The New Wheat Exporters of Eurasia
and Volatility
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1 Introduction

The international grain-trading system is in an era in which new exporters are
taking a larger role in international wheat markets. The exporters of the Common-
wealth of Independent States (CIS) are relatively new to world export markets. In
1999-2001 (three year average) they captured only 9% of total world wheat
exports. By 2009-2011 this proportion had more than doubled to 21 %. As world
wheat demand increases, the dependence on new exporters will continue and will
probably grow. According to forecasts by the Organisation for Economic
Co-operation and Development (FAO), the Food and Agriculture Organization of
the United Nations (FAO) (OECD-FAO 2015) and the Economic Research Service
of the United States Department of Agriculture (USDA ERS), the CIS exporters
will significantly increase their share of world exports over the next 10 years,
primarily at the expense of the United States.

The rise of these CIS countries as world wheat exporters has been accompanied
by uncommonly volatile commodity prices. According to many studies (Brown
et al. 2008; Dollive 2008; Welton 2011; Headey 2011; Sharma 2011) the CIS
countries have themselves contributed to the volatility of prices. High price vola-
tility can be characterised as a situation when prices fluctuate significantly and
unpredictably over a short time. There are therefore two aspects to volatility:
variability and uncertainty.' Variability describes the movement of prices, while
uncertainty refers to the unpredictability of that movement (Prakash 2011).

'"There is a difference between risk and uncertainty. Risk refers to uncertain events, where the
distribution of outcomes is known. Uncertainty refers to events for which the distribution of
outcomes is unknown and probabilities assigned to events cannot be assigned.
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Whereas households may cope with predictable variation (risk), unpredictable
changes are more a cause for concern. When unpredictable changes surpass a
certain critical threshold and persist at those levels, traditional policy prescriptions
and coping mechanisms are likely to fail (Wolf 2005).

Volatile prices are a cause for concern, first, because they tend to be associated
with higher prices. It is in principle possible to have low but volatile prices, but the
variability and unpredictability of such prices usually increase them. Higher food
prices have a disproportionately negative effect on the living standards of poorer
households, since a higher proportion (often 60-75 %) of the poor’s expenditures
are on food (Prakash 2011). Second, volatile food prices, with their combination of
variability and uncertainty, make households more vulnerable to the erosion of
living standards. Gradually rising food prices are far less destructive for poor
households, because they give time for households to adapt and cope with the
increases.

The purpose of this chapter is to explore price volatility in the CIS wheat
producers. Wheat is chosen because of its key role in food security. We explore
two possible sources of price volatility: production and export volatility. Production
volatility is characterised more by risk, since production in these countries exhibits
a high coefficient of variation, but this is a long-standing issue with an understand-
able agronomic basis. Export volatility is another possible source of price volatility,
although it is characterised more by uncertainty, since exports are affected by
political interventions in grain markets, which are far less predictable than normal
weather-related year-to-year yield variations. We conclude with some observations
on how production and export volatility in these countries could be addressed.

1.1 Emergence of Russia, Ukraine and Kazakhstan on World
Wheat Markets

Wheat is the most important grain produced and exported in the Russian Federa-
tion, Ukraine and Kazakhstan (RUK), making up 58 % of production and 59 % of
grain exports in 2013. Exports of wheat from these countries have made a quantum
leap, climbing from 8.9 million tonnes at the turn of the century to an average of
28.5 million tonnes in 2009-2011. The OECD and FAO project that this region will
continue to increase its market share to 28 % of world wheat exports by 2020-2022
(Table 1).

The evolution of the share of the world market for wheat shows the sizeable
change that took place in the first decade of the twenty-first century and the further
changes that are expected to take place by 2020-2022. According to forecasts, the
USA will lose the most market share as a result of the expanding wheat exports of
RUK, but the other ‘traditional’ wheat exporters such as Canada, Australia and the
European Union (EU) will also lose market share (Fig. 1).
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Table 1 Major wheat exporters (‘000 tonnes)
Average for years

Region 1992-1994 1999-2001 2009-2011 2020-2022
World 81,415 98,203 134,137 148,929
Australia 10,175 16,575 19,340 17,621
Canada 20,134 17,212 17,393 20,988
EU-27 - 9030 19,808 17,112
USA 34,199 28,221 29,212 24,446
RUK 5308 8840 28,506 42,249

