
 

Head of EM Strategy, Ex Africa 

Timothy Ash 

Timothy.Ash@standardbank.com 

+44(0)203 145 6511 
 
 

This material is "non-independent 

research". Non-independent 

research is a "marketing 

communication" as defined in the 

UK FCA Handbook. It has not been 

prepared in accordance with the full 

legal requirements designed to 

promote independence of research 

and is not subject to any prohibition 

on dealing ahead of the 

dissemination of investment 

research. 
 
 

www.standardbank.com  
 

  
  

  

13 January 2015 

C
E
E
M
E
A
 | 
S
tr
a
te
g
y
 

S
o
v
e
re
ig
n
 u
p
d
a
te
 

 
 

Russia/Ukraine  Views 

from stateside 

Summary 

I spent the past week in the US, marketing and also attending the EMTA session in New 

York. Quite obviously Russia and Ukraine remained a central focal point for discussion 

amongst investors. In the attached text I provide a Q&A format for the issues which were 

raised. A broad summery of my concluding remarks are attached as per the bullets below: 

� Oil prices will continue to have a negative bias, reflective of inventory levels and the 

drive of Saudi Arabia to impart a new structural supply shift in the industry.  

� Lower oil prices bring winners and losers, but EM should adjust/adapt, and sustained 

lower oil prices might actually re-focus the attention of EM countries on the need for 

reform --- Russia comes into mind therein. 

� We think the lull in the Ukraine-Russia crisis will be temporary, and expect a 

resumption of tensions in the Spring. It is difficult to see room for an easy 

solution/compromise when the two sides’ fundamental positions stand diametrically 

opposed. 

� The West may be slow to impose new sanctions on Russia for its actions  in Ukraine, 

but existing sanctions will prove sticky and slow to be lifted, unless Russia shows a 

willingness to show concrete efforts towards de-escalation in Ukraine --- and as we 

noted above this seems unlikely. 

� The Russian economy has been badly impacted by sanctions and lower oil prices, but 

President Putin appears secure. External forces will likely be blamed for a weaker 

economy, and any short term lull to allow policy makers to stabilise the economy at 

home, will likely soon see refocus on delivery of Russia’s strategic objectives in 

Ukraine. 

� Evidence suggests that Russian policy makers are bracing themselves for a long run 

battle with the West over Ukraine. We think that as FX liquidity drops, and given the 

extent of the on-going recession that more Russian entities will seek to restructure 

their external liabilities. Russia’s sovereign ratings will continue to deteriorate. 

� We expect President Putin to reshuffle his government, with the incumbent prime 

minister, Medvedev likely losing his position. The market will want a reformer, like 

Alexei Kudrin appointed in his place, but could well be disappointed by a more neutral 

appointment. 

� PSI in Ukraine appears increasingly likely, as official creditors (short of cash) look to 

spread the burden and to generate a positive confidence shock. 
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Introduction  

EMTA sets the stage 

I spent the past week in the US, marketing and also attending the EMTA session in 

New York. Quite obviously Russia and Ukraine remained a central focal point for 

discussion amongst investors. Herein I provide some quick take outs from the trip. 

As a starting point, EMTA organised a session on ‘‘Oil and geopolitics’’, with yours truly 

speaking, but therein the highlight rather being a presentation from Dr Gary Ross, of 

PIRA, a well-known energy sector consultancy. Dr Ross’ broad conclusions were that oil 

prices are likely to continue to have a negative bias for the next few months, as 

reflected in inventory levels and also by the perception that Saudi Arabia still appears 

determined to drive out higher cost production from the oil market, and to impart a 

structural shift in the industry back towards more traditional suppliers. Oil prices are 

likely to eventually rally back, but someway short of previous highs, and likely well 

below the USD100 per barrel mark to which global markets had grown accustomed 

over the past 3-4 years. My read therein is that investors, and EM economies, likely 

better get used to a period of lower oil and commodity prices. 

Lower oil and commodity prices --- say settling back around USD50-60 a barrel level 

over the medium term - clearly brings winners (importers, e.g. in Europe, and Asia) and 

losers (CIS, ME, Mexico/Venezuela, parts of Africa) in Emerging Markets. But lower oil 

prices also bring benefits to global consumers --- likely boosting disposable incomes and 

hence demand, and perhaps even global growth (the IMF has predicted that lower oil 

prices could boost World GDP growth by 0.3-0.7%), which should ultimately also be 

beneficial to EM through the demand channel.  

