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Inflation rates are falling across CEE, leading economists to predict rate cuts in the coming months. / bne IntelliNews

CEE easing cycles around the corner

Ben Aris in Berlin

ith inflation passing its peak in most of the
Wcountries of Central and Eastern Europe (CEE)

(chart), central bankers are switching gears from
aggressively tightening rates to curb price rises to starting to

cut rates in the hopes of avoiding a tightening overshoot that
could cause recessions across the region.

It's a delicate balance, as while growth is already slowing
nearly everywhere, inflation remains persistently high.
Economists warn that the band between inflation curbing
hikes and growth promoting cuts is very narrow and easy
to get wrong. Nevertheless, some central banks in CEE have
already started to cut rates.

Expectations for monetary easing cycles in Poland and
Czechia have strengthened last week, Capital Economics
reports, driven by weaker-than-expected Polish inflation
figures for July and a shift in language at the Czech central
bank's MPC meeting. It is now anticipated that both central

www.bne.eu

banks will deliver interest rate cuts in the fourth quarter.

“The flash estimate of Polish inflation for July came in at
10.8% year on year, its lowest level since early 2022. Core
inflation probably eased further last month too. The pace

of disinflation this year has been much faster than we had
expected and there’s now a possibility that inflation falls to
single digits as soon as August, meeting the criteria outlined
by some MPC members as the trigger to start an easing cycle,”
Liam Peach, an emerging market economist with Capital
Economics, said in a note.

The Czech central bank (CNB) made a clear shift in language
at its recent monetary policy meeting, dropping its previous
guidance on further interest rate hikes and stating that
policy decisions will be based on incoming data. This

opens the door for an easing cycle to start soon. While a

rate cut in September is a possibility, the CNB maintained a
somewhat hawkish tone, and Governor Michl tried to temper



expectations for easing this year. Nonetheless, monetary
easing is on the horizon, says Peach.

“The debate in Poland and Czechia now is whether or not
interest rate cuts start at the next meeting in September.
Inflation data for August will be key. In our view, we think
September is just a little early for the first rate cuts. But the big
picture is that monetary easing is around the corner. Investors
are pricing in 100-125bp of easing over the next six months.
This is possible, particularly in Czechia, but inflation pressures
are a lot stronger in Poland and we think the bulk of easing
there is unlikely until the second half of next year,” Peach said.

In general, the pressure on Europe’s households' real incomes
from high inflation appears to be easing in Central Europe, and
there are encouraging signs that the downturn in retail sales
may have bottomed out in the second quarter, Peach says.

“Data released this week for June showed that retail sales
increased in Czechia (by 0.3% month on month) and in
Hungary (by 0.8% m/m). In Czechia, this was the first
consecutive monthly expansion in two years and in both
countries followed large declines in sales earlier this year.
Inflation is falling so quickly across CEE that real private sector
wage growth could turn positive in y/y terms in all major
economies in Q3. We think this will support a recovery in
consumer spending in the second half of the year, although
any rebound is likely to be gradual while consumer confidence
remains so depressed and interest rates stay high,” says Peach.

“More generally, we don't expect a marked recovery in GDP
growth for some time. Manufacturing PMIs released for July
this week were weak and support our view that the recent
resilience of exports will fade. We expect weaker external
demand to weigh on exports and keep GDP growth soft until
2024," Peach concluded.

In related news, the National Bank of Ukraine (NBU) cut the key
policy rate from 25% to 22%, effective from July 28, the NBU stated

in a press release on July 27 (chart). The cut was forced on the
NBU due to the rapid fall in inflation, as the central bank had not
intended to cut rates this year, while the war continues to rage.

