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By Steven Arons

Oliver Kruuda wants to sell his busi-
nesses. Not because he has to, he
insists, but because he would like

to: “I was not born a dairy producer and I
do not intend to die as one.” Together with
M&A consultancy Mayland, the Estonian
businessman is scanning the European
market for people willing to invest in the
Baltic region.

Selling chocolate factory Kalev and
dairy producer Tere at home has failed
miserably. His one attempt has resulted in
a bitter fight with the buyer that has
gripped the country, spawned a series of
newspaper reports and inspired headlines
such as “the great chocolate war” and
“Kruuda’s moment of truth”. Like in so
many other cases, feverish euphoria dur-
ing the heydays of the Baltic boom was
followed by crippling headaches once the
crisis had exposed the transience of
credit-based growth.

Dark clouds gathering

All looked well at the beginning of 2008.
A few months earlier, a second Estonian

businessman, Indrek Rahumaa, had decid-
ed to buy the two companies Mr Kruuda is
still trying to sell today. But the deal fell
through when Mr Rahumaa’s investment
company Alta Capital ran into financial
problems because its banks refused to
grant further credit as dark clouds began
gathering on Estonia’s economic horizon.
In June 2008, Alta withdrew from the
contract.

Exchanges between them became in-
creasingly personal when Mr Rahumaa
asked that a down payment of EEK 94 mil-
lion (EUR 6 million) he had made on the
businesses be returned to him. Mr Kruuda
refused to pay back the sum, claiming it
had become legally his. “The heart of the
dispute is that while people from Kalev
claim that [...] the deal should have gone
forward, our position is that the events
that unfolded in the first and second quar-
ter had a significant impact,” an Alta legal
counsel was quoted as saying by Estonian
media. “The contract says that if there is
no sale or purchase, the prepayment
would be returned to us.”

The story has taken several surprising
twists since then. An amicable settlement
is unlikely but the courts will have to de-
cide the issue at some point. “I am in a fi-

nancial argument with Alta Foods regard-
ing termination of the contract and it will
be resolved soon,” Mr Kruuda says. All
that notwithstanding, he would still like to
sell the dairy and the confectionery mak-
er. The Estonian businessman is confident
about the value of his holdings: “Kalev
and Tere are both local market leaders and
generate close to EUR 3 million and EUR
13 million EBIDTA annually, respectively.”
Future growth should be forthcoming, he
believes: “We have recently modernised
the production base and have experienced
and energetic leaders who are determined
to grow aggressively.””

Only at a fair price

Unsurprisingly, Mr Kruuda shows himself
upbeat about his chances of selling.
“Interest among buyers in the two
companies has always been bigger than
our interest in selling. If I sell, it has to be
at a fair price.” One feels compelled to
add: The price be better paid at once. Lest
any questions about repayments later
arise. ||

steven.arons@finance-ee.com

Still up for Grabs

Oliver Kruuda is trying to sell his businesses abroad. An earlier attempt 
to sell to a fellow Estonian has resulted in a protracted business war.

Sweet desires: who would like

to buy a chocolate maker?
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By Steven Arons

Ukraine is on the verge of bankruptcy.
Once again. Because the country does
not comply with its obligations to the

International Monetary Fund (IMF), the Wash-
ington-based organisation refuses to continue
giving it billions of dollars in economic emer-
gency aid. The cat-and-mouse game between
the eastern European failed state and the inter-
national community is bound to lapse into its
next reenactment. 

The Damoclean Sword of insolvency has
been hovering above Ukraine’s head for over a
year now. Since then, the IMF has poured
around USD 11 billion (EUR 7.5bn) into the
country; a further USD 3.5 billion was to follow
this December – until President Yushchenko
signed a law into force that raised pensions and
the minimum wage by 20 per cent, tearing an
even deeper hole into the already bottomless
state budget. The IMF was outraged and threat-
ened to suspend the next credit tranche. 