Ultimately EM can get use to lower oil prices and it is not universally bad --- it will buoy 

deflationary trends in countries like Turkey, Poland, India, South Africa, Hungary, et al, 

and hence create scope for further policy rate cuts --- helping prop up 

demand/recovery. Sure, it is challenging for the EM oil exporters, but arguably many of 

these countries have not done enough on the reform front during the past decade of 

high oil prices ---they should have been using the oil windfall to build up reserve funds, 

invest to diversify away from oil and worked over-time on broader structural reforms to 

boost underlying competitiveness and allay the impact of Dutch-disease. And the 

travails of the rouble are pretty symptomatic of a group of countries which ‘‘lived the 

dream’’ through the high oil price era, and are now waking up to a nightmare. Arguably 

now a sustained period of lower oil prices will force more substantive reform. 

However, while markets can likely get used to much lower oil prices --- it could still be 

disruptive reaching the new equilibrium, which could yet take several months. It could 

also see a reduction in the re-cycling of petro-dollars through sovereign oil windfall 

funds, which had hitherto been funnelled into EM. 

Russia/Ukraine Q&A 

We present below a Q&A format which reflects on a flavour of questions raised by 

investors during the trip. 

Q? Will lower oil prices encourage Russia to adopt a less confrontational approach 

towards Ukraine and the West? 

Answer: There was some evidence of a moderation in the extent of the conflict on the 

ground in Donbas over the past month or so, with a reduced casualty rate. However, it 

is open to question whether this marks a conscious effort by Russia to de-escalate, and 

perhaps refocus attention back on the economic problems back home in Russia, or in 

EMTA sets the stage 

Oil prices set to go lower still 

EM ‘‘winners’’ and ‘‘losers’’ 

No excuses now not to reform 

But markets could take time to settle 
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fact it just reflects the more difficult climatic conditions on the ground, which have 

encouraged something of a lull in the fighting --- perhaps until new military offensives 

resume in the Spring. 

Q? Do lower oil prices and the resulting problems at home present a real 

challenge to the Putin regime? 

 

Answer: And herein there are perhaps two schools of thought. The first (perhaps best 

articulated by Anders Aslund) is that the Russian economy is in a much worse shape 

than perhaps initial inspection of macro ratios might suggest (e.g. lowly public & 

external indebtedness, high stock of FX reserves, fiscal and current account surpluses) 

but is something of a house of cards, and it would not take much to tip it over the edge 

into a full blown economic and financial crisis, with implications therein for domestic 

political stability. Aslund argues, for example, that CBR official FX reserve levels are 

much lower than perceived (USD388bn as of the end of 2014), on account of illiquid 

investments in the National Wealth Fund and the Reserve Fund. I tend to be wary of 

this view --- and the alternative view which I share is that the Russian economy is weak, 

but not likely to be subject to the extent of decline as to seriously threaten the very 

sustainability of the Putin administration.  

On this latter score I see little meaningful political threat to Putin, either via mass 

demonstrations (a coloured revolution) or through an ‘‘insider’’ coup on the part of 

oligarchs or elites. Indeed, the current nationalist vent/sentiment in Russia is likely to 

weigh against popular unrest/dissent, as any opposition is likely to be labelled as 

‘‘unpatriotic’’ and hence unlikely to rear its head. Already it is notable that any 

demonstrations in opposition to Russia’s current foreign policy orientation, have been 

much smaller scale (e.g. compared to those in 2011-2012), running into only a few 

thousand strong. Putin retains a core popular support of perhaps 50-60%, which still 

acclaims him for turning the country around from the centrifugal forces at work during 

the Yeltsin era. Putin is seen as a strong leader, who makes Russians feel good about 

their country and themselves, and has been able tap a strong vein of anti-Western 

feeling felt across Russian society, dating back to both the Soviet-era, and subsequent 

events, e.g. a perception that the West has failed to honour prior agreements limiting 

the expansion of NATO. Oligarchs, meanwhile, have been brought into line by 

successive efforts to re-impose the authority/control of the centre, e.g. by examples 

set through the Yukos affair, and most recently with respect to Sistema --- the message 

is now that oligarchs in Russia exist only with the consent and will of the Kremlin. Few 

oligarchs are expected to risk the wrath of the Kremlin or indeed of nationalist forces 

now operating within the country. 

