
 

1 
 

Conflict Update # 105 

June 29th, 2022 

Conflict Assessment 

Key Takeaways 

Ukrainian sources reported that Russian 
authorities may be preparing to annex areas of 

southern Ukraine as the “Tavriia Gubernia” 

and that Russian authorities are setting 

conditions for annexation through preparing 

referenda in occupied areas. 

Russian forces may be planning a false 

flag provocation at the Zaporizhzhia Nuclear 

Power Plant. 

Russian forces continued offensive 
operations in and around Lysychansk. 

Russian forces made marginal gains east 

of Bakhmut along the E40 highway and may 

seek to prepare for a direct offensive on 

Bakhmut. 

Russian forces continued offensive 

operations to advance on Slovyansk from the 

northwest near the Kharkiv-Donetsk Oblast 

border. 

Russian forces are continuing to engage 
in offensive operations north of Kharkiv City, 

indicating that the Kremlin has territorial 

ambitions beyond the Donbas that will 

continue to attrit manpower and equipment, 

potentially at the cost of offensive power on 

more critical axes of advance. 

Russian forces continued to reinforce their defensive presence along the Southern Axis. 

Subordinate Main Effort—Southern Kharkiv, Donetsk, Luhansk Oblasts - Russian forces continued offensive 

operations in and around Lysychansk on June 29. The Ukrainian General Staff (UGS) stated that Russian forces are 

attempting to advance on Lysychansk from the Verkhnokamyanka-Vovchoyarivka line, about 5km southwest of 

Lysychansk. Luhansk Oblast Administration Head Serhiy Haidai noted that two Russian battalion tactical groups (BTGs) 

are engaged in offensive operations towards Lysychansk, although these BTGs are likely to be substantially under-

strength and heavily degraded following protracted conflict around Severodonetsk and Lysychansk. Russian forces are 
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likely advancing within Lysychansk itself and are 

reportedly fighting in southwestern and southeastern 

suburbs of the city, as well as on the territory of the 

industrial zone in the gelatin and rubber plants. 

Russian Telegram channel Rybar claimed that Russian 

forces have crossed the Siverskyi Donets River northwest 

of Lysychansk and established a bridgehead in Privillya, 

which indicates that Russian forces may be attempting to 

complete the seizure of the northwestern apex of the 

Lysychansk salient. Ukrainian forces may have reduced or 

abandoned their efforts to hold the western banks of the 

Siverskyi Donets River north of Lysychansk because 

Russian forces are already advancing on Lysychansk from 

the south along the western bank.  The Russians likely 

have also learned to avoid the kinds of tactical errors that 

allowed Ukrainian artillery to decimate a BTG attempting 

to cross the river at Bilohorivka on May 15. Russian forces 

continued assaults on settlements along the T1302 

highway near Lysychansk in the area of Spirne, Berestove 

and Verkhnokamyanka.  The Russians have already deprived 

Ukrainian forces of the ability to use this highway to support 

their troops in Lysychansk, as ISW previously reported on 

June 23, and are now likely continuing operations along the 

highway to complete the encirclement of Lysychansk from 

the south. 

Russian forces continued offensive operations east of 

Bakhmut and made marginal gains on June 29. UGS reported 

that Russian forces had ”partial success” in Midna Ruda and 

Klynove- both within 15km southeast of Bakhmut along the 

E40 Bakhmut-Slovyansk highway.  