On the flip side, the Central Bank of Russia (CBR) was forced to
hike rates by 100bp at the policy meeting on July 21 from 7.5%
to 8.5% per annum, the regulator said in a statement. Prior to
that, the rate had remained unchanged since September 2022.
(chart) Although inflation remained at an extremely low 3.2%
in June - by far the lowest rate in the region - the central bank
seems to be deliberately devaluing the ruble in an effort to
support the budget and reduce the deficit. (chart)

Russia’s budget is based on a calculation of oil tax revenues
calculated in dollars, but the spending is in rubles. That
means a devaluation of the ruble creates more rubles for
expenditures even if they are worth less in dollar terms -

a cheap and easy way to close the budget deficit that does
not involved borrowing or printing money.
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However, the sharp devaluation of the ruble is fuelling
inflation, which is now expected to climb to around 6% by
the end of this year, before falling back to the CBR’s target rate
of 4% next year, the regulator says. The need to devalue the
ruble to close the deficit hole may be temporary after budget
revenues surged in June as oil exports completed their switch
from Europe to Asia, as reported by bne IntelliNews.” ®

Black Sea war zone threatens to

knock out Kazakh oil

Nizom Khodjayev in Astana

he safe passage of around 80% of Kazakhstan's oil
exports is now potentially imperilled by the Russia-
Ukraine War.

When a Ukrainian sea drone struck and disabled Russian
landing ship Olenegorsky Gornyak in an August 4 night
attack on the vessel in Russia’s Black Sea port of Novorossiysk,
the calculations completely changed for those charged with

ensuring Kazakhstan can continue to securely ship its crude,
despite the conflict raging to the country’s west. And those
calculations grew even more worrying on August 5, when a
Russia oil products tanker, the Sig, took a Ukrainian sea drone
hit to its engine room while sailing close to the Crimean
peninsula. By August 8, Ukraine was leaving no room for doubt
- in Kyiv's eyes, any tankers shipping oil from Russian Black
Sea terminals can be justifiably attacked.

www.bne.eu
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Screenshot from sea drone video footage purporting to show a successful attack
on Russian landing ship Olenegorsky Gornyak. / Screenshot

"Everything the Russians are moving back and forth on the
Black Sea are our valid military targets,” Oleg Ustenko, an
economic adviser to Ukrainian President Volodymyr Zelenskiy,
told Politico, saying the move should be seen as retaliation for
Russia withdrawing from the UN-brokered Black Sea grain deal
and staging a series of missile attacks on Ukrainian agricultural
stores and ports.

“This story started with Russia blocking the grain corridor,
threatening to attack our vessels, destroying our ports,”
Ustenko added. “Our maritime infrastructure is under
constant attack."

Most Kazakh oil is necessarily exported via Novorossiysk

after reaching the port via the 1,500-km Caspian Pipeline
Consortium (CPC) route that traverses southern Russia. As
things stand, only limited volumes can take the pipeline option
offered by Azerbaijan in the South Caucasus due to a shortage
of tankers that traverse the inland Caspian Sea.

With insurance policies threatening to become non-existent
for the tankers that ship up to 1.3mn barrels per day (bpd) of
Kazakh oil from Novorossiysk, it's clear Kazakh officials are
feeling the heat, and are so far offering only vague notions
of finding a political answer to the endangerment of Black
Sea shipping.

The Kazakh government was intending to put forward a
political initiative for supporting the stable operation of the
CPC port terminus in Novorossiysk, TASS quoted Kazakh
Energy Minister Almassadam Satkaliyev as saying.

"As regards the provision of safety for port operations,
Kazakhstan will certainly come forward with an initiative at
the political level to ensure stable operations at the port, given
that major oil consumers, including those from the European
Union, benefit from the operations of the marine terminal,”
said the minister.

Such an effort "must be organised along the lines of the
intergovernmental dialogue, via diplomatic channels, and
the relevant directives of the Prime Minister of Kazakhstan
[Alikhan Smailov] have already been issued,” he added.

www.bne.eu

Kazakhstan's best hope might lie in the pressure that could be
exerted on Ukraine by its allies, who fear high oil prices.

Timothy Ash, a strategist at BlueBay Asset Management,
commented in a blog for the Kyiv Post: “Kyiv has warned herein
that Russian ports on the Black Sea are now fair game, and I
think this is something of a quid pro quo for Russian attacks
on Ukrainian ports and particularly grain infrastructure. But
[ think Ukraine would be wary of launching all-out attacks

on Russian oil vessels in the Black Sea for fear of playing into
Russian hands by driving international oil prices higher and
then weakening support in both the West and the Global
South for its defence against Russia.

“Rather, this was a proverbial shot across Russia’s bow that
Ukraine has lots more options. It is a push to get Russia to back
off from attacking Ukrainian Black Sea ports, and also those
along the Danube and return to the Black Sea Grain Initiative.”