That said we think the Russian economy could be badly impacted by the combined 

impact of lower oil prices, and sanctions, e.g. perhaps with a real GDP decline of 4-5%, 

and with the exchange rate impact taking per capita GDP down from over USD14,000 

in 2013, to perhaps below USD10,000 over the next year, with inflation heading also 

into double digits. However, we doubt that this will generate substantial popular 

opposition/resentment to the Putin administration, or at least not over the short-

medium term. More likely foreigners will be blamed for sanctions, even lower oil prices, 

and any economic impact will also be viewed by many as a price worth paying to 

prevent the two decade long ascent/dominance of the West over Russia, the 

annexation of Crimea, and to stop what many view as the emergence of fascist 

tendencies in Ukraine (albeit disputed by the government in Kyiv and by Western 

governments). We would also argue that Russia, and Russians, and post-Soviets more 

generally have proven a remarkable ability to endure hardship in the past for the 

greater good, e.g. in the Great Patriotic War, or in the immediate post-Soviet collapse, 

or even with the Baltic states’ abilities to ride through domestic depreciation/deflation 

to ensure their own independence/survival and eventual Eurozone membership after 

There is no meaningful threat to 

Putin at home 

Albeit the Russian economy will be 

badly hit 



  

  

Standard Bank CEEMEA | Strategy 

 13 January 2015 

4  

their fixed exchange rate regimes came under pressure during the Global Financial 

crisis. 

Q? And on Aslund’s specific issue of the façade of CBR reserves?  

 

Answer: Well whether FX reserves are USD400bn (or USD380bn) now or USD200bn, 

the latter number is still a huge figure (12 months or so of import cover), which should 

have been more than sufficient to manage the rouble, and ensure financial stability. 

The question really is why the CBR made such a bad play in managing the rouble late 

last year. Therein the answer perhaps lies in constraints imposed by the Putin 

administration on FX reserve use/depletion by the CBR. The latter told us that the 

administration thereby signalled its assumption that the on-going crisis in Ukraine and 

for geopolitical superiority/parity with the West is expected to be a long drawn out 

battle. By these actions the CBR showed that FX reserves are now uber-strategic and 

the central bank is reluctant to use these in defence of the rouble. 

Q? So regime change in Russia is unlikely? 

 

Answer: I tend to think so. Indeed, we would argue that in imposing sanctions on 

Russia, the West was very eager to shape these so as not to risk regime change --- the 

perception is that given the current nationalist vent in Russia, regime change might 

usher in an even more anti-Western regime, being less predictable and an even greater 

risk. Hence there is no desire in the West to force or precipitate the fall of Putin --- who 

is still regarded as being conservative and rational in his approach to geopolitics, even 

though he has appeared much more willing to take risks through the crisis in Ukraine, 

and has certainly been much harder to read/predict. Arguably the answer for this new 

found unpredictability is that Putin’s red lines have been crossed, raising the stakes for 

Putin and Russia, and hence the willingness of the administration to hit back with 

countermeasures. 

Q? So is Russia likely to compromise over Ukraine? 

 

Answer: We simply do not know. If we are correct, as above, that the Putin regime is 

not really under threat at home, and that the Russian economy, while suffering is 

unlikely to collapse, it may not be under as much pressure as some suggest to throw in 

the towel just yet. It is perhaps also important to understand the significance of 

Ukraine to Russia and President Putin in particular. For example, if you think (as we do) 

that Russia’s strategy towards the conflict in Ukraine is being driven by legacy issues 

for President Putin himself --- CIS CU/Eurasian Union/Greater Russia policy --- then 

Russia is unlikely to back off until its longer term geopolitical objectives have been met, 

e.g. No NATO, No EU and No Maydan administration for Ukraine. And experience thus 

far has suggested that there have been few limits in terms of Russia’s willingness to 

intervene in Ukraine, and against the West. Russia has proven willing to do ‘‘whatever it 

takes’’ to deliver on these same strategic objectives over Ukraine. 

Q? Is Russia buying time then? 

 

Answer: This is our core scenario at least for the next few months. Russia has been 

shaken/surprised by the significant combined impact of sanctions/lower oil prices on 

the Russian economy. The administration appears to have backed off temporarily over 

Ukraine, perhaps to refocus on stabilising domestic financial markets, and the Russian 

economy, before returning to the issue of Ukraine, perhaps in the Spring.  But as 

noted, the strategic objectives for Russia have not really changed. 

FX reserves have been ring-fenced 

Don’t hold your breath 

Big long term interests are at stake in 

Ukraine 
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Perhaps the assumption in Moscow is that the West will inevitably tire in its support of 

Ukraine, and as it expects inevitable domestic political tensions to surface in Ukraine. 

Moscow also perhaps assumes that the West simply does not have the stomach to 

bankroll Ukraine for an extended period of time, and to stave off what it views as its 

inevitable economic, financial and, eventually, political collapse. In the latter scenario 

Moscow perhaps assumes that political momentum in Ukraine will then move back 

towards Russia, and it can at some point in the future re-establish geopolitical 

‘‘control’’ over Ukraine. 

The hope in the West, and Ukraine, is that Russia backs off long enough to give the 

new Ukrainian administration sufficient time to build defences (e.g. rather as Croatia 

did in the mid-1990s in its dash to exit former Yugoslavia), secure outside support and 

to implement and ensure that key economic reforms take hold. 