Kazakhstan 4407 4499 7953 12,853

Russia 673 1821 14,376 20,400

Ukraine 228 2520 6177 8996
Argentina 5816 10,127 6721 10,257
Other 5783 8198 13,157 16,256

Source: OECD/FAO Agricultural Outlook, 2013-2022 database
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Fig. 1 Major wheat exporters, share of global market. Source: Table 1
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1.2 The Contribution of Russian, Ukraine and Kazakhstan
to Wheat Market Price Volatility

The literature on the role of RUK in price volatility has focused on individual
instances of export restraints imposed in 2007/2008 and 2010, noting three causal
connections between export restraints and price volatility:

1. ‘Cascading effect’ of export restrictions in 2007/2008. Dollive (2008) stated
that the Ukrainian grain export ban established on 1 March 2007, followed by
export quotas on wheat (from November 2007), led to a cascading effect, causing
other countries to enact restrictions as well. Although Ukraine enacted export
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Fig. 2 Prices of third-class wheat in Ukraine and export restrictions. Source: Kobuta et al. (2012)

quotas starting in October 2006 (World Bank 2008), the export ban in the following
year forced buyers to look to other sources for grain exports, raising prices and
putting pressure on other suppliers, including Kazakhstan and Russia. This added
demand on other suppliers in the region caused their stocks-to-use ratios to fall,
leading them to enact grain-export restraints. This cascading effect affected the
entire global market by encouraging further export restraints and higher prices. The
unpredictability of the ‘cascading’ effect on supplies and prices tended to raise
prices above levels consistent with market supply—demand fundamentals.

Kobuta et al. (2012) juxtaposed export policy changes for wheat from January
2006 to December 2010 with the price of third-class wheat on Ukrainian markets.
The juxtaposition appears to show an exacerbation of price increases after the
imposition of export constraints in 2006/2007 as well as 2010. On the other hand,
the fall in wheat prices starting in March 2008 clearly predated the relaxation of
export constraints, just as the initial rise in wheat prices did in July 2010 (Fig. 2).
The behaviour of prices in Fig. 2 is consistent with the ‘cascading’ explanation by
Dollive (2008).

2. Diminished supply response due to dampened integration of domestic pro-
ducer prices into world markets. Gotz et al. (2013) noted that an indirect effect of
export restraints is the increase in grain supplies remaining on domestic markets.
This ‘oversupply’ of grain on domestic markets drove down its price. Gotz
et al. (2013) showed that the export restrictions introduced by Russia and Ukraine
in 2007/2008 temporarily reduced the degree of integration of domestic and world
wheat markets, increasing market instability and reducing the supply response of
producers for the following marketing year. The effects were more severe in
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Ukraine, where an outright ban and quotas were used, whereas Russia relied mainly
on export taxes.”

3. In the longer run, the increased political uncertainty caused by government
intervention decreased investment incentives for Russian and Ukrainian agricul-
ture. Gotz et al. (2013) and Kobuta et al. (2012) noted that unpredictable state
interventions in grain markets, exemplified by export restrictions, probably dimin-
ished incentives for investment in the sector, thus lowering long-run growth
prospects. Thus, unpredictable export restraints can inhibit the supply response to
high grain prices, thus increasing the likelihood of continued high prices and further
price volatility.

While the connections between unpredictable export restraints and price vola-
tility are well taken, by focusing exclusively on these individual instances of export
restraints the literature emphasises only one of a number of potential sources of
volatility represented by the emergence of RUK onto world markets as significant
wheat exporters. In this chapter, therefore, I will focus on two further potential
sources of volatility. The first is production volatility. The reason given by the
authorities for grain export restrictions in 2007/2008 and 2010 was to prevent the
growth of domestic food prices as a result of unexpectedly low grain harvests.
Wheat yield and production volatility in RUK since 2000 has been the highest
among the main wheat exporters. Reducing the variance of wheat yields and
production would reduce a potential source of price volatility in world markets.

Second, it should be recognised that grain export limitations are not isolated
instances. Rather, they are part of a general pattern of political intervention in
agricultural markets and protectionism by the governments of Russia, Ukraine and
Kazakhstan. Political intervention in agricultural markets, particularly wheat mar-
kets, has been on the rise since 2010, as is protectionism overall. Thus, the grain-
export limitations should be seen as part of a general pattern of government
intervention that is increasing in scope and severity. Addressing this new protec-
tionism through more robust international agreements is another way to reduce a
potential source of price volatility in world markets.

