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Pogar factory raises the tomahawk

Russia is a huge market for cigarettes and tax increases are making the country even more attract-

ive for lower priced products from bordering countries, in this case Belarus. In defence, Pogar, in the

Bryansk Region of Russia, has started large-scale hostilities against Neman of Belarus.

I gor Moiseyev, Chairman of the Board
of Directors and for years earlier Di-
rector General of the Pogar Cigarette

and Cigar Factory, held a press confer-
ence in Moscow at the end of April. The
subject of his address to journalists was
the growing problem of penetration of
Belarusian cigarettes into the Russian
market. The Pogar factory had sent
letters to the Internal Affairs Ministry,
the Federal Service for Supervision of
Consumer Rights Protection and the
Welfare of Man (Rospotrebnadzor), the
Federal Tax Service (FTS), and the Fed-
eral Antimonopoly Service, calling on
officials to take measures to remedy the
situation. Many data were presented at
the press conference with references to
the factory's own research and to the in-
formation of the research company
Nielsen. The event received extensive
press coverage and in some ar-
ticles their authors inspired by
Moiseyev even distorted
many figures to com-
plete absurdity.
The situation

with Belarusian cigarettes is indeed
menacing. Excise rates in Belarus are
considerably lower. Although they are
indexed more frequently than in Russia,
their equalisation (harmonisation) is
only expected by 2020 (the Finance
Ministries of both nations confirming
this). The stability of the exchange rate
of the Russian rouble compared with
the Belarusian is an additional stimulus
to grey supplies of cigarettes from Bela-
rus to Russia. In point of fact, the differ-
ence in excises allows Belarusian to-
bacco companies, primarily Neman To-
bacco Factory from Grodno, to imple-
ment the "cheap whites" scheme in re-
lation to not only Europe and Ukraine,
but now also to Russia. That is, ciga-
rettes which were manufactured by the
factory legally and which are fiscally
clean can be profitably and quickly

sold outside the
country which

makes them cheaper even despite trans-
port costs and risks. Let us leave it to the
Nielsen researchers' conscience to say
that the supply of Belarusian cigarettes
has doubled in the Russian regions of
Biyansk and Smolensk, for this amount
appears to be impossible to measure,
yet the fact is beyond doubt that they
are available in border areas and on the
Internet. However, the claim that
people are already "queuing" for
Neman cigarettes in Bryansk shops
sounds exaggerated. Plus, Igor Moi-
seyev did not supply any photographic
evidence to substantiate his words. For
example, when the same issue was
raised in the Ukraine, there were loads
of pictures of Ukrainian shop windows
on the web which were indeed richly
flavoured with Fest and Minsk packs.
The disaster in Russia is not that great,
really. That does not mean, however,
that it is not worth tackling.

Big market means big profits

A huge market, Russia cannot
but attract Neman, yet the

"criminal margin" on the borders
with the EU and Ukraine ac-

tually remains much more
interesting. The excise pro-
gramme of the Russian Fi-
nance Ministry which was
published the other day
may well make Russia a

more attractive destination in
the next few years though, for
the Belarusian government's
plans for excises are not dis-
closed. Harmonisation is a