Looking at what pressure Kazakhstan might direct at
Ukraine’s allies to arrange protection for oil shipments out
of Novorossiysk, Oleg Chervinsky, a publisher of Kazakh
oil industry magazine Petroleum, argued that the Kazakh
government, while scoping out wider diplomatic moves,
may first seek “consultations with the US and European
shareholders” invested in Kazakh oil and gas projects.

“Shareholders are no less interested in the stable operation of
the port of Novorossiysk than Kazakhstan. The government may
anticipate that stakeholders will use their levers of influence
to ensure that the Caspian Pipeline’s terminal is excluded from
hostilities,” Chervinsky said, as quoted by Upstream on August 8.

Kazakh oil shipped from Novorossiysk comes from the huge
Tengiz, Karachaganak and Kashagan fields, where major
Western oil companies such as Chevron, ExxonMobil, Shell
and Eni are heavy investors. The stakes are high.

Since the outbreak of the war in February last year
Kazakhstan has not sat on its hands when it comes to
securing alternative westward transit routes for its oil, but
given squeezed tanker capacities, and also limited capacities
within the pipelines stretching to Turkey and Europe from
Azerbaijan via Georgia, there's a limit to how fast it can go in
developing a plan B fit for purpose.

Nevertheless, Kazakhstan made some progress in expanding
its transit of oil on routes bypassing Russia in the first quarter
of this year, according to Reuters reporting that cites industry
sources and Refinitiv data.

Oil shipments sent from the Caspian Sea port of Aktau in
Kazakhstan to Baku in Azerbaijan reportedly rose to 163,436
tonnes in 1Q23 from 28,875 tonnes in 1Q22.

Looking in the other direction, Kazakhstan's oil exports to
China are modest, presently running at around 80,000 tonnes
of oil per month. @



Boom in UK exports to Kyrgyzstan sparks
fresh war sanctions evasion concerns

bne IntelliNews
ritish goods exports to Russia’s ally Kyrgyzstan boomed
B more than 4,000% in the 12 months to March, with the
trade explosion coming in the wake of the Kremlin’s
invasion of Ukraine. The sheer scale of the trade expansion
has triggered fresh concerns that Moscow is comfortably
circumventing sanctions to obtain Western goods.

UK government trade data shows the extraordinary rise in
shipments to Kyrgyzstan occurred roughly in the same period
that Kyrgyz exports to Russia also doubled. The obvious
conclusion for analysts is that British goods are exported to

"UK government trade data shows
the extraordinary rise in shipments
to Kyrgyzstan occurred roughly
in the same period that Kyrgyz
exports to Russia also doubled”

Kyrgyzstan, from where they are re-exported to Russia. Similar
conclusions have been drawn about EU goods following the
publication of figures showing a trade expansion in the same
ball park. On July 20, concerned by such trade flows, the US
Treasury Department listed 18 individuals and more than

120 entities based across Kyrgyzstan and Russia it has made
subject to Ukraine war sanctions.

A big concern for Western officials are dual-use goods that
can be ordered by civilian contractors who can then divert
them for defence industry purposes.

Exports of machinery from the UK to Kyrgyzstan, including power
generators and road vehicles - but not including cars - expanded
significantly in the reported period. Other exported items
included “office machinery” and “general industrial machinery”.

After the newspaper i reported the data, a UK official told the
publication: “We have introduced the largest and most severe
economic sanctions ever imposed on a major economy and
have wholly or partially sanctioned over 96 percent of goods
traded with Russia in 2021.

“We assess all credible allegations of breaches of sanctions
law, and we have a range of enforcement options available
- those breaking the law could face a heavy fine or
imprisonment.”

In the data, total UK exports to Kyrgyzstan in the 12 months to
March, including services, are shown up 264% to £51m, with
goods shipments leaping 4,100% to £42m, up from £1m in the
previous 12-month period.

Robin Brooks, chief economist at the Institute for International
Finance, told i the leap in exports had “all the telltale signs of
sanction evasion”, adding: “While UK exports to Kyrgyzstan are
very small compared to the UK's overall international trade, UK
exports have the telltale signature of trade diversion: a rise in
exports that begins with Russia’s invasion of Ukraine and persists”.