1.3 Production Volatility in Russia, Ukraine and Kazakhstan

A characteristic shared by all leading exporting countries is that production is far
more variable than consumption. Figure 3 illustrates this observation using the

ZInterestingly, however, the excess grain on domestic markets did not stop retail prices for retail
grain products from rising. Welton (2011) cited Russian statistics showing that, despite the wheat-
export restrictions enacted in 2007, wheat-flour prices rose by 17 % in 2007 and 41 % in 2008.
Bread prices rose by 16 % in 2007 and 30 % in 2008. In 2010, despite the grain-export ban, flour
prices rose by 18 % from July to December 2010, and bread prices rose by 10 %. Commenting on
the differences between food price rises and grain availability, President Medvedev blamed the
price increases on speculators (Moscow Times 2010).
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Fig. 3 Wheat: aggregate production, consumption and export of RUK, 1992-2022 (forecasts
begin in 2013). Source: OECD/FAO Agricultural Outlook, 20132022 database
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Fig. 4 Wheat: production of selected major exporters, 1992-2013. Source: OECD/FAO Agricul-
tural Outlook, 2013-2022 database

example of RUK, where historical data to the end of 2012 show a relatively smooth
wheat-consumption curve, but quite variable production. A comparison of produc-
tion between countries (Fig. 4) shows that production in RUK was more variable
than elsewhere, particularly after 2000. In fact, if the standard deviation of produc-
tion in RUK is taken as 100, then the corresponding figures for Australia (30), the
USA (33), Argentina (14), the EU (52) and Canada (17) were far less.
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Table 2 Leading wheat exporters: volatility of yield, area harvested, production and exports,
2000-2012

Coefficient of variation, 2000-2012

(€)) &) 3 (G O
Region Yield Area harvested Production Exports Sum
World 5 29 7 14 55
USA 7 37 11 13 68
EU-27 7 46 8 28 89
Canada 15 54 14 16 99
Argentina 16 81 19 24 140
Australia 26 94 29 32 181
Kazakhstan 24 103 29 39 195
Russia 14 105 20 62 201
Ukraine 22 146 33 71 272

#Column 5, ‘Sum’ is the simple sum of columns 1-4
Source: OECD/FAO Agricultural Outlook, 2013-2022 database

A proper comparison of the variability of production should take into account
both the standard deviation as well as the level of production. A given standard
deviation of production with a small mean is in reality much more variable than the
same standard deviation with a large mean. The coefficient of variation is a measure
of variance that takes into account both the standard deviation of a series as well as
the mean of the series.® Table 2 illustrates that the coefficients of variation of yields,
production and exports in RUK have tended to be higher than in the traditional
exporting countries. The only exception is Australia, where wheat yields are much
closer to those in Kazakhstan than the other major exporters. Russia and Ukraine
are by far the most volatile exporters.

2 Rapid Growth as an Explanation for Production
Volatility

Table 1 showed that exports in RUK grew quite rapidly. The same can be said for
production as well. Growth of wheat production in RUK was the fastest of all
leading exporters (Table 3) between 1999/2001 and 2009/2011. RUK, along with
the European Union, also had the fastest growth in exports. There is a high
correlation between the rapid growth of exports and their volatility. The correlation
coefficient between the average growth rates per annum and the coefficient of
variation for 2000-2012 was 0.74. It is unclear why rapid growth and volatility
are correlated, but it appears that they are.

3The coefficient of variation is defined as the standard deviation of a series divided by the mean.
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Table 3 Major wheat exporters, annual growth rates, 1999/2001-2009/2011

Region Area harvested Yield Production Exports Consumption
Argentina —4.62 223 —2.33 —4.02 —1.79
USA —0.81 0.69 —0.07 0.35 —1.03
Canada —1.82 2.23 0.19 0.10 0.34
EU-27 —0.05 0.78 0.81 8.17 0.59
Australia 1.44 —0.34 1.07 1.56 1.46
World 0.44 0.94 1.47 3.17 1.86
Ukraine 1.44 1.23 2.40 9.38 0.49
Russia 1.93 1.64 3.56 22.95 0.86
Kazakhstan 3.75 0.29 4.16 5.86 2.45

Source: OECD/FAO Agricultural Outlook, 2013-2022 database

3 Low-Input Applications as an Explanation
for Production Volatility

Year-to-year yield (and grain-quality) fluctuations in rain-fed crops are mostly a
function of weather-related phenomena: rainfall amount and distribution through-
out the year, temperature distribution and resulting evapotranspiration, and length
of growing season—all these factors play a role in annual yields. Winter wheat has
the added issue of requiring sufficient snow cover over the winter period to avoid
damage. One way to solve much of this problem is irrigation, but this is not, and
never will be, practical for most rain-fed cropland. Intuitively, zero-tillage systems
should decrease the year-to-year yield variability given that the soil is not disturbed,
thereby conserving moisture.