Russian Telegram channel Rybar additionally claimed that a detachment led by the Wagner Group is advancing within 

Klynove and fighting in Pokrovske, just north of Klynove. UGS stated that Russian forces have moved one BTG to the 

Bakhmut area, which indicates that Russian forces are likely prioritizing positional battles around Bakhmut and may 

attempt to capitalize on recent advances southeast of Bakhmut to drive directly on the city along the E40 highway. 
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Russian forces continued offensive operations northwest of Slovyansk near the Kharkiv-Donetsk Oblast border on June 

29. UGS stated that Russian forces are fighting around Bohorodychne and Krasnopillya, likely in order to drive southeast 

on Slovyansk along the E40 highway. UGS additionally noted that Russian forces shelled Mykilske—a settlement 15km 

northwest of Slovyansk that is separated from the E40 highway by a distinctive network of reservoirs that run parallel to 

the E40 between Dolyna and Slovyansk. Russian forces may be shelling Mykilske to complement offensive operations to 

the south of Dovhenke (which also lies to the west of this water feature) in order to set conditions for offensive operations 

towards Slovyansk from the road network west of the reservoirs, in addition to the existing effort to drive down the E40. 

Russian forces additionally shelled Majaky and Tetyanivka to set conditions to advance on Slovyansk from the west of 

Lyman. 

Supporting Effort #1—Kharkiv City – Continued 

Russian offensive operations around Kharkiv are 

expending Russia’s limited offensive combat capability 

for extremely limited gains.  The diversion of Russian 

offensive combat power to secondary theaters in 

Ukraine may hasten the culmination of Russian offensive 

operations in the Donbas.  Russian forces continued 

offensive operations to regain control of settlements 

north of Kharkiv City on June 29, indicating that the 

Kremlin still holds territorial ambitions beyond the 

Donbas.  Russian forces conducted an assault on 

Dementiivka, about 15km directly north of Kharkiv City. 

Russian Telegram channel Rybar claimed that the assault 

was successful, but Kharkiv Oblast Administration Head 

Oleg Synegubov stated that Ukrainian forces repelled 

the attack. While ISW cannot independently confirm the 

status of control of Dementiivka, control of individual 

settlements north of Kharkiv City along the frontline is 

likely highly contested. Russian forces additionally 

fought for control of Velyki Prokhody, Tsupivka, 

Pytomnik, and Ruska Lozova and shelled areas of Kharkiv 

City and surrounding settlements. Continued battles for 

control of such settlements to the north of Kharkiv City 

suggests that while the Kremlin claims to be prioritizing 

the capture of the Donbas, it also seeks to regain control 

of Ukrainian territory outside Donetsk and Luhansk 

Oblasts. 

Supporting Effort #2—Southern Axis – Russian 

forces continued to focus on defensive operations and 

took measures to reinforce their grouping along the 

Southern Axis on June 29. UGS reported that Russian forces deployed one battalion tactical group (BTG) to the Kryvyi Rih 

direction, likely in order to support operations near the Kherson-Dnipropetrovsk Oblast border in Vysokopillya and 

Potomkyne. Russian forces conducted ground assaults near the Zaporizhia-Donetsk Oblast border near Vuhledar and 

reportedly took control of Shevchenko in western Donetsk Oblast. Russian forces conducted artillery and missile strikes 

against Ukrainian positions and civilian infrastructure in northeastern Zaporizhia Oblast near the Huliapole-Orikhiv line. 
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Russian forces also conducted missile strikes against various 

areas of Dnipropetrovsk, Odesa, and Mykolaiv Oblasts. UGS 

noted that Russian forces moved an additional S-300VM 

anti-ballistic missile battery to Mykolaiv Oblast. 

Activity in Russian-occupied Areas -Russian 

occupation authorities continued to set conditions to 

prepare for referenda on the annexation of occupied areas 

of Ukraine into the Russian Federation. Russian-appointed 

Kherson Occupation Administration Deputy-Head Kiril 

Stremousov stated on June 29 that his administration is 

preparing for a referendum on the accession of Kherson 

Oblast to Russia.  

Several Ukrainian sources reported that in order to prepare 

for such referenda, Russian authorities are escalating efforts 

to collect personal data of Ukrainian citizens living in 

occupied areas. 

 Collection of personal information advances Russian 

occupational objectives beyond preparing for referenda and 

will allow Russian authorities to consolidate administrative 

control of occupied areas prior to making political moves to 

integrate these areas directly into the Russian Federation. 