Q? Is Moscow willing to wait for an indefinite time period? 

 

Answer: Again it is unclear. The problem for Moscow is weighing the threat from 

Ukraine the longer it waits, i.e. that the Ukrainian authorities are successful in building 

a defensive capacity to permanently deter future Russian military intervention. Herein 

Moscow also perhaps views nervously the next US presidential elections which could 

see a new US president much more willing than incumbent President Obama to 

intervene in defence/support of Ukraine. Some in Moscow might even see Ukraine as 

a growing and direct threat to Russia (which arguably was not there before the 

annexation of Crimea), as Ukraine recently opted to throw off its non-aligned status, 

and is re-arming to counter what it now sees as the threat from the east, and 

specifically from Russia. Hence, potentially, Russia now faces a re-armed Ukrainian 

military right on its borders and with a military doctrine aimed at countering Russia. 

Similarly, Moscow may well feel increasingly threatened by the prospect of economic 

reforms in Ukraine bedding down, and succeeding, and then offering Russians a rival 

Western market model of development. 

The above would suggest that the current status quo in Ukraine, even with a frozen 

conflict in Donbas, hardly suits Moscow and is not sustainable --- but Russia needs any 

Yatseniuk/Poroshenko administration in Ukraine to fail. The question I guess is does 

Russia think it has done enough already in terms of intervention in Ukraine’s affairs to 

ensure the failure of any Maydan administration in Ukraine? Again, it is unclear. 

Q? What about sanctions?  

 

Answer: I think there is some surprise/relief now in Western capitals at the relative 

success of sanctions, in imparting a very significant negative blow on the Russian 

economy. Obviously their impact has been multiplied by lower oil prices. And given 

their strong impact there seems to be no rush now to quickly push for further sanctions 

escalation, but rather to offer a breather for Russia, and provide something of an 

opportunity for Russia to ‘‘ramp-off’’ from the crisis in Ukraine. Hence there have been 

suggestions that if Russia shows real efforts at de-escalation, that some sanctions could 

be quickly removed. By real efforts, the West seems to mean specific deliverables with 

respect to the Minsk ceasefire accord, e.g. allowing Ukraine to retake control over its 

borders, and perhaps even being more constructive in terms of the external financing 

challenges facing Ukraine, e.g. the potential roll-over of the USD3bn Russian bail-bond 

to Ukraine, which falls due in December 2015.  

More sanctions would nevertheless likely be rolled out, if Russia re-escalates, e.g. if 

there is a fresh Spring military offensive, but in terms of the scale of sanctions this 

could be a move one notch up the sanctions iteration scale from 3/10 at present to 

perhaps 4/10. Note that there is widespread surprise now that even a 3/10 sanctions 

Putin may simply aim to wear the 

West down 

Russia may see Ukraine as a bigger 

threat now 

Sanctions have impacted 
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regime in terms of its rigour has had such a marked impact on the Russian economy --- 

albeit helped by much lower oil prices.  

Clearly though the desire is not to back Russia into a corner but to give it room to de-

escalate, if it so desires --- that said there has been scant evidence thus far of Russian 

adherence to the basic points of the Minsk accord. 

Q? Will sanctions be rolled off on the one year anniversary? 

 

Answer: The EU-28 needs unanimity to keep the existing sanctions in place --- with the 

first such anniversary coming in March. At first glance, the EU-28 appears split/divided 

over the issue, and it might appear difficult to get all EU28 member states to agree to 

re-impose any sanctions on Russia, and especially given the weak state of the EU 

economy itself. That said the first anniversary will relate to sanctions specifically over 

Russia’s annexation of Crimea, and it might be easier for sanctions proponents to get 

these re-imposed given that the annexation was near universally opposed in the West. 

Much also depends on the broader state of the conflict in Donbas, and state of peace 

talks between the various sides. In the end the big powers in the West --- the US, UK, 

and Germany, have great leverage/ability to encourage the others to follow. 

Particularly important also has been the notable hardening of the German position, or 

rather Chancellor Merkel’s position with respect to Russia and its handling of the crisis, 

since the Brisbane G20 summit. Merkel now appears to be a strong supporter of 

Ukraine, and the alliance with the UK and US would appear to be a strong one, 

weighing towards the continuation of the current sanctions regime. In the end we 

doubt that smaller countries in the EU will want to get the wrong side of Germany, et 

al. Net-net, for sanctions to be eased, we think that Russia will have to show an 

increased willingness to compromise now, and through meaningful and quantifiable 

actions, e.g. allowing Ukraine control of its own borders again, which in effect would 

mean that Moscow would give up on DPR/LPR, which could be difficult in practice. 

Q? How much new financial support does Ukraine need? 

