considering quitting Russia, Vedomosti 
reported on September 19.

According to the report, Nordea shareholders have been talking 
to potential buyers, but selling such a large asset at a good price 
could be problematic at the moment, so the sale of the lender's 
RUB116.3bn (€1.7bn) loan portfolio may also be an option. Local 
lenders Loko Bank and Sovkombank were mentioned as possible 
buyers.

The presence of foreign lenders in the Russian banking sector has 
been recently declining. In 2008, foreign banks accounted for 6.1% 
of the industry, and by 2016, the figure shrank to 3.8%. State-run 
banks' stepping up of activities is considered to be the main reason 
making foreign banks uncomfortable to operate in Russia. Barclays 
and Deutsche Bank are among those foreign lenders which have 
recently scaled down their Russian operations.

With total assets of RUB210.7bn, Nordea is ranked as Russia's 
39th largest bank.
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Ukraine plans $3bn 
Eurobond placement  
in 2018

Ukraine will seek to place Eurobonds for UAH90.3bn or around 
$3bn (under the forecast hryvnia exchange rate of UAH30.10 per US 
dollar) in 2018 with 10- and 15-year maturity, according to the draft 
bill on the national budget of Ukraine for 2018.

The sum is outlined in the attachment to the budget bill that has 
just been posted on the website of the country's parliament, the 
Verkhovna Rada, Interfax news agency reported on September 19.

Earlier, the country's Finance Minister Oleksandr Danyliuk said 
that the Ukrainian authorities will borrow up to $2bn on the foreign 
market in 2018, and the same amount in 2019. According to the 
minister, the International Monetary Fund (IMF)'s programme 
agreed with Kyiv in 2015 contains such a possibility. "These are 
our benchmarks. Of course, the sums could differ," Interfax news 
agency quoted him as saying.

On September 18, Ukraine placed $3bn in 15-year Eurobonds at 
7.375% per annum, after Kyiv mandated JP Morgan, BNP Paribas 
and Goldman Sachs as bookrunners for its new Eurobonds issue. 
The deal has become the first market placement for the country 
since the victory of the popular uprising in February 2014. 

In 2018, Kyiv also intends to raise around $30mn from the 
International Bank for Reconstruction and Development (IBDR)  
to finance the general fund of the national budget, according to  
the draft budget bill.

bne:Credit

DTEK could seek 
refinancing in 2018

Ukraine's leading coal and power holding DTEK could seek 
refinancing of its debt in 2018 after a successful return of Ukraine 
to the foreign borrowing market, the company's CEO Maksym 
Timchenko told reporters on September 20.

"We are all in anticipation of the indicator on the placement of 
Ukrainian securities, which is a litmus test for the cost of debt for 
corporate placements," Interfax news agency quoted Timchenko 
as saying. "If the situation is the same and it improves in Ukraine, 
then, of course, we will consider the possibility of various options 
for refinancing or other ways to manage our debt in 2018."

DTEK completed the restructuring of its Eurobonds at end-2016. 
The company, which is owned by billionaire Rinat Akhmetov, 
converted a set of old Eurobonds ($160mn maturing in March 
2018 and $750mn maturing in April 2018) into a single issue now 
maturing in December 2024.
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