Following the imposition of the US sanctions, Kyrgyz officials
denied that Bishkek was helping Moscow circumvent goods
and services sanctions but did not rule out the possibility that
private companies in Kyrgyzstan have become involved in
shipping “dual-use” items to Russia.

Kyrgyzstan's security agency said that “neither the Kyrgyz
state itself nor any state structures and companies are
involved in the violation of the regime of compliance
with sanctions imposed by the United States and Western
countries on Russia.” But it admitted the “possible
involvement of private companies”. ®

"Kyrgyzstan's security agency said that
neither the Kyrgyz state itself nor any
state structures and companies are
involved in the violation of the regime
of compliance with sanctions”

British goods that reach Russia via Kyrgyz ‘'middlemen’ operations are another
concern for Western sanctions enforcers. / bne IntelliNews

www.bne.eu
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How Fozzy Group's
supermarkets have
weathered the storm
of Russian aggression
in Ukraine

Dominic Culverwell in Kyiv

the midst of Russian aggression, shelves are stacked

with products and fresh vegetables are piled high,
whilst live fish and oysters are packed into tanks. If one wants
to forget the grim realities of wartime Ukraine, supermarkets
offer a mirage of normality.

U krainian supermarkets are a sight to behold. Even in

It was a different story at the start of Russia’s full-scale inva-
sion. Chaos erupted as desperate civilians hurriedly purchased
supplies and withdrew cash, preparing for the worst. Dmytro
Tsygankov, the executive director of Fozzy Group, a group of
companies that owns the major Silpo supermarket and Fora
convenience stores, witnessed the panic first hand.

“In many places, including the Kyiv region, stores were
shelled, destroyed and cut off from supplies. It was a hugely
complex problem, both on the logistics side and on the
human side,” Tsygankov told bne IntelliNews in an exclusive
interview via his home in the Kyiv region.

Terrified store employees disappeared and drivers were
afraid to deliver products from the distribution centres. But
in their place, customers and former employees came to the
rescue, undertaking odd jobs such as stacking shelves whilst
Tsygankov and his wife worked at a supermarket in Irpin. As
the crisis unfurled, humanitarian organisations swooped into
Ukraine, utilising Fozzy Group's logistics routes and facilities
to distribute over 1,404.1 tonnes of aid.

Faced with the realities of Russia’s brutal war, Fozzy Group has
suffered both physically and financially. Silpo lost UAH7.6bn
($205.78mn) last year, while damages to the company are
estimated to be UAH3bn ($81.23mn) including lost stock and
destroyed facilities, with one warehouse completely razed to
the ground and 31 Silpo supermarkets damaged. Other retail
companies suffered a similar fate and the whole retail sector
lost around UAH300bn in turnover last year.

Nevertheless, Tsygankov and his team have found ways
to overcome the barriers thrust in their path, and almost
retained pre-war revenue with turnover recorded at UAH
62.4bn ($1.69bn) last year. “We cannot stop, we are part of

www.bne.eu

A Silpo supermarket in Truskavets / Fozzy Group

critical infrastructure,” Tsygankov explained.

With no truck drivers, distribution posed one of the major
challenges. The company co-operated with Ukraine’s national
rail company, Ukrainian Railways, and began an experimental
delivery operation to transfer goods from Western Ukraine to
the rest of the country amidst the heavy fighting. Although
not as effective as road transport, trains were a magic wand
that ensured safe deliveries under immense pressure.

Delivery routes gradually returned to normal and truck
deliveries have resumed, navigating Ukraine's extensive road
network to find accessible routes undamaged by shelling

or mines. Delivery time may take longer than pre-war, but
Tsygankov mentioned that at some point “you have to get
back to basics”, regardless of efficiency.

Fozzy Group's results are not to be sneered at. Although stock
has not yet returned to pre-invasion levels, it has recovered
from the first month to 80-90% of availability with assistance
from willing partners. Suppliers responded quickly and even
foreign partners took the gamble to maintain ties with the
company.

“Most of them understood the situation and the difficulty
with logistics. They were eager to help us find products,”
Tsygankov said.