Impacts 

NATO Officially Declares Russia A 'Significant And Direct Threat' To Members' Peace And Security - NATO 

has declared Russia the "most significant and direct threat” to its members’ peace and security amid Moscow's 

unprovoked invasion of Ukraine. 

The Western military alliance made the declaration in a statement as its leaders met in Madrid today to confront what 

NATO chief Jens Stoltenberg called the biggest security crisis since World War II. 

NATO's declaration underscores how dramatically Russia’s invasion of Ukraine has unsettled Europe’s post-Cold War 

security order. 

The alliance also promised to “step up political and practical support” to Ukraine in the face of Russia’s invasion. 

Stoltenberg said Ukraine is fighting for its independence but also for Western values and security. 

NATO leaders agreed to formally invite Finland and Sweden - to join the alliance after Turkey struck a deal with 

the Nordic duo to drop its objections. 

"Today, we have decided to invite Finland and Sweden to become members of NATO and agreed to sign the Accession 

Protocols," a declaration from a summit in Madrid said. 

Russia's war on Ukraine raised fears in Finland and Sweden, prompting them to seek to join the 30-member alliance. 

Finland's long border with Russia means the Russian-NATO border will expand dramatically. 
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Finland and Sweden applied to join the military alliance last month, but their bids were held back by Turkey, which has 

accused both nations, particularly Sweden, of offering a safe haven to Kurdish militants who have been waging an 

insurgency against the Turkish state. 

Humanitarian 

Ukraine Announces Prisoner Swap Of 144 Soldiers, Some Captured At Azovstal Steelworks - Ukraine's 

Defense Ministry has announced a prisoner exchange involving 144 Ukrainian soldiers, including scores of defenders of 

the Azovstal steelworks in the southern port city of Mariupol. 

"This is the largest exchange since the start of the full-scale Russian invasion. Of the 144 freed, 95 are Azovstal defenders. 

Among them, 43 servicemen of the Azov Regiment," the main intelligence directorate of the Defense Ministry said on 

June 29 on Telegram. 

It did not specify when and where the swap took place or how many Russian prisoners were part of the exchange. 

The head of a Russia-backed separatist group in Ukraine’s Donetsk region also reported a prisoner exchange with Kyiv, 

saying the number of fighters exchanged was 144 on each side. 

Containment 

The United States military will soon open a new "permanent" command post in Poland - That's one of 

several new measures President Joe Biden is taking ahead of this year's annual NATO summit, which begins today in 

Spain.  

The country already hosts some 4,000 U.S. troops on a rotational basis. This new deal with Warsaw, which was first made 

public during the Trump administration, will bring a permanent headquarters for America's Fifth Army, which could raise 

the total U.S. force in Poland to about 5,500 troops. Read more from the White House, here. 

The White House is also sending a new rotational Brigade Combat Team of about 3,000 troops and 2,000 enablers to 

Europe in order to better coordinate training and exercises from Romania, Biden said Wednesday. But that's not all, 

according to the White House:  

• More armored, aviation, air defense, and special operations forces are also on the way.  

• Two more U.S. destroyers will be stationed in Spain's port city of Rota, on top of the four already there.  

• Two squadrons of F-35 aircraft will be stationed in the U.K. 

• And an unspecified number of "additional air defense and other enablers" are headed to Germany and Italy. 

President Joe Biden intends to announce a U.S. troop increase in Poland and the possible basing of more American 

warships in Spain, NBC has reported. 

Citing two defense and two former administration officials, NBC said the number of troops operating in Poland on a more 

permanent basis would be in the range of several hundred. 

Meanwhile, Biden could announce a plan to position two more Navy ships in Rota, Spain, but that would take a couple 

of years to implement, NBC said. 

One possibility in Poland is using the additional forces to beef up a U.S.-led NATO battlegroup that operates just 50 miles 

from the Russian military exclave of Kaliningrad. 
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Germany and Netherlands to supply six more howitzers to 

Kyiv - The Germans and Dutch are sending six more howitzers to 

Ukraine, the two nations' defense chiefs announced Tuesday. They'll 

be Panzerhaubitze 2000s, which look like tanks and which the 

Germans call "one of the most modern artillery pieces in the world."  