Year-to-year input use may also contribute to yield stability, just as it raises the
level of yields. Table 4 shows fertiliser applications for wheat for a number of
exporters. Russia and Ukraine apply less fertiliser per hectare than the traditional
exporters. This is reflected in the level of their yields, but also may contribute to
yield variability. In fact, comparing the leading exporters of wheat in the world,
there is a distinct negative correlation between the variability of yields and their
level (—0.68). In other words, the higher the yield, the less variable are yields from
year to year. Correspondingly, the lower are the yields, the higher the variability of
yields (Table 5).
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Tal;!e ‘: Minegal .felrctlilfiser Region Fertiliser application Yield

35&3:21(1121/155?20%8 or USA (1998) 110 2.82
Austria (1999/2000) 168 4.47
Argentina (2002/2003) 66 2.49
Canada (2000) 82 2.44
Germany (1999/2000) 235 7.28
France (1999/2000) 230 7.12
Kazakhstan (2000/2001) 12 0.9
Ukraine (2000) 24 1.98
Russia (2000)* 20 1.61

4Grains and pulses without maize

Sources: FAO-FERTISTAT (2014); Federal state statistics ser-
vice (Russian Federation) (2009, 2011, 2013); State statistics
service of Ukraine (2010, 2012, 2013, 2014); Reynolds et al.
(2008)

Table 5 Wheat yields in leading wheat exporters: coefficient of variation and yield level,
2000-2012

Region Coefficient of variation of yield Actual yield (kg/ha, annual average)
Australia 26.2 1.65
Canada 15.0 2.54
EU-27 6.7 5.14
USA 7.3 2.85
Kazakhstan 23.8 1.04
Russia 13.9 1.92
Ukraine 22.4 2.71
Argentina 16.3 2.58

Source: FAO-FAOSTAT (2014)

4 Increasing Winter-Wheat Cultivation in Russia
as an Explanation for Production Volatility

One final factor influencing the volatility of wheat yields is the difference between
spring and winter wheat. Spring wheat is planted in the spring and harvested in the
autumn, whereas winter wheat is planted in the autumn, undergoes a period of
vernalisation (a period of 30—-60 days of cold weather from 0 °C to 5 °C) during the
winter months, and then begins to grow in the spring to be harvested in the autumn.
Although spring wheat has lower yields, they tend to be less volatile than winter
wheat. Winter wheat has higher yields, but, because of vernalisation, is more
affected by the environment, and therefore has more variable yields.

About 95 % of wheat in Kazakhstan is spring wheat and the same proportion is
winter wheat in Ukraine. Thus, in these two countries any increase in yield
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Fig. 5 Russia: spring- and winter-wheat area and yield, 1980-2010. Sources: CISSTAT (2010);
Federal State Statistics Service (2009, 2011, 2013)

volatility could not be attributed to the increased area under winter wheat. How-
ever, Russia has been undergoing a rapid transition from spring- to winter-wheat
production since 1998 (Fig. 5). In 1998 only 32 % of total land sown with wheat had
winter wheat, but by 2010 that proportion had increased to 48 %. Figure 5 indicates
that spring-wheat yields are less variable than winter-wheat yields. In fact, from
2000 to 2010, the coefficient of variation for spring-wheat yields was 9.7, while for
winter wheat it was 13.0.

S Export Volatility in Russia, Ukraine and Kazakhstan

Table 2 indicates that exports were more volatile in RUK than in other major
exporters during 2000-2012. Russia and Ukraine had the most volatile exports,
with coefficients of variation of 71 and 62, compared with 13 in the United
States, 17 in Canada and 28 in the EU-27. Production variability itself is a reason
for export volatility, since in all countries domestic consumption is quite regular,
and the difference between production and consumption is net exports. With the
greater production variability of RUK, then, inevitably comes added volatility of
exports. In addition, greater production variability would seem to offer more
opportunities for political intervention in the name of protecting consumers
from rising prices.
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5.1 Political Export Restraints