 

Answer --- I am tempted to say, how long is a piece of string. But the figure of 

USD15bn has been mentioned, in addition to the existing USD17bn IMF programme, 

of which USD14bn or so remains to be disbursed. We came up with a figure close to 

USD15bn in new money a few months back, largely relating to new assumptions over 

short term debt roll-over risk --- being much reduced. Indeed, the IMF had assumed an 

88% roll-over ratio for these ST debts, and recent data suggests a much lower figure 

now as capital flight has accelerated, perhaps as low as 60-70%. NBU data suggests 

USD60bn in ST debt by remaining maturity, and a 20% reduced roll-over ratio leaves a 

gap of USD15bn. That said, roll-over ratios are all about confidence, so Ukraine’s new 

financing gap is likely to be either zero or USD15-20bn. If the West stumps up a big 

number for new financing, it will likely not be needed, as the market will assume that 

the financing gap has been covered, and that the UAH secured, hence capital flight will 

halt, even reverse. The problem for the West is that it has taken months to get 

anywhere close to the USD15bn in new money which has now been banded around for 

months. It appears that the IMF is willing to stump up USD6bn in new money, the EU 

and US USD2bn apiece and perhaps the World Bank and other multilateral/bilateral 

donors a further couple of billion. But this is still a few billion short, and the message in 

the West’s slow response is that support is grudging, at best --- hardly the convincing 

‘‘blank cheque’’ that markets want. The danger is that when the number is finally 

announced that it disappoints --- and is picked apart by the market, and confidence 

eventually sags again, with capital flight remaining elevated. This could result in even 

more foreign financing being required further down the line. 

 

But the aim is to give Russia room to 

back-down 

Sanctions could prove sticky 

A lot, but it’s not just about the 

money, but the messaging 



  

  

Standard Bank CEEMEA | Strategy 

 13 January 2015 

7  

Q? Why is the West so grudging in support of Ukraine? 

 

Answer: Fair point. Given that Ukraine, and Ukrainians appear so eager to sign up now 

to the Western model of political and economic development it is remarkable that the 

West is struggling to come up with ‘‘small change’’ financing (at least compared to the 

USD80bn+ in US ‘‘investment’’ in Iraq, post-2002) of Ukraine. Western governments 

would argue that times have changed, post the global financial crisis and the 

austerity/fiscal restraint at home makes it difficult to write blank cheques for anyone at 

present. In the case of the EU, it is clearly facing divided interests over the 

Russia/Ukraine crisis. Even in countries like the UK, domestic political challenges such 

as the rise of the UK Independence Party make it difficult to sanction new financial 

flows to the EU to bankroll Ukraine --- while the existing EU budget is already stretched 

(USD4bn in EU commitments to Ukraine, already represents around 2.5% of the total 

EU budget, a huge commitment for a non EU, non-EU candidate member state). 

Western governments would much rather shift the burden of a Ukraine bail-out to the 

IMF, and multilateral creditors.  

The problem for the IMF is that with Ukraine’s GDP collapsing, a revamp of the IMF 

programme to say USD30bn, would leave it hugely exposed to Ukraine, with an 

exposure of 25-30% of GDP, relatively higher even than for Greece, and the risks of 

non-payment would thus loom large.  

So Western official creditors are hence eager to shift the burden. And, therein, 

unfortunately, there are lots of excuses that can be deployed for not financing Ukraine, 

including a very long track record of failed previous IMF programmes, corruption, red 

tape and bureaucracy. There is also concern in committing and dispersing monies to 

Ukraine when the political and security situation is so uncertain, with a high probability 

that any programme, however formulated/financed would be subject to huge 

macro/security risk. Hence, perhaps there is a bias to stall, delay and to kick the can 

down the road, until a more meaningful resolution is secured in terms of the key 

relationship with Russia. The problem with the above is that this is a little like the 

chicken and the egg scenario, as any Ukrainian administration is unlikely now to 

stabilise the macro situation unless it secures sizeable upfront commitments from the 

IMF et al, and a large enough positive confidence shock. 

Q? Is the new Ukrainian administration really reform-oriented? 

 

Answer: With a smattering of foreign specialists the current Yatseniuk/Poroshenko 

administration is probably the best qualified government that Ukraine has had in the 

post-Soviet era --- full of reform credentials/ambition.  This administration is probably as 

good as it gets in the Ukrainian context --- it is somewhat ironic that the administration 

with the most potential perhaps faces the biggest constraints because of the past track 

record of failure built up by its predecessors. Working in the administration’s favour 

though still is the populations’ clarion call for reform --- real reform, and ability to 

endure to ensure the survival of the Ukrainian state. This is Ukraine’s ‘‘Georgia 

moment’’, i.e. its chance to implement radical, transformation reform.   