Not impressed

One should think Ukraine would be impressed
by the threat. The IMF money is a lifeline for the
country. If the flows dry up, it can no longer pay
the gas bills from its Russian supplier Gazprom.
The country is well aware of what that means:
last winter, the heated argument between
Moscow and Kiev degenerated into a truly cold
war when Gazprom shut off the pipelines in a
move that rattled Ukraine to the core.

Nevertheless, the political leadership of
Ukraine is hardly likely to make any conces-
sions. President Yushchenko and Prime Minister
Timoshenko care about little else apart from
their internecine crusade against each other.
Why should they let an organisation that they

only respect as a donor, but not as an authority,
stop them? After all, the IMF will not be able to
stand by as the people of Ukraine freeze to
death in their homes. Even if the organisation
keeps the country on tenterhooks for a while,
eventually the IMF will have to cave in. Ukraine
has already skirted bankruptcy before this way. 

Until the release of the funds, the reigning
chaos will continue to devastate businesses. The
merciless clashes between the president and the
prime minister have turned the country into one
big disaster area. CDS prices for Ukraine have
jumped to astronomical heights as a result,
making debt refinancing next to impossible for
companies. To make matters worse, the state is
no longer able to pay its contractors because of
the IMF boycott. A Ukrainian CFO told us that
the government has begun to issue promissory
notes in lieu of cash to pay companies – like a
banana republic. 

Once again, however, Ukraine will not go
under. Although CDS prices have indeed
climbed significantly since the country has been
at loggerheads with the IMF, they are still miles
away from the levels they reached at the begin-
ning of this year. Businesses that have survived
in the country until now should also be able to
overcome the remaining month until the presi-
dential election. To go now may turn out to be
an even bigger mistake in the longer term.
While the IMF predicts a crippling GDP contrac-
tion of 14 per cent for this year, it already anti-
cipates modest growth of 2.7 per cent for the
next. 

Companies have to prepare themselves for a
very, very cold winter. All hopes are on 17 Jan-
uary when the political landscape will be re-
drawn by the election. Maybe a new govern-
ment, jointly with the IMF, will be able to drag
the country out of the daily catastrophe. ||

steven.arons@finance-ee.com

The Daily Catastrophe

The IMF wants to suspend its payments to Ukraine – a potential
disaster. But precisely because the political elite do not give 
a damn, the IMF will be unable to make good on its threat.

Sascha Duis
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A European Cure for Balkan
Depression

The Balkan countries are at a crossroads, writes guest columnist
Ivan Krastev. Only accession to the EU will be able to head off
future threats to the regional development.

By Ivan Krastev

European politics is mostly shaped by
events and anniversaries. But while
events are often unforeseeable, an-

niversaries are not. Five years from now,
Europe will be reflecting on the 100th
anniversary of the outbreak of the first
world war which led to a loss of life al-
most without parallel and set in motion a
chain of events that led to the creation of
Europe as we now know it.

World leaders may have already re-
served some days in August 2014 to mark
the occasion. It is easy to predict that
Sarajevo will be the place where they will
meet to look back on Europe’s savage
twentieth century. But how will Sarajevo
look in five years? Will it still be the cap-
ital of a country whose citizens view the
future bleakly and whose politicians have
completely lost touch with the electorate?
Or is there hope that European leaders will
use the anniversary to announce the suc-
cessful integration of the remaining

Balkan countries into the European
Union?

A Balkan Monitor survey, recently
conducted by Gallup Europe, suggests the
state of public opinion in Serbia, Mon-
tenegro, Macedonia, Albania, Croatia,
Bosnia and Herzegovina, and Kosovo 20
years on from the fall of the Berlin Wall
and a decade after the end of the Kosovo
war. The findings seem to indicate that the
next five years will be a make-or-break
period for the region’s future develop-
ment. 

No faith in their governments

While the overwhelming majority of citi-
zens are convinced that further armed
conflict in the region is unlikely, the pub-
lic’s mood – with the exception of Koso-
vars and Albanians – is pessimistic. The
future promises peace without develop-
ment. Trust in political elites and in na-
tional and European institutions has been

steadily declining. The majority of citizens
have experienced a decline in living stan-
dards in the last year, and there remains a
perception that people have more oppor-
tunities outside their own countries. Pes-
simism about employment is alarmingly
high among young people, while corrup-
tion and government mismanagement are
regarded as being widespread.