Russia’s occupation of fertile land in southern and eastern
Ukraine has resulted in a drop of locally sourced products,
including the famous Kherson watermelons. Fozzy Group has
remained flexible, seeking imports from other countries such
as Turkey or the European Union, but the cost has noticeably
increased and many citizens are still left hankering for locally
grown watermelon instead of Azerbaijani imports.

At the same time, 19 Silpo supermarkets remain inaccessible
in the occupied zones. But once Ukrainian troops liberate a
region, it doesn't take long for the Fozzy Group to kick into
action. In the case of Kherson, it only took a week after its
liberation on 11 November, 2022 to resume work, Tsygankov
explained.
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“The store was more or less intact, so we could start opera-
tions soon,” the businessman said.

The group has managed to reopen 17 stores in total, with 308
Silpo supermarkets currently operating, although reopen-

ing times depend on conditions such as damage, electricity
accessibility and Internet connection. Nevertheless, the
company has managed to get a handle on the difficult process
and restorations have become smoother and faster, helping to
retain a significant number of employees, currently at 33,390,
with only a 29% vacancy at the store level.

Yet filling shops with customers is proving to be a hercu-
lean task. The prodigious migration of Ukrainians abroad,
estimated to be 6-8mn, as well as food prices increasing by
38% last year, has cut the number of shoppers by 10-15%
compared to pre-invasion, and the challenge is particularly
pertinent in newly liberated territories, where a vast number
of remaining residents are pensioners struggling with food
poverty.

Tsygankov is hopeful that reopening stores will encourage
residents to return home, as stocked shelves and cashiers at
the registers imbue a psychological reassurance on war-torn
towns. “When people see supermarkets opening they think

that things are returning to normal, so they come back,” he
explains.

The company also managed to open new stores across
Ukraine, despite the challenges the construction industry
faced last year after suffering an economic decline of 65.1%.
Plans were completed not only in Western Ukraine, where the
situation was calmer, but also in regions close to hostilities
such as the Odesa and Dnipro Oblasts.

“The war didn't really change our strategy to open stores,
except for the obvious that we lost a couple of regions for now,”
Tsygankov stated. “We are not limited to western Ukraine and
we continue our expansion elsewhere,” he added.

For now, new expansion plans are, for the most part, not
being discussed, as years of planning and evaluation are
needed. All the stores that opened during the full-scale inva-
sion were already in the works but Tsygankov stressed that
the company's strategy has not changed.

The company is also looking into the EU market, particularly
in Eastern Europe, and conducting research into the market
and scouting locations. There is nothing on the horizon yet,
but Tsygankov is optimistic for the future. ®

India to buy a record 9mn tonnes of discounted
Russian wheat to head off domestic price spike

Ben Aris in Berlin

ndia is reportedly in confidential talks with Russia for

the biggest ever grain deal between the two countries,

the supply of some 8-9mn tonnes of wheat worth $2bn,
even though India is reportedly demanding a very deep
discount, Reuters reported on August 17. The discussions are
anticipated to continue for several more weeks.

"The government is exploring the possibility of imports
through private trade and government-to-government deals.
The decision will be made cautiously," an Indian govern-
ment source told Reuters, when asked about wheat imports
from Russia.

Indian wheat stocks at government warehouses were at
28.3mn tons on August 1, some 20% below the 10-year aver-

age, Reuters reports.

India has not imported wheat for years as it is usually self-

sufficient, but extreme weather in the last two years has hurt

domestic production. The talks come as India is trying to
manage food inflation ahead of the upcoming 2024 national

and regional elections under Prime Minister Narendra
Modi's government. The ruling Bharatiya Janata Party faces
a united opposition in the elections, with polls currently
favouring the incumbent party.

India is in talks with Russia for a record-breaking 9mn tonnes of grain import
deal following two years of extreme weather reduced its own production forcing
it to look for imports for first time in six years. / bne IntelliNews
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India has been suffering from a bad agricultural season that
has pushed prices for staples up that are hurting the poor
the most in an election season.

As bne IntelliNews reported, wheat, rice and a negative
impact on agriculture from EIl Nifio this year have food secu-
rity warning lights flashing red.