The elevated fluctuations of yields in RUK are caused by weather variation and
other agronomic factors. Thus, they seem to be more of the nature of risk, which has
an understandable scientific basis, and can be controlled by higher input applica-
tions and better agronomic practices, including wider use of low-till agriculture.
Political border interventions aimed at limiting grain exports are of a different
nature, since they are highly unpredictable. Table 6 illustrates that during the crop
years 2006/2007 to 2011/2012 RUK were plagued by a number of non-tariff
barriers to grain trade. It is this policy volatility that increased the coefficient of
variation of exports well above that of production. Such policy volatility can
increase the volatility of world prices through the mechanisms noted in the litera-
ture on the connection between export restraints and price volatility (Brown
et al. 2008; Dollive 2008; Welton 2011; Headey 2011; Sharma 2011).

It should be noted that Kazakhstan seemed less prone than Ukraine and Russia to
political interventions aimed at limiting grain exports, since the Kazakh govern-
ment did not impose restrictions on grain exports in 2010, despite pressure from the
Russian government (Oshakbaev 2012).

5.2 Politicised State Intervention in Grain Markets

Political border interventions are part of a wider politicisation of grain and partic-
ularly wheat markets that can be observed in RUK in the 2000s. Grain, and
particularly wheat, markets have long been politicised in Russia and Ukraine.
Regional authorities restricted the movement of grain, and state parastatal organi-
sations supplied inputs and procured wheat in the 1990s (Serova 2000; Brimmer
and Zorya 2005; Chapko and Sedik 1998). However, grain-export restrictions with
implications for world markets started only when the CIS exporters became global
grain exporters in the 2000s. Essentially, only then did domestic political interven-
tions in RUK become an issue for global grain markets.

An example of the politicisation of grain markets is that, in all three countries,
state grain interventions and state grain intervention/trading/export agencies
appeared in the 2000s and have quickly become the largest purchasers and holders
of grain in the countries. In Russia, state grain interventions began in 2001 with the
intent of stabilising prices on food markets by purchasing grain when harvests were
large and selling grain when harvests were low. In practice, most of the interven-
tions were grain purchases, because Russia consistently produced more grain than
was necessary for domestic consumption. Export opportunities were limited by
export infrastructure, particularly the bottleneck at the Novorossiysk port, which
allowed a maximum shipment of 2-2.5 million tonnes per month (Azarieva 2014).
During the 2008/2009 marketing year, the state purchased 9.6 million tonnes of
grain, accounting for 9 % of the total harvest, in an effort to support domestic grain
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Table 6 Grain-export limitations in Ukraine, Russia and Kazakhstan, 2006/2007-2011/2012 MY

Date ‘ Ukraine Russia | Kazakhstan

2006/2007 MY

September 28 September, licensing

2006 of export and import of
wheat and meslin
introduced

October 17 October, grain-export

2006 quota regime introduced

November (1.6 million tonnes

2006 including 400 000 tonnes

W of wheat) until

2006 31 December

January 8 December 2006, new

2007 export quotas introduced

February for 1 January 2007 to

2007 30 June 2007 (3 000

m tonnes of wheat, 600 000
——— - tonnes of barley, 500 000
M tonnes of maize, 3 000

May 2007 tonnes of rye). Quota

June 2007 regime cancelled for
wheat in June 2007

2007/08 MY

July 2007 Monthly wheat export

August quotas of 3 000 tonnes

2007 introduced until

W 31 December. Followed

2007 by ban on wheat exports.

October Lifted in May 2008 Seasonal export taxes on

2007 wheat and barley (barley

November tax imposed from

2007 12 November). The

December export tax on wheat was

2007 set at a rate of 10 % ad

January New export quotas intro- valorem but not' l(?wer

2008 duced for wheat, barley, than EUR 22/million

_ . tonnes. The barley duty

February maize, rye. For maize was set at 30 % but not Wheat export limits (5.8

2008 abolished 1 A.prll,. lower than EUR 70/mil- million tonnes)

March 2008 | eplaced by licensing lion tonnes. The restric- | 1 March, agreements
unt}l 1 July. 1 April, tion lasted 9 months until | with traders on quanti-
grain-export quotas 1 July 2008. 1 January | ties of grain to be
imposed in ngy 2007, 2008, Russia raised mill- | exported. Announce-
extended until 1 July ing wheat export duty to | ment that Kazakhstan
2008 40 % (but at least EUR will not limit exports of