All those who have made it their job to
praise the stability in the region should
look at these figures. Indeed, it is striking
that the majority of citizens of Bosnia and
Herzegovina believe that their leaders are
not interested in their country joining the
EU. An absolute majority of citizens in
each of the surveyed countries are con-
vinced that their country is heading in the
wrong direction. Less than one in ten
Croats (whose country could be joining
the EU in the near future) believes that
their country is heading in the right direc-
tion.

There are now two options for the re-
gion: one is a “shock integration” programCo
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that takes all of the Western Balkan states
into the EU; the other is a journey into the
unknown. The hope that these countries
can muddle through on their own is a
dangerous illusion. Stability alone can no
longer be the EU’s only objective in the
region.

The EU’s continuing presence as a
colonial power in places like Bosnia and
Herzegovina and Kosovo could cause even
more problems in the future, especially if
benefits are not forthcoming. In particu-
lar, a delay in Serbia’s integration into the
EU could bring Tito-inspired fantasies to
the heart of the country’s foreign and se-
curity policy.

A choice must be made

Thus, demoralization of Balkan society
creates a dynamic of its own when the
best and the brightest see their future out-
side of their own countries and where
“stability” is just another name for politi-

cal and economic stagnation. If European
leaders do plan to meet in Sarajevo in
2014, they must act now. The ratification
of the Lisbon Treaty allows for an element
of visionary realism in European politics
as there are no longer any institutional
obstacles to the future EU Uenlargement.

Signs of hope

Unlike a year ago, we know now how
many states belong to the Balkans, and
the Balkan Monitor results show that all of
them want to join the Union. What the EU
has learned from the results of the last
parliamentary elections in Bulgaria is that,
contrary to conventional wisdom, the
leverage of Brussels over new member
states increases rather than diminishes af-
ter they join. The EU’s decision to liber-
alise its visa regime for Serbia, Montene-
gro, and Macedonia – and the fact that
George Papandreou, the major architect of
the EU’s Balkan integration strategy, is

back in power in Greece – is another
source of optimism.

But it is now or never for the Balkans.
Visa liberalisation can be a strategic step
in the direction of “shock integration,” but
if it is not followed by bold political action
from the EU, it could merely become a re-
packaging of the status quo. In short, the
moment has arrived for shaping events in-
stead of simply marking anniversaries. ||

In five years, European leaders are likely to converge on Sarajevo for a remembrance of World War I. Gavrilo Princip shot Archduke Franz Ferdinand on this bridge.
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By Andreas Knoch and Michael Hedtstueck

In mid-July, the „Cold War for Ore,” as
it was dubbed by Chinese newspapers,
turned hot for Stern Hu. The represen-

tative of Australian mining giant Rio Tin-
to and three of his co-workers were de-
tained by the Chinese police on charges of
corruption and industrial espionage. They
have been behind bars since. An individ-
ual fate that takes on global significance if
seen as what it was: a demonstration of
power by the Chinese in their fight for ac-
cess to commodities.

Business deals in the global market
place for commodities have always been
bare-knuckled. But no longer is it just a
fight about money; it has become a fight
for political and economic power. Ever

since the commodity-devouring industrial
machinery of China has shifted into high
gear, commodity veterans have been look-
ing back wistfully at the “good ol’ times”
when robber barons like the Hunt brothers
on the silver market or “Mr. Copper Fin-
ger” Yasuo Hamanaka could manipulate
price movements for years. “The powers of
the free market no longer function,”
laments Thomas Holandt who heads the
copper production at Aurubis, the world’s
largest copper recycling firm. Even though
Aurubis is one of the world’s most impor-
tant buyers of concentrated copper, Mr
Holandt is concerned about long-term ac-
cess to the commodity. 

The problem is: with each passing
year, the global industry metals business
devolves more into a game of monopoly.