Each country will provide three of the artillery weapons, Germany's 

Christine Lambrecht and Kajsa Ollongren from the Netherlands told 

reporters, on top of 12 howitzers the countries have already sent to 

Ukraine. 

"We show our resolve and our commitment to Ukraine, and not to 

give in to this Russian aggression," Ollongren said. 

Russia’s War in Ukraine Drives Gains in NATO Weaponry - The conflict in Ukraine is driving a modernization of 

NATO weaponry, honing the alliance’s ability to face off against Russia and adding to the list of unintended consequences 

from Moscow’s invasion of its smaller neighbor. Former East Bloc NATO members have been arming Ukraine with Soviet-

designed equipment similar to Kyiv’s existing gear. 

The alliance’s former East Bloc members are getting new, modernized arsenals to replace former Soviet weapons they 

sent to Ukraine, honing NATO’s ability to face off against Russia. 

Russian Forces 'Increasingly Hollowed Out' in Ukraine—U.K. Intel - The scale of the onslaught by Putin's forces 

in Ukraine amid a fierce ongoing fight for a city in the eastern Donbas region is "unsustainable" in the long term, British 

defense officials have said. 

The daily assessment by Britain's Ministry of Defense (MOD) said Ukrainian forces "continue to consolidate their positions 

on higher ground" in Lysychansk, days after Putin's troops seized control of its twin city Severodonetsk which lies across 

the Siverskyi Donets river. 

British defense officials said on Tuesday that Ukrainian troops "continue to disrupt Russian command and control with 

successful strikes deep behind Russian lines." 

The assessment said that the "unusually intense waves of strikes" by long-range Soviet era missiles, which were designed 

to make strategic strikes, were being expended "in large numbers for tactical advantage." 

It said that despite Russia fielding "the core elements of six different armies," they achieved "only tactical success at 

Severodonetsk" and that the Russian armed forces are "increasingly hollowed out." 

Putin's forces, the defense officials concluded, are accepting "a level of degraded combat effectiveness, which is probably 

unsustainable in the long term." 

U.S. targets Russia's 'war machine' with sweeping punitive measures - The United States yesterday unveiled 

sweeping punitive measures targeting what it called "Russia's war machine" over its invasion of Ukraine. 

Dozens of defense-related industries, Russian military units, hundreds of Russian military officers, Russian gold exports 

and defense firm Rostec as well as its key holdings, affiliated entities, its board of directors and their family members, 

were blacklisted by the U.S. departments of Treasury and State on Tuesday. 

The sweeping regulations are the latest the United States has imposed against Russia since its president, Putin, launched 

a war against his Eastern European neighbor Feb. 24, drawing the condemnation of the democratic world. 
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In a statement Tuesday, the Treasury said it sanctioned 70 entities, many of which it described as critical to Russia's 

defense industrial base, including State Corporation Rostec, "the cornerstone of Russia's defense, industrial, technology 

and manufacturing sector." 

Bigger battle groups, more reinforcements: What overhauling NATO means to Canada - Separately, but in 

tandem, the Western military alliance plans to turn its eight battalion-sized battle-groups already in Eastern Europe on 

Russia's border — including the one led by Canadians in Latvia — into full combat brigades, effectively doubling their 

size, depending on the contingent and their composition. 

Canada and Spain had been the two biggest troop contributors to Latvia for almost five years, but following the full-on 

invasion of Ukraine, Denmark dispatched several hundred reinforcements to the country. 

NATO is looking to those countries first to further fill out the ranks in Latvia, and to Canada in particular as the leader of 

the force. 

Perhaps even more politically and institutionally troubling for Canada will be the expectations surrounding the increase 

to the NATO response force and the demand that troops be kept at a higher state of readiness. 