matter of a very distant fu-
ture, for five years or so
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Neman can make use of this growing
difference to its delight. So the problem
is real and some exaggerations in pre-
senting it to the media are probably jus-
tified. In his conference material and his
letters to the Russian government agen-
cies, Igor Moiseyev insists that the dif-
ference in prices is 2-4 times. For ex-
ample, the difference is four times be-
tween Minsk and Parliament cigarettes
made in Russia. However, it is only in a
bad fit of "pro-Belarusian" patriotism
that these two products can be put on a
par. It would be much more correct to
compare the same brands from two
sources or goods in one category, of
comparable consumer value. Then we
see that Belarusian Kent costs RUB 45
(EUR 1.01, USD 1.41) while Russian
Kent cost 70 roubles. Winston costs 30
and 48 roubles, respectively, and Al-
liance costs 20 and 27 roubles. The dif-
ference is quite significant, even very at-
tractive for wholesale transactions, but
it is still not two times. If we take
Neman's own brands, for instance,
again Minsk and Fest, their analogues
are Yava, Alliance, or Stolichnye. In Rus-
sia they cost approximately 50 per cent
more than their Belarusian counter-
parts.
It is quite another matter that non-fil-
tered Prima made by Pogar cost 20
roubles, and the same money can buy
Belarusian filter cigarettes, even in the
fashionable superslim format, and with
a charcoal filter included. Besides,
Prima from Belarus costs just 12-14
roubles. Clearly enough, it is the Pogar
factory that is on the verge of bankrupt-
cy in this situation. Its cigarette produc-
tion decreased by 15 per cent in 2012
and was more than halved in 2011 com-
pared with 2010 (from 5.8 billion to 2.8
billion). The reason was the indiscreet
equalisation of excise rates for oval ciga-
rettes and filter cigarettes in Russia. Uk-
raine, though it raises excises faster than
Russia, is more cautious and keeps a sig-
nificant difference in excise rates for dif-
ferent cigarette categories, whereby it
not only protects its market from its
neighbours, but also preserves the op-
portunity of legal consumption for the
most deprived segment of society. It is
the mistake of the Russian Finance Min-
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istry that the Belarusians have made use
of.

Invasion of cheap whites

And it is the Neman factory that we
mean when we speak about Belarusian
cigarettes. The other Belarusian factory,
privately-held Tabak In-
vest based in Minsk, manu-
factures almost no cheap
brands of its own and its
licence products so far
have not been noticed to
cannibalise their Russian
twins. Besides, with
licence products there are
more instruments to con-
trol the price gap (for ex-
ample, the owners of the
brands can raise prices for
them without waiting for
growth in excise). Meanwhile, the po-
licy of Grodno Neman Tobacco Factory
is patently aggressive and aimed at
growth in export in every way possible.
It was that factory that succeeded in
lobbying for government-set quotas for
production for export to be cancelled.
It is, however, the "cheap whites"
scheme that accounts for most of
Neman's production growth in recent
years, not official quota-free export. The
factory made just 17.5 billion cigarettes
in 2010 and as many as almost 27 billion
in 2012. Moiseyev justly notes that the
market in Belarus is quite stable. Its ca-
pacity is perhaps not 20 billion, but 25
billion pieces a year, yet it has remained
the same over the last five years. Every-
thing manufactured in Belarus in excess
of that number allegedly comes to Rus-
sia. It would be more correct to say that
all excess was exported from Belarus,
but Russia is by no means the first on the
list of the export destinations. More
likely, it is the last. However, out of 8 bil-
lion exported cigarettes one or two bil-
lion may well get to smokers in the re-
gions of Bryansk and Smolensk already.
It is the business of the Pogar factory
that has suffered from the portion of the
exported cigarettes from Grodno for
which Russia accounts. But the intrigue
of the situation is not exhausted there.

The government of Belarus passed quite
an unusual decision a couple of years
ago keeping a low profile: to permit ci-
garette production in excess of the gov-
ernment quotas for third parties from
their raw materials. That is, if a partner
of a tobacco factory in Belarus provides
materials for cigarette production and
takes the entire output to their country,

such manufacture is legal
and is not taken into ac-
count in quotas. It was
the Pogar factory from
Russia that had lobbied
for the directive having
developed the scheme to-
gether with Neman.
However, the project did
not go any further than
the directive. Neman
never was able to find an
opportunity to manufac-
ture products for Pogar,

not a single case. Later, a very simple va-
riety of co-operation was discussed, the
sale of filter rods for Pogar to make its
own filter cigarettes, but even then,
after pulling the wool over the Russian
partner's eyes for several months,
Neman actually told them to "forget it".
There is no reason for Neman to help a
competitor, especially if it targets its ter-
ritory.