In July the Indian government banned the export of white
rice in an effort to contain domestic food prices by adminis-
trative means. The effect of the Indian rice ban has rippled
out around Asia, driving rice prices high across SE Asia and
leading to governments across the region scrambling to
shore up reserves of rice in anticipation of reduced yields
this year in their own markets thanks to El Nifio. That

has pushed food inflation up globally. India also banned
wheat exports last year and again this year after yields are
expected to fall 10% this year, leading to domestic prices for
wheat taking off at the end of May.

India's annual retail inflation has surged to its highest
level in 15 months in July, propelled by soaring prices of
vegetables and cereals. July witnessed a sharp uptick in
India’s annual retail inflation, reaching 7.44%, a significant
rise from the previous month's 4.87%, catching analysts by
surprise.

Things have gotten so bad that both the Burger King and
McDonald’s franchises in India have taken tomatoes off the
menu following a poor harvest that made prices prohibi-
tively expensive.

That has left Russia in pole position to help, as it is one of
the world's five agricultural superpowers and following
an all-time high record harvest of 153mn-155mn tonnes
of grain last year, its silos are full to bursting . Russia is
expected to export a record 60mn tonnes of grain this -
almost double its average exports from the last five years.

A deal for 9mn tonnes of wheat would be significant and

a big increase on deliveries to India which is not one of
Russia’s biggest customers as it is a major producer of wheat
in its own right and has not imported large amounts of
grain since 2017, when it bought 5.3mn tonnes on the open
market. But wheat production has been in decline in the
last few seasons due to a series of extreme heat waves in
summers.

Wheat production declined to 107.74 million tonnes due to
heat waves in key growing states during the 2021-22 agricul-
tural year, down from the previous record of 109.59 million
tonnes set a year earlier. The harvest is expected to fall again
this season to 105mn tonnes of wheat putting domestic
supplies under pressure and driving the government to look
to imports to shore up its strategic reserve.

If the 9mn tonne deal with India goes ahead it would be
15-times more than India normally imports from Russia and
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represent about a fifth of Russia’s entire export capacity in
the current agricultural year. It is also double Egypt's annual
purchases from Russia, currently Russia’s biggest client and
one of the biggest importers of grain in the world.

India’s trade reliance on Russia has grown rapidly in the last
two years. Indian oil imports from Russia have grown from
about 2% pre-war in Ukraine to top 46% in the first half of
this year and mutual trade turnover has increased to just
under $50bn a year.

The 9mn tonnes is also more than twice the size of the
Indian government's projection for this year's grain deficit,
estimating it needs 3-4mn tonnes to cover a potential short-
fall. If the deal goes ahead, it would shore up the domestic
reserve, ensuring price stability for wheat on the Indian
market after prices rose by 10% in the last two months.

Russia is desperate to export more grain as an estimated
$3.4bn worth of grain is in danger of rotting this year if more
room cannot be freed up in its silos. India is reportedly
asking for a deep discount of $25-40 per tonne of wheat to
market prices, which Russia is reportedly willing to offer.
The current FOB Novorossiysk price stands at approximately
$250 per ton, Reuters reports.

Unlike oil exports, Russia's agricultural product exports are
not subject to sanctions, therefore, payment for the wheat
purchase will likely be made in dollars, similar to transac-
tions involving Russian sunflower oil. The total cost of the
discounted wheat deal should be slightly less than $2bn, The
Bell reports.

The deal would have the added benefit of offering a degree
of protection against potential disruptions at Russian

Black Sea grain ports. Following Russia's withdrawal from
the Black Sea Grain Initiative on July 17, guarantees for the
safety of sea routes were revoked. This resulted in Russia
imposing suspicions on ships bound for Ukraine of trans-
porting weapons. Despite this, Ukraine has redirected its
grain exports to Danube ports and has been actively seeking
alternative routes. A really big deal with India would encour-
age Russia to re-establish the grain deal, something that
Russian President Vladimir Putin’s allies in Africa, Turkey
and China all want to see him do.

Ukraine has increased military tensions in the Black Sea
after an unmanned naval drone attack on the Russian port
of Novorossiysk this month and a recent declaration of the
waters around the Russian ports of Anapa, Novorossiysk,
Gelendzhik, Tuapse, Sochi, and Taman are a military threat
zone further complicates the situation.
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