"To do this, we will need to invest more," Stoltenberg said. 

Last winter, Defence Minister Anita Anand indicated 3,400 soldiers, sailors and aircrew were set aside under the old 

NATO reinforcement plan. 

Speaking to CBC News Network's Power & Politics late Monday, Stoltenberg said there are expectations Canada will have 

to meet. "There will be specific targets for different countries, including Canada," he said. "I'm not able to share with you 

the exact number for Canada now, but what I can say is that Canada has already stepped up." 

Canada did dispatch modest reinforcements to Latvia — an artillery battery — last spring.  

Last weekend, the Department of National Defence quietly let it be known that two of its coastal defense vessels, ships 

originally conceived as minesweepers (HMCS Summerside and HMCS Kingston), were joining NATO's deterrence mission 

in Europe, bringing the total number of Canadian navy ships in the region to four.  

However, it is in the demand that troops be kept at higher state readiness, where the real ponying up of cash will have 

to take place. 

Being ready means being trained and being trained costs money and there has to be troops, aircrew and sailors around 

to exercise and the Canadian military faces recruiting challenges. 

Sanctions 

Three issues to be taken account of regarding Russian sanctions - Three things must be taken into account. 

One, Europe continues to be the biggest financier of Russia’s war effort, because European countries continue to buy 

Russian gas and Russian oil. Sure, they have decided to phase out purchases of Russian oil that is not delivered through 

a pipeline, but it is not easy for them to stop buying Russian gas in the near future. 

Thanks to the sanctions on Russia, and the uncertainties of war, the price of oil has shot up. The price of gas has gone up, 

too. So, European importers of Russian oil and gas pay higher prices for the hydrocarbons they import from Russia. Some 

estimates put the European payment to Russia for hydrocarbons at $1 billion a day. 

There are serious limits on how much of Russian gas India or China can buy, even if they wanted to. Gas has to come 

through pipelines, or through LNG terminals. The pipelines in place are already pumping gas to China as much as they 
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can. LNG capacity has been fully utilized, given the shortage of gas from the beginning of the last winter, long before the 

beginning of the war in Ukraine on February 24. Fresh liquefaction plants, shipping terminals, regasification plants at 

importing nations, and LNG tankers, kitted out to transport liquefied gas at low temperatures and appropriate pressure, 

will have to be built, to transport extra gas without the help of pipelines. This will take time. Italy and Germany are 

dependent on Russian gas, and continue to import large quantities from Russia, paying higher prices because of the spike 

in gas prices. 

The second factor to be highlighted is that to the extent India and China buy Russian oil, they help stabilize global oil 

prices. If the average Joe in the US suddenly turns eloquent in a language register he did not pick up in Sunday school, 

whenever he takes his truck to the gas station to fuel up, it is useful to bear in mind that his decibel levels would be even 

higher, if India and China did not buy Russian oil. 

To the extent India and China buy oil from Russia, they cut back on their purchase of oil from other sources. This quantity 

of non-Russian oil released from consumption by India or China adds to the pool of oil available for purchase by others. 

This additional supply lowers the price of crude. 

The third factor is the rising price of food. Inflation across the world is being fuelled by price increases in energy and food. 

Food prices have gone up essentially thanks to Western boycott of Russian grain, sunflower oil, and fertiliser. But if you 

listened only to the BBC, you would think world food prices have gone up because the Russians have blocked export of 

Ukrainian wheat. 

Russia has been, in the recent past, the world’s largest exporter of wheat, more than 37 million tonnes in 2020. Ukraine, 

the fifth-largest exporter, exported less than half of that. European sanctions on exports from Russia have cut off the 

world’s largest export supplies of the grain. 

Even if we concede the logic that Europe has to penalize Russia for its invasion of Ukraine, it will not justify the blockade 

of grain exports from Russia. 