“China dominates the world market for in-
dustry metals,” says Dora Borbely, com-
modities expert at Deka Bank. “As a buyer
of iron and copper, and as a producer of
rare metals.” 

The Chinese have been expanding
their global market power systematically.
Last year alone Chinese firms bought
stakes in foreign mining companies and
commodity deposits worth around USD 18
billion. When their plan to increase their
stake in commodities goliath Rio Tinto
through a USD 19.5 billion investment
was foiled by the resistance of Australian
politicians, they changed their tactics –
but not their strategy. More bent on buy-
ing than ever, Chinese conglomerates
have continued to snap up smaller mining
companies around the globe. “In the long
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run, the Chinese will upend the market by
acquiring deposits,” warns Professor Eber-
hard Sandschneider, an expert on China at
Germany’s foremost strategic think tank,
the German Council of Foreign Relations
(DGAP). 

A giant no one knows

Manufacturers are powerless against this.
Even blue chips like Arcelor Mittal are
featherweights compared with China’s
might. The Chinese steel industry concen-
trates its bargaining power in an organi-
sation called CISA, which conducts the
negotiations with the mining companies.
The organisation’s power is enormous. In
2008, China produced 540 million tons of

raw steel, equalling 40 per cent of world
production. To achieve this, it imported
444 million tons of iron ore which is more
than 60 per cent of global production. Im-
ports skyrocketed by another 20 per cent
during the first half of this year, enabling
China to produce almost 700 tons of raw
steel – a capacity it very much wishes to
use to the fullest extent. Mining behemoth
BHP Billiton estimates that China’s growth
will push global demand for iron ore up
by 250 per cent over the next 15 years.
Supply of ore is likely to tighten as a re-
sult. It has already happened with copper.
Global copper consumption has increased
by 14 per cent annually since 2004. While
the crisis has dampened the hunger for the
metal in the rest of the world, copper im-
ports to China once again will have grown

in the double digits this year. The coun-
try’s copper demand will have doubled in
15 years or less, BHP believes. But global
copper production is likely to begin con-
tracting as of the middle of the next
decade.

The real battle

The Chinese shopping spree in the mining
industry for years has been a key compo-
nent in China’s quest for access to com-
modities. But leveraging their procure-
ment power is new. Detaining the Rio Tin-
to managers was a first maneuver. The re-
al battle has only just begun: CISA and the
three top-global mining companies Rio
Tinto, BHP Billiton and Vale have

The Commodity Cartel

The Chinese jail commodity managers. The Australians fight for 
their supply power, while hedge funds stockpile goods to drive up
prices. The commodities business is one big game of monopoly.

>>
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recently sat down at the negotiation tables
to settle the 2010 prices. CISA demands a
“China price” and a “China mechanism” –
which it is likely to get, according to the
latest news reports on the negotiations.
Should the Chinese achieve their goal, the
cost advantage of their steel mills would
become unbeatable.

But resistance against China’s rising
strength is growing. Politicians around the
globe are becoming increasingly sensitive
to the metal monopoly of the Chinese, and
they are beginning to bring it up in trade
talks, for example when discussing Chi-
na’s WTO membership status. More im-
portantly, the Chinese face a formidable
negotiation partner: across from them at
the table sit corporations that share three
quarters of the world’s ore deposits among
them. They are ferociously determined to
not yield too much to the Chinese. 

United in their goals

Rio Tinto and BHP Billiton have a com-
mon goal for the negotiations with China.
They want to get away from the fixed-
price regime and switch to variable prices
set by the quotations on the international
metal exchanges. But iron ore trading is
still not even transparent. “While copper,
nickel, aluminium, tin and zinc are traded
through exchange contracts, iron ore is
not,” says Christoph Eibl, founding part-
ner of Swiss commodities trading house
Tiberius. It is obvious why the mining
companies want a new price regime. Flex-
ible prices would allow them to pass Chi-

na’s demand on to the international metal
exchanges. That would make it easier for
them to negotiate with alternative buyers
and to influence prices – no one else ex-
cept them would be able to supply the
Chinese. 