105/million tonnes). The | wheat

April 2008 prohibitive duty was 15 April, export ban on

W cancelled on 1 July 2008. | wheat until 1 September
June 2008 | 18 February 2008, ban on
une

(continued)



The New Wheat Exporters of Eurasia and Volatility

Table 6 (continued)
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Date

Ukraine

Russia

Kazakhstan

wheat exports to Belarus
and Kazakhstan, until
30 April

2008/09 MY

July 2008

August
2008

September
2008

Export ban on wheat
until September

October
2008

November
2008

December
2008

January
2009

February
2009

March 2009

April 2009

May 2009

June 2009

2009/10 MY

July 2009

August
2009

September
2009

October
2009

November
2009

December
2009

January
2010

1 January, measures on
grain market stabilisation
approved, setting the
maximum profitability
rate at 20 % for enter-
prises that are engaged in
receiving, handling, stor-
age and shipment of
grains. Resolution valid-
ity is from January to
December 2010

30 January, require-
ments to qualify grain
exporters and the
licence-obtaining pro-
cess simplified (licences
introduced in 2007/2008
season)

(continued)
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Date Ukraine Russia Kazakhstan
February
2010
March 2010
April 2010
May 2010 1 May, quota restrictions
on grain exports,
imposed in July 2007,
cancelled
June 2010
2010/2011 MY
July 2010
August 15 August, ban on wheat
2010 and flour exports. Wheat
September flour exports allowed
2010 from 1 January 2011; ban
October 19 October, imposition on wheat exports lifted 20 October, export ban
2010 of export quotas until on 1 July 2011 on buckwheat, buck-
November 31 December 2010: wheat cereal prepara-
2010 500 000 tonnes for tions, soybeans,
December wheat, 200 000 for barley sunflower seeds, cotton
2010 and 3 million tonnes for seeds, some vegetable
maize. 17 December, oils and animal fats.
January 28 December, Export Ends 20 April 2011
2011 S
quotas for grain imposed
in October 2010 are
extended until 30 June
2011
February 1 February 2011, all
2011 export contracts for
wheat, maize, barley,
soybeans, sunflower
seeds and oil, rapeseeds
and others crops must be
registered at the state-
designated exchange to
be concluded
March 2011 | 30 March, maize export 1 March, customs union
April 2011 quota for marketing year (Kazakhstan, Russia and
July 2010 to June 2011 Belarus) suspended the
increased from 3 million 5 % import duty for
tonnes to 5 million wheat, rye and oats,
tonnes until 30 June
May 2011 4 May, announcement
June 2011 of abolishment of grain-
export quotas.
Announcement of
export duties of 9 % for
wheat, effective from
June to December 2011

(continued)
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Table 6 (continued)

Date ‘ Ukraine | Russia Kazakhstan
2011/2012 MY

July 2011 1 June, elimination of

August value added tax (20 %)

2011 refund for grain

W exporters from 1 July.

2011 Grain-export quota sys-

tem abolished and
October
2011 replaced by export taxes
| set at 9 % for wheat (but
November not less than EUR

20117 17/tonne), 14 % for bar-
December ley (but not less than
2011 EUR 23/tonne) and 12 %

for maize (but not less
than EUR 20/tonne). The
duties effective from

1 June 2010 to 1 January
2012

January
2012

February
2012

March 2012
April 2012
May 2012
June 2012
Sources: FAO (2014); Sharma (2011); World Bank (2008); Kim (2010)

prices. This included 7.5 million tonnes of wheat, which is 11.8 % of the wheat
harvest or 23.6 % of marketed wheat (Evdokimova 2011). At the end of the 2009/
2010 marketing year nearly half of all grain stocks in Russia were in the state grain-
intervention fund (Azarieva 2014).

In 2009 the Russian government considerably expanded its role in the grain
sector by establishing the state-owned United Grain Company (UGC). The UGC
was formed by revamping the Agency for Food Market Regulation, the government
organisation responsible for grain interventions and ensuring the safety of the state
grain fund. The UGC expanded the mandate of the organisation to include the
reconstruction and modernisation of grain infrastructure and grain export. It did this
by acquiring storage elevators, flour mills, cereal companies, port facilities, and
storage and trans-shipment facilities. The accumulated general storage facilities
and trans-shipment grain facilities for export made the UGC the company with the
largest infrastructure and export facilities on the Russian market (Azarieva 2014).
In 2010 the Russian government reformed grain rail transport by creating one large
monopoly grain-transport company, Rusagrotrans, which owned nearly all grain
railway carriages in the country (Azarieva 2014).
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In sum, the Russian state now controls much of the grain storage, transport and
export facilities, as well as rail-transport prices and grain-storage prices (through its
large role as a purchaser of grain-storage services in private elevators). It has taken
an active role in both investing in and attracting private investment for export
facilities, as well as infrastructure for grain transport.