If the UN agencies and Western leaders are concerned about the sudden paucity of grain for distribution by the World 

Food Programme, on which several African nations depend, why don’t they strike a deal with Russia to export grain from 

a port in Crimea, controlled by Russia, and clear of Ukrainian mines? Ukraine would be able to export its wheat and 

sunflower oil, countries dependent on imports for grain and edible oil would get their supplies, food prices would cool, 

central banks would lose an element of compulsion to raise interest rates, and world growth would get a boost. 

Russia is not a major exporter of wheat alone. Like Ukraine, Russia is a major producer and exporter of sunflower oil. It 

is one of the largest exporters of fertilizers, corn, and barley. All these exports have been throttled by Western sanctions, 

raising food prices now and in the next crop season, as well. (moneycontrol). 

Putin 

A bad day for Putin as NATO set to expand - but what price did Sweden and Finland pay? - This was a bad 

day for Vladimir Putin and one of his strategic objectives. 

He says he is fighting this war partly because of the threat of NATO expansion. 

He now has thousands more NATO troops on their way to countries on his border and two once staunchly neutral 

countries swelling the ranks of the alliance. 

Sweden and Finland will now join NATO, alarmed at what has happened to Ukraine at the hands of Russia’s invasion. 

Their application will be pushed through as fast as possible, which must be galling for the Ukrainians who want to join 

the alliance too even if they know that is never likely to happen any time soon. 
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And there are questions over the price paid by Sweden and Finland and possibly other members of the alliance to 

overcome Turkey’s objections to them joining. 

Turkish President Recep Tayyip Erdogan says he has got everything he wants from negotiations over their accession. 

Most of all the Turks wanted promises from the Swedes and Finns over the Kurds. 

The Turks say both countries have agreed to fully cooperate with Turkey on the PKK, the militant group that’s been 

fighting for an independent Kurdish homeland in Turkey since the 1980s. 

Putin issues fresh warning to Finland and Sweden on installing NATO infrastructure - Putin says Moscow 

would respond ‘symmetrically’ to any deployments, and foreign ministry accuses NATO of trying to destabilize Russian 

society. 

Putin has issued fresh warnings that Russia would respond in kind if NATO set up military infrastructure in Finland and 

Sweden after they joined the US-led alliance. Putin was quoted by Russian news agencies as saying he could not rule out 

that tensions would emerge in Moscow’s relations with Helsinki and Stockholm over their joining NATO. 

Putin tries to impress West by publishing satellite photos of nuclear war targets - Russia’s space agency 

published the coordinates of Western defense 

headquarters including the US Pentagon and the 

venue of NATO’s summit on Tuesday, saying 

Western satellite operators were working for 

Russia’s enemy – Ukraine. 

Dmitry Rogozin, head of Roscosmos, told the 

Russian RIA Novosti news agency: “The entire 

conglomerate of private and state orbital groupings 

is now working exclusively for our enemy.” 

Members of the US-led NATO alliance make no 

secret of the fact that they are sending weapons to help Ukraine resist Russia’s invasion. 

The US satellite imagery company Maxar, whose clients include the US Defense Department, has several times published 

pictures it has taken over Ukraine and Russia since before the invasion began in February. 

They included images of Russia’s military build-up near Ukraine, at a time when it was denying any intention to invade. 

“Today, the NATO summit opens in Madrid, at which Western countries will declare Russia their worst enemy,” Rogozin 

wrote on his Telegram social media channel. 

“Roscosmos publishes satellite photographs of the summit venue and the very ‘decision centers’ that support Ukrainian 

nationalists.” 

The posting included Russian satellite pictures of the summit venue in Madrid, the Pentagon, the White House in 

Washington, British government buildings in central London, the German Chancellery and Reichstag parliament building 

in Berlin, NATO headquarters in Brussels, and the French president’s residence and other government buildings in Paris. 