Let the battle begin

Thus the Pogar factory has enough mo-
tives to start a full-scale war against
Neman. Were the factory in Grodno run
by a businessman, not a government of-
ficial, he would have calculated that by
doing the partner a small but real favour
he would provide himself with a cor-
ridor to the Russian market in the fu-
ture. However, the task of an official is
to execute superior orders, not to think
about the consequences of his deci-
sions. And now Neman may indeed lose
any chance to sell its products in Russia.
If Moiseyev manages to put the idea into
practice of attracting the government
machinery to protect his market, the im-
plications for Neman may prove to be
more serious than they would like. If the
police begin to control the market in the
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Bryansk and Smolensk regions, they will

easily not only succeed in discouraging

retailers from having anything to do

with Belarusian products, but also shut

off channels for distribution of tobacco

products from Belarus. This requires

freight control by road police, since cus-

toms controls have been removed

there. There is no need to pass new

laws, there is only a need for the politi-

cal will of local authorities and appropri-

ate federal government agencies. The

situation has been explained to the fed-

eral government effectively enough,

while the Bryansk government, espe-

cially the police, should be reminded

that during the war in Chechnya it was

the Pogar factory that provided the

Bryansk riot police unit with free

smokes and presents for holidays. Of

course, talking and even holding press

conferences cannot achieve much in

Russia nowadays. So far, the Bryansk po-

lice are dismissing the problem saying

that it is beyond their jurisdiction. Lack

of formal competences in Russia can be

effectively compensated for with finan-

cial motivation, so much will depend on

the informal actions and convincing-

ness of the Pogar factory's top manage-

ment in discussions with competent of-

ficials.

The Bryansk division of Rospotrebnad-

zor has already confirmed it will put

control of the situation on its agenda.

This, however, is not enough either.

Since the problem is confined to several

regions, perhaps it also requires a Ros-

potrebnadzor decision at federal level,

with additional powers at least with re-

gard to the scale and frequency of in-

specting the situation of contraband ci-

garettes in the retail segment. After all, it

will be easier to stem the phenomenon

at the very beginning than fight it every-

where later on. Besides, the problem it-

self is more complicated: if even regular

retail outlets already accept contraband

cigarettes, this means that they partici-

pate in the black market. Beginning

with cigarettes, they will add vodka and

now this will be a real disaster: like in

the 1990s, the retail segment will return

to the shadows it took so many years to

get out of. Therefore, both Rospotreb-

nadzor and the FTS should take Moi-

seyev's signals seriously.

The root of evil

At the same time, it should be empha-

sised that all this is fighting against con-

sequences. The root of evil is the dishar-

mony of excise rates. Attempts will not

stop until it is removed, until the

smuggler is stripped of the economic

opportunity of earning from grey ex-

ports from Belarus to Russia. Even if im-

movable retail outlets are kept under

control, it is impossible to close all rural

trade fairs or control all paths in the

forests. Development of civilised dis-

tribution in the Customs Union States

can be another systemic measure. Al-

though Igor Moiseyev tried to double

negative data on Belarus in his statement

by mentioning Kazakhstan, the latter is

still not equivalent to Belarus for several

reasons. Firstly, there are no local manu

facturers in Kazakhstan which would

have their own cigarette brands and

seek to export at all costs. All factories

there are controlled by multinational to

bacco companies. Prices are not regu

lated by the Kazakh government, unlikt

Belarus, so if the problem of cross

border flows arose, the companies

themselves could alleviate it by simpb

raising prices without the involvement

of the government. But then again, the

government in Kazakhstan constantly

speaks about a need for a significant rise

in excise, which is something you will

not be able to hear in Minsk. Besides

wholesale distribution in Kazakhstan

today remains under the control of the

same group of companies that control

distribution in Russia for the same manu-

facturers, and this group of companies

(Megapolis) is in no way interested in

developing smuggling to Russia.

The movement of goods in Kazakhstan

is much more transparent and control

lable than in the marshlands of Belarus,

It is probably more correct to speak оf

individual cases of cigarettes made in

Kazakhstan appearing in Russia than

about a phenomenon. However, it is

quite a regular occurrence on the Bela-

rusian borders and it is indeed time to

take measures. Maxim Коrolev
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