Q? Is debt restructuring inevitable?  

 

Answer: Not inevitable, but increasingly likely now.  

The arguments against debt restructuring are now well known: First, Western and 

Ukrainian officials have gauged their success/failure, and against the threat from 

Russia, by avoiding default/restructuring. Hence default/restructuring has been sold 

as a victory for Russia, limiting access to international capital markets for Ukraine, and 

Burden sharing is the name of the 

game 

The best Ukraine has seen 
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financial and economic collapse. Second, the assumption is that with Russian entities 

holding a sizeable share of the outstanding debt (100% of the December 2015s) that 

restructuring would be long winded, complicated and would again likely close Ukraine 

out from international capital markets for some time. Third, the total outstanding stock 

of sovereign Eurobonds is relatively small --- USD19bn or around 15% of GDP, so any 

haircut/re-profiling of these debts would bring limited benefit in terms of improving 

solvency/liquidity.  

Arguments in favour of restructuring are: First, Ukraine has been excluded from 

international capital markets anyway for 18 months, and future market access appears 

unlikely now for the next 12-18 months at least --- so the market access argument can 

surely not be used against a restructuring as Ukraine lacks it anyway. Similarly, Ukraine 

is already facing economic and financial collapse --- even without restructuring, and it is 

difficult to see how a sovereign restructuring would make it much worse. Second, moral 

hazard arguments suggest that private sector creditors were part of the problem 

leading up to the Maydan revolution, acting as a constraint in effect on good policy 

outcomes by encouraging previous governments to stall signing up to IMF reform 

programmes, so they should be part of the solution. Third, official creditors are 

struggling now to bear the burden of re-financing Ukraine, and their exposure is such 

that concern remains as to whether they can be repaid --- is it morally justifiable now for 

private sector creditors to be fully bailed out by official creditors, the latter of whom 

knew the risks at the outset when originally lending to the previous Yanukovych 

government. Fourth, Ukraine needs a positive confidence shock, and bailing in private 

sector creditors could add to the ‘‘shock n’ awe’’ now needed to convince markets that 

external financing gaps are being covered, and all eventualities are being closed off. 

Fifth, should servicing private sector debt liabilities be a priority for a country fighting 

for its very survival, and should the priority instead be spending on ensuring security 

(defence) and political and social stability (pensions/public sector wages) and capping 

tax increases on other key and strategic sectors (e.g. energy). From a flow/liquidity 

perspective state resources are now acutely limited, and public sector spending needs 

to be prioritised. Difficult policy choices are having to be made, for example, hikes in 

taxes on the energy sector which undermine energy production and security but which 

are aimed at ensuring funds are available for debt service. What should be the 

spending priorities of the government given the challenges it faces, and should private 

sector debt service be high up the agenda, even ring fenced? 

Our sense is the difficulty in putting together a large and credible financing programme 

for Ukraine is now bringing the issue of PSI into focus, and as recognition emerges that 

burden sharing is now needed.   

Q? What about Russia, is default/restructuring a possibility? 

 

Answer: On the sovereign level it seems unlikely still, given the large international 

creditor status of the government --- a public sector debt/GDP ratio of 15-20%, and 

official FX reserves still of 25-30% of GDP. 

But at the micro, bank/corporate level, a lot depends on how long the current crisis 

goes on. If oil prices remain low, and sanctions remain in place for an extended period 

of time which now seems likely, eventually the combination of short term debt falling 

due, lack of roll-ability options and capital flight will weigh on FX reserves to the point 

that the sovereign may actively encourage a case by case restructuring of these 

liabilities. Much will depend on the individual entities concerned, and the ease of 

restructuring and the strategic importance of the entities concerned, e.g. whether they 

have offshore assets which could be attached by creditors. But ‘‘needs must’’ and the 

longer the current geopolitical stand-off continues, with low oil prices, and ever 

diminishing FX reserves, the more willingness to pay will be tested. We think these 

The balance is moving towards PSI 

With Russia joining in! 
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concerns will be reflected in continued downward pressure on Russia’s ratings, likely to 

Junk status.  

Q? What political changes do you expect in Russia? 

 

Answer: Former Finance minister, Alexei Kudrin is now the great last hope for 

investors and the Russia story. The "hope" is that Putin sees the errors of his ways, fires 

PM Medvedev, and brings back Kudrin leading a new reform administration in 

Moscow. Maybe this would then be seen as offering an olive branch to the West. 

In almost any scenario I think Medvedev takes the rap for the economic policy debacle 

late last year which saw the rouble gyrate wildly, a situation which appeared perverse 

given the CBR still had then over USD400bn in FX reserves. It should not have been 

that way. The only two explanations are a) the CBR really screwed up and are not quite 

as clever as they or indeed, we, thought they were; b) they were not in control of 

policy, and the Kremlin told them not to waste FX reserves as they are now geo 

strategic, and also don't raise policy rates, as we don't want to kill growth. I tend to buy 

the latter view, i.e. the CBR had its hands tied behind its back. 