The Chinese are employing a host of
strategies to prevent that. They are financ-
ing explorations worldwide and are send-
ing the extracted metals straight back to
China. “New mining projects are very ex-
pensive. The Chinese are very willing to
finance that,” says Eibl. A few months ago
the Chinese bought a stake in Fortescue,
Australia’s third largest iron ore mining
company. Immediately afterwards, the fi-
nancially ailing company announced it
would quadruple exports to the Chinese
steel industry – at a special price. Another
Chinese loan of USD 6 billion is aimed at
exploiting new deposits and shipping the
products to China.

What about in the long run?

European companies are worried. Ulrich
Grillo, CEO of the zinc-processing Grillo-
Werke and the commodities expert for the
European industrial lobby organisation
BDI, warns: “If markets are free and trans-
parent, we can hedge our commodity
prices. If not, we can’t. Today’s develop-
ments are a threat to the industry. Most
commodity-processing companies secure
their supply through long-term supply
and price contracts. Some of them have
durations of between 10 and 15 years. If
fewer and fewer metals find their way on

the market while demand continues to
rise, prices will not only rise; they will be-
come unpredictable.

Already today, few markets are being
more tinkered with than the commodities
market. The legendary copper market
squeeze lasting several years effected by
the chief copper trader of the Japanese
conglomerate Sumitomo is just one case
in point. The squeeze caused by the
Chilean copper company Codelco is an-
other, even more consequential one. In
late 2002, the firm took large quantities of
the metal from the market, successfully
pushing prices up. Most experts agree that
the Codelco coup was one of the key trig-
gers of the subsequent copper price rally. 
The inventories of the 400 depots world-
wide certified by the London Metal Ex-
change (LME) likewise can be used to ma-
nipulate metal prices. These inventories
serve as a proxy for a given metal’s avail-
ability on the market for most of the ana-
lyst community. But the numbers can be
easily manipulated simply by moving
metals in and out of the depots. In many
cases, LME certified and non-certified de-
pots are geographically close to each oth-
er, sometimes on the same property. Mov-
ing the inventories literally around the
corner can influence the price without any
real consumption taking place.

Industry experts believe that the nick-
el price explosion in 2006 was, among
other things, a result of the radical decline
in inventories. At the height of the price
rally, one single market player allegedly
controlled 90 per cent of all the LME re-
serves. Only afterwards did the exchange
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adopt new regula-
tions. The result: a
massive price drop and a
simultaneous jump in visi-
ble LME stock. 

A new type of investor

A new trend that worries commercial
commodity users facilitates these maneu-
vers: the increasing interest of financial
investors in commodities as an asset class.
This unhinges the traditional relationship
between supply and demand. Today, the
price movements of commodities are also
influenced by virtual buyers that have no
interest in physical delivery of the goods.
Many businesses in the metal processing
industry worry that the soaring metal
prices will render their products un-
saleable at some point. “Product substitu-
tion is a real threat to our business in the
long run,” says the chief procurement of-
ficer of a large copper processor.

But the unfettered transactions of
non-industrial market players also pose a
short-term problem to the established
businesses. The rapid turnover in markets
that are frequently tight exacerbates
volatility. Speculative excesses are becom-
ing more common. “Companies that hedge
their physical supplies through futures
bought on the LME have to pay higher
margins when quotations go up,” says
Roland Mauss, CFO of scrap metal trading
company KMR Stainless. At best, that
soaks up liquidity and credit lines. At
worst, it makes hedging impossible. Mauss

is frustrated: “The more uncoupled devel-
opments on the exchange grow from fun-
damentals, the less it can perform its func-
tion as a market place for hedging trans-
actions.” Not even a company’s core
banks can do much about this. “Most
banks have no experience on this market,”
says another CFO. “They get conned by
veteran brokerage firms – and their clients
bear the consequences.”