Putin’s Doomed War Against the World - Author Thane Gustafson published Klimat: Russia in the Age of Climate 

Change a few months before Feb. 24, when Russia launched its invasion of Ukraine. So the book has nothing to say about 

the Russian war on Ukraine. But it describes a country trapped in its last years as a great power — and a leader who 

surely knows it. 
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Gustafson is a professor at Georgetown University in the U.S., and a specialist in Russia’s energy economy. His book 

shows how that economy sustained the Soviet Union from the 1960s to its collapse in 1991 — and fuelled the Russian 

resurgence under Vladimir Putin. 

“Russia is the fourth-largest emitter of greenhouse gases in the world,” Gustafson writes. “It has the world’s largest 

reserves of oil and gas, exceeding even those of Saudi Arabia.” Natural gas is so abundant that Russians consume 70 per 

cent of its yearly production to heat their homes and run their factories — and pay very little for it. The other 30 per cent 

goes abroad at full price, to Europe and elsewhere. 

In 2019, income from Russian oil and gas exports totaled US$237.8 billion — 56 per cent of its export income, Gustafson 

tells us. This enables Russia to import western goods and services, to boost agricultural production and to rebuild its 

military. But Russian extraction technology is backward and inefficient; while oil and gas are cheap to produce, their 

profit margins are shrinking. All Russian oil companies, especially those developing new fields, need heavy state subsidies. 

Step by step, Gustafson surveys Russia’s major energy and climate issues and develops a scenario: growing prosperity 

through the 2020s through the export of gas and oil, and then a slow contraction through the 2030s and 2040s as demand 

begins to fall. Europe will transition to renewables; other countries will compete with Russia for dwindling fossil-fuel 

markets. China will produce more and better nuclear reactors than Russia can. Droughts and floods will cripple Russian 

agriculture and melting permafrost will shatter infrastructure in Arctic communities. Russia will have more old people to 

look after, fewer young people and less income to drive its economy and purchase foreign technology. 

While he does mention the problem of climate disasters, Gustafson wisely doesn’t deal with them in specifics. But he 

makes it clear that Putin’s government, and Russia’s economy, will be unable to respond except in the heavy-handed and 

incompetent ways established by the Soviets. 

If we grant that Gustafson knows what he’s talking about, plenty of people in Russia’s elite know it too. And that invites 

some cautious speculation on Putin’s long-term policies. 

Aspiring empires, like resurgent ones, see themselves as weaker than their adversaries, who will strike at the first 

opportune moment. Better, then, to strike first before the adversaries grow even stronger. So Putin’s little wars in 

Chechnya, Georgia, Crimea, Luhansk and Donetsk can be seen as cautious steps that he got away with. 

Taking over Ukraine would be the first major movement toward a new Russian empire, by turning a competitor into a 

vassal state again. Ukraine’s agricultural and fossil-fuel wealth would enrich Moscow; eventually Russia could regain its 

lost Central Asian republics and their wealth as well. 

Putin’s attack on Ukraine can also be seen a war against the world. Without Ukraine’s grain, millions are already at risk 

of famine. Even rich countries like Canada and the U.S. see sharply rising food prices, stirring up anger and resentment 

among populations already battered by two years of pandemic. 

In poor and middle-income countries the result will be riots, repression and violent uprisings. Alliances are being sorely 

tested, and Ukraine’s friends in February may be looking to their own interests by July. 

Margarita Simonyan, the managing editor of RT, turned up recently on Twitter with a “cynical joke”: “All our hope is in 

the famine. The famine will start now, and they will lift the sanctions and be friends with us because they will realize it’s 

necessary.” 

Worse yet, the Meduza analysis says, “Russia is a world leader not only in grain exports but also in fertilizer and natural 

gas, and if it wants, it will be able to block all three key export lines, leading to an unprecedented food crisis.” Meduza 

argues that we already produce more food than we consume, but much of it goes to feed livestock and create biofuels. 

Diverting those food stocks would have serious economic and political consequences. 
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Geopolitics 

China’s 5.5% GDP Obsession Has $8 Trillion Dark Side - China is going to grow 5.5% this year, even if it can’t. This 

is, in a nutshell, the signal Xi Jinping is sending to global investors. 