Arguably Putin only kept Medvedev "on" as PM after he retook the presidency in 2012 

out of a) loyalty; b) to provide potential cannon fodder for the future, and a high level 

sacrifice should one be required. That sacrifice is arguably now required. Hence I 

expect a major Russian cabinet reshuffle over the next 2-3 months - maybe for the one 

year anniversary of the annexation of Crimea. 

Kudrin has been kept in the bottom drawer by Putin since his former finance minister 

resigned some years back in protest over Medvedev's plans for military sector reform 

(professional army) and increased budget spending resulting. It has been remarkable 

since then how far Kudrin has been allowed to go in criticising the regime while still 

being seen as part of the Putin "circle" - but therein Putin and Kudrin go back a long 

way, and in fact Putin still likely "owes" Kudrin for first bringing him into politics in the 

St Pete administration in the early 1990s. He is hence allowed to say what many others 

would not. Putin also likely trusts Kudrin, and realises he knows what he is talking about 

at least on the economy side. Kudrin afterall was the architect of the Reserve and 

Welfare Funds and long argued that Russia should plan long term for oil at USD50 a 

barrel - how pertinent that seems now. 

The problem with Kudrin is that he would rock the boat, and hence would likely be 

opposed by the likes of Sechin, the Siloviki and oil/energy lobby. Indeed, Kudrin has so 

much credibility still in the eyes of the market, that he would likely demand a huge 

price for coming back into government. That huge price would likely be a broad remit 

to implement radical reform, reining in various vested interests. Kudrin's comments 

today suggest in my mind that he is signalling that if he was brought back as prime 

minister he would want to sweep very, very clean, and would want to be given a pretty 

big broom by Putin to do that. As a result I would sense that at this stage that price is 

still too much for Putin to tolerate just yet. He will likely keep Kudrin in reserve until 

things get really bad, and until Putin has few other options. A more likely scenario at 

this stage is Putin to go with a more neutral replacement for Medvedev, likely Sergei 

Shoigu, the incumbent minister of defence. He would be seen as loyal, but also 

something different and new as compared to Medvedev (even though he has been in 

the Putin cabinet since Putin took office, and indeed before under Yeltsin). He is 

though hardly a reformer, as per Kudrin, but rather a capable administrator who would 

likely loyally implement the Putin line. Russia likely needs a much more radical solution 

at this stage to address deep seated structural problems which reflect years of neglect. 

 

Medvedev is likely to pay the price 

And Kudrin is the great hope 

But Putin may opt for a safe pair of 

hands 
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Disclaimer 

This material is non-independent research. Non-independent research is a "marketing communication" 

This material is "non-independent research".  Non-independent research is a "marketing communication" as defined in the UK FCA 

Handbook. It has not been prepared in accordance with the full legal requirements designed to promote independence of research 

and is not subject to any prohibition on dealing ahead of the dissemination of investment research. 

Additional information with respect to any security referred to herein may be made available on request. This material is for the 

general information of institutional and market professionals’ clients of Standard Bank Group (SBG) only. Recipients who are not 

market professionals or institutional investor customers of SBG should seek advice of their independent financial advisor prior to 

taking any investment decision based on this communication or for any necessary explanation of its content. It does not take into 

account the particular investment objectives, financial situation or needs of individual clients. Before acting on any advice or 

recommendations in this material, clients should consider whether it is suitable for their particular circumstances and, if necessary, 

seek professional advice. The information, tools and material presented in this marketing communication are provided to you for 

information purposes only and are not to be used or considered as an offer or the solicitation of an offer to sell or to buy or subscribe 

for securities or other financial instruments, nor shall it, or the fact of its distribution, form the basis of, or be relied upon in 

connection with, any contract relating to such action. This material is based on information that we consider reliable, but SBG does not 

warrant or represent (expressly or impliedly) that it is accurate, complete, not misleading or as to its fitness for the purpose intended 

and it should not be relied upon as such. The information and opinions contained in this document were produced by SBG as per the 

date stated and may be subject to change without prior notification Opinions expressed are our current opinions as of the date 

appearing on this material only. We endeavour to update the material in this report on a timely basis, but regulatory compliance or 

other reasons may prevent us from doing so. 

SBG or its employees may from time to time have long or short positions in securities, warrants, futures, options, derivatives or other 

financial instruments referred to in this material. Where SBG designates NON- INDEPENDENT Research to be a ‘‘marketing 

communication’’, that term is used in SBG’s Research Policy. This policy is available from the Research Compliance Office at SBG. SBG 

does and seeks to do business with companies covered in its non-independent research reports including Marketing  Communications. 