The bubble makers

Frequently, prices on the exchange rise in-
dependently of physical demand, only
driven by speculative money. That puts
market participants that want to hedge a
long position by selling futures in a very
difficult position. The losses they incur by
selling the derivative cannot be compen-
sated with profits from the underlying
deal because there is simply no physical
demand. Even the US agency regulating
the market, the US Commodity Futures
Trading Commission (CFTC), which views
speculators favourably, recently reviewed
its position. The new chairman Gary
Gensler, a former Goldman Sachs manag-
er, said the commodities rally of the past

years had been a
“bubble” and assigned

substantial blame for it to
the financial investors. For

the first time ever, the CFTC
scrutinised the positions of swap

dealers more carefully. The result was
revealing: the majority of financial in-
vestors are buyers. Their transaction vol-
umes dwarf those of industrial market
players. 

Gaps in the rulebooks make that possi-
ble. Special exemptions granted by the
CFTC itself allow the speculators to cir-
cumvent existing limits. As a reaction, the
CFTC has announced it wants to enforce
caps more strictly on positions entered
into by non-industrial market players. It is
doubtful, however, whether that will rein
in speculation. Michael Lewis, head of
commodity research at Deutsche Bank,
expects that physical commodity invest-
ments will actually gain in attractiveness
as a result of the tightened regulations. 

In fact, first signs of that are appear-
ing. Glencore International, one of the
world’s largest commodity traders, and
Credit Suisse reportedly are planning to
issue the first aluminium ETF worldwide
that would be underlaid with the physical
metal. The first offering could bring in as
much as USD 2 billion. The significant
volume indicates that the tight-lipped
commodity giant from Switzerland wants
to use the ETF to sell the 800,000 tons of
light metal it bought from Russian
producer RC Rusal in June. ||

michael.hedtstueck@finance-magazin.de

Gambling on the
commodity markets: 

market price manipulation 
made simple on the LME

Sascha Duis
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Come here and sign it.” Putin’s humiliation of
Oleg Deripaska at a nationally televised news
conference in June has come to signify the new

era of a Russian economy at the mercy of the state. It
also marked the nadir of a career that lifted Russia’s
former richest man from the aluminium wars in the
early 1990s to the very apex of Russian casino capi-
talism. Mr Deripaska, everyone thought, had finally
overplayed his hand and lost it all. 

The tycoon proved us wrong. In early December,
he signed a debt restructuring for Rusal, the world’s
largest aluminium producer, bringing to an end in-
tense negotiations with more than 70 lenders and
paving the way for an IPO of the company next year.
Of course, the deal comes at a heavy cost. Mr Deripas-
ka’s stake will be diluted, and interests on the remain-
ing USD 14.9 billion (EUR 10.2bn) in debt will contin-
ue to siphon billions of dollars off of Rusal. The heavy
support from Russian state-owned banks ensures that
Putin can turn thumbs up or down on Mr Deripaska
at leisure. But apparently the Kremlin will allow the
Russian oligarch to stay on. Against all odds, he is
still a force to reckon with. ||
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He’s Back

Distressed oligarch Oleg 
Deripaska reaches an agree-
ment with his creditors.

Caving to Pressure

Aleksander Grad, Minister of
Treasury, fails to spur Poland’s
privatisation.

No one ever said privatisation was easy. But the
recent failure to sell the Warsaw Stock Ex-
change (WSE) to Germany’s Deutsche Börse is

not only a threat to the Polish state budget, but also
the final blow to this ambitious project. In recent
years, almost none of the many landmark sales an-
nounced by the Polish government have materialised.
Other examples of aborted or extended tenders in-
clude Enea, Ciech, Azoty Tarnow and ZAK. If things
continue like this, Aleksander Grad, who as Polish
Minister of Treasury is supposed to speed privatisa-
tions up, will become a symbol of failure. 

Selling the WSE should be no problem. It is the
most active exchange in the region and the gate to
the east for many investors. Yet Mr Grad persistently
fails to attract someone willing to cough up the mon-
ey he is asking for. As with Enea, the price was once
again too high. Pressure from Polish banks, investors
and the public played a role in the exaggerated de-
mands. But if Mr Grad continues to cave in each time
domestic pressure groups speak up, investors will
start considering Polish privatisation a running gag,
with Mr Grad serving as the punch line. ||
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