Just about no one looking at global events seriously thinks Asia’s biggest economy can make this year’s gross domestic 

product target. But then, this is no normal year for Xi, who’s angling in the months ahead for a third term as leader. 

This norm-breaking feat will be much easier for the Communist Party to accept if Xi’s “zero-Covid” scheme isn’t crippling 

its GDP. It is, of course. Xi’s massive lockdowns have some economists forecasting 2% growth, at best. For China, that 

effectively is a recession. 

But if Xi does manage to pull off the impossible and engineer a GDP rebound, it’ll be better news for him than China’s 1.4 

billion people. Getting closer to 5.5% might help Xi’s political goal in the short run. But it could exacerbate China’s debt 

troubles in dangerous ways. 

On Wednesday, Xi pledged that “we will step up macroeconomic policy adjustment and adopt more forceful measures 

to deliver the economic and social development goals for the whole year and minimize the impact of Covid-19.” 

This, Beijing watchers agree, is unusually forceful language for a Chinese president. Yet, it avoids pledges to deemphasize 

giant lockdowns of the kind seen in Beijing, Guangzhou and Shanghai. Shutting down entire metropoles may have worked 

in 2022. In the more transmissible Omicron era, not so much. 

This means that the coming stimulus shock and awe might have to be rather epic in size. It could include the People’s 

Bank of China adding waves of fresh stimulus. More likely, though, it will feature already highly indebted local 

governments ramping up borrowing to finance infrastructure no one needs. 

Since before Xi’s day, back in the 2008-2009 era, Beijing relied on municipal leaders to order up huge public works 

projects: six-lane highways; monorails; international airports; stadiums; conference and shopping centers; city hall 

complexes; corporate campus districts; five-star hotels; massive museums. 

There was a clear incentive structure. What quicker way for an ambitious local powerbroker to get Beijing’s attention 

than routinely turning in above-average GDP rates? And it’s an incentive system Xi had been pledging to alter. 

Back in 2012, when he first took power, Xi promised to let market forces play a “decisive” role in Beijing decision making. 

And at times, he did just that. Over the last five years, for example, Beijing worked to reduce leverage in the financial 

system and curb risks among property developers. 

Yet Xi’s real economic legacy is growing the size of the state sector. This dynamic has come at the expense of the private 

sector he is pledging to empower. 

One of the bigger examples is Xi’s draconian crackdown on Alibaba Group founder Jack Ma and other tech billionaires. 

It’s erased nearly $2 trillion of market capitalization. It’s also undermining China’s most innovative industries with the 

greatest scope to disrupt the economy. 

Now, top-down incentives are swinging back in the direction of government stimulus and away from deleveraging. This 

means China’s problems with excess credit and debt will get even worse. The same goes for the return of incentives for 

unproductive investments that put China on its current trajectory. 

The problem is China’s extreme opacity, which in many ways grew worse in Xi’s watch. In September 2021, well before 

Xi’s “zero Covid” lockdowns, economists at Goldman Sachs Group estimated that hidden local government financing 
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vehicles, or LGFVs, had increased to more than half the size of China’s $14.7 trillion economy. They put the number at 

about 53 trillion yuan (roughly $8 trillion) from 16 trillion yuan in 2013. 

The important point is that the amount of LGFV debt is bigger than official outstanding government debt. And given the 

lag between when these local-government debts are taken on and reporting, it’s safe to assume the overall amount has 

swelled markedly since then. And may continue to grow going forward. 

“In our view, infrastructure is the most important driver of China’s ambitious 5.5% GDP growth target this year, and local 

government special purpose bonds are a key funding source,” says analyst Zoey Zhou Qianyun at research company 

CreditSights. 

Yet this $8 trillion dark side just means that once the Covid era ends, the debt troubles with which Beijing must contend 

will be bigger than ever. Xi may indeed get his wish for a third term. If his government isn’t careful, Xi may spend much 

of it paying the price for that success. 