As a result, investors should be aware that the Firm may have a conflict of interest that could affect the objectivity of this report. 

Investors should consider this report as only a single factor in making their investment decision. 

SBG has published a Conflicts of Interest Policy that is available upon request which describes the organisational and administrative 

arrangements for the prevention and avoidance of conflicts of interest. Further disclosures required under the FCA Conduct of 

Business Sourcebook and other regulatory bodies are available on request from the Research Compliance Department and or Global 

Conflicts Control Room, unless otherwise stated, share prices provided within this material are as at the close of business on the day 

prior to the date of the material. None of the material, nor its content, nor any copy of it, may be altered in any way, transmitted to, 

copied or distributed to any other party, without the prior express written permission of SBG. All trademarks, service marks and logos 

used in this report are trademarks or service marks or registered trademarks or service marks of SBG or its affiliates. 

SBG believes the information and opinions in the Disclosure Appendix of this report are accurate and complete. Information and 

opinions presented in the other sections of this communication were obtained or derived from sources SBG believes are reliable, but 

SBG makes no representations as to their accuracy or completeness. Additional information is available upon request. SBG accepts no 

liability for loss arising from the use of the material presented in this report, except that this exclusion of liability does not apply to the 

extent that liability arises under specific statutes or regulations applicable to SBG. 

The services, securities and investments discussed in this material may not be available to nor suitable for all investors. Investors 

should make their own investment decisions based upon their own financial objectives and financial resources and it should be noted 

that investment involves risk, including the risk of capital loss. Past performance is no guide to future performance. In relation to 

securities denominated in foreign currency, movements in exchange rates will have an effect on the value, either favourable or 

unfavourable. Some investments discussed in this marketing communication have a high level of volatility. High volatility investments 

may experience sudden and large falls in their value causing losses when that investment is realised. Those losses may equal your 

original investment. Indeed, in the case of some investments the potential losses may exceed the amount of initial investment, in such 

circumstances you may be required to pay more money to support those losses. Income yields from investments may fluctuate and, in 

consequence, initial capital paid to make them investment may be used as part of that income yield. Some investments may not be 

readily realisable and it may be difficult to sell or realize those investments, similarly it may prove difficult for you to obtain reliable 

information about the value, or risks, to which such an investment is exposed. 
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This report is issued and distributed in Europe Standard Bank PLC. 20 Gresham Street, London EC2V 7JE which is authorised by the 

Prudential Regulation Authority (‘‘PRA’’) and regulated by the Prudential Regulation Authority (PRA ‘‘) and the Financial Conduct 

Authority (‘‘FCA’’).(v4)This report is being distributed in the United States by Standard New York Securities (USA) LLC; in Kenya by 

CfC Stanbic Bank Limited; in Nigeria by Stanbic IBTC; in Angola by Standard Bank de Angola S.A.; in Brazil by Banco Standard de 

Investimentos S.A.;  in China by Standard Resources (China) Limited;; in Botswana by Stanbic Bank Botswana Limited; in Democratic 

Republic of Congo by Stanbic Bank Congo s.a.r.l.; in Ghana by Stanbic Bank Ghana Limited;in Isle of Man by Standard Bank Isle of Man 

Limited; in Jersey by Standard Bank Jersey Limited; in Madagascar by Union Commercial Bank S.A.; in Mozambique by Standard Bank 

s.a.r.l.; in Malawi by Standard Bank Limited; in Namibia by Standard Bank Namibia Limited; in Mauritius by Standard Bank (Mauritius) 

Limited; in Taiwan by The Standard Bank of South Africa; in Tanzania by Stanbic Bank Tanzania Limited; in Singapore by Standard 

Merchant Bank (Asia) Limited; in Swaziland by Standard Bank Swaziland Limited; in Zambia by Stanbic Bank Zambia Limited; in 

Zimbabwe by Stanbic Bank Zimbabwe Limited; in UAE by Standard Bank Plc --- Dubai branch 

In jurisdictions where SBG is not already registered or licensed to trade in securities, transactions will only be effected in accordance 

with applicable securities legislation, which will vary from jurisdiction to jurisdiction and may require that the trade be made in 

accordance with applicable exemptions from registration or licensing requirements. 

Standard Bank Group Ltd Reg.No.1969/017128/06) is listed on the JSE Limited .SBSA   is an Authorised Financial Services Provider 

and it also regulated by the South African Reserve Bank. 

Copyright 2014 SBG. All rights reserved. This report or any portion hereof may not be reprinted, sold or redistributed without the 

written consent of Standard Bank Group Ltd. 

 
 