In Kazakhstan the State Food Contract Corporation was created in 1995, and was
subsequently reorganised in 1997 into a state-owned entity. The purpose of the
Corporation was originally to purchase and store the state reserve. However, the
mandate of the organisation grew, and the Corporation buys and sells, stores,
finances, invests in and exports grain. In 2012 the Corporation was the largest
holder of grain in Kazakhstan. Besides the state reserve, the Corporation finances
the production of grain, sells it on domestic markets and exports it. In 2009 the
Corporation became the largest grain trader in Kazakhstan, buying up 30 % of the
wheat harvest. The Corporation is not well liked by farmers in Kazakhstan,
primarily because since 2010 each farm with a sown area over 500 ha is obliged
to sell 20 % of its harvest to it. Since the Corporation has a so-called counter-
cyclical price policy, in 2010 it purchased wheat at lower than market prices
(Oshakbaev 2012: 52-53).

In Ukraine the architecture of state involvement in the grain sector is even more
complex than in the other two countries; it has a preponderance of state institutions
with seemingly overlapping mandates. In 1996 the state joint-stock company Khlib
Ukrainy was formed as the successor to the State Central Administration Board for
Grain Products and the Central Administration Board for the Mixed Fodder Indus-
try. Khlib Ukrainy was essentially a vast conglomerate of flour mills, storage
elevators, grain transport companies and other grain-related infrastructure. The
purpose of the conglomerate was to ensure a vehicle to enact state policy in the
sector. Until 2005 Khlib Ukrainy was active in purchasing grain for the state, as
well as in providing producers and commercial companies with services related to
processing, storage, transport and production of grain products for farms and the
retail sector. In August 2010 the government of Ukraine established the State Food
and Grain Corporation as a successor organization to Khlib Ukrainy, transferring to
it the main assets of the latter, such as elevators, mills, grain export and transport
facilities. In addition to production, financial, storage, processing, transport and
other services, the State Food and Grain Corporation is one of the five largest grain
traders in Ukraine, and received a fifth of grain export quotas in 2010/2011 (Kobuta
et al. 2012).

The state budget organisation the Agrarian Fund was established in 2005 with
the mandate to implement government price regulation in the grain sector and to
carry out state interventions on grain markets. However, the tasks assigned to the
Agrarian Fund grew over time, extending to forward purchases of grain, grain
financing, buying and selling of grain and flour, sugar intervention purchases, and
sales of diesel fuel and fertiliser. FAO figures on market price support for wheat
during 2005-2010 show that Ukrainian domestic wheat prices were consistently
below world prices, meaning that efforts by the government to support wheat prices
through the Agrarian Fund seem to have been rather ineffective. Moreover, while
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the agency was intended to exert control over retail prices for bread and bread
products, it was not able to carry out this function either (Kobuta et al. 2012).

A third state-owned operator on grain markets is the State Reserve Agency,
charged with purchasing food, including grains, for the state reserve. This mandate
overlaps with that of the Agrarian Fund, with the result that uncoordinated actions
by the two agencies tend to undermine efforts by the Agrarian Fund to establish
minimum prices for grain.

To summarise, the state in RUK has taken a larger and larger role in grain
markets through controlling ownership in the ‘commanding heights’ of the grain
sector and an ever-expanding mandate for ‘stabilising’ markets through buying,
selling, transporting, exporting, storing, processing and producing grain products.
However, the consistent, stabilising effects of these interventions are difficult to
discern. Rather, the ever-growing role of the state in these markets adds a degree of
uncertainty that seems to have far from a stabilising effect.

5.3 The New Protectionism

In 2008, in the wake of a surge of protectionism in the world, G20 leaders publicly
committed themselves to creating no new distortions to global commerce. How-
ever, citing data from the Global Trade Alert website (www.globaltradealert.org),
which chronicles protectionist trade measures by national governments, Evenett
(2013) showed that, rather than diminishing, the G20’s resort to protectionism has
picked up over time; total protectionist measures in 2012 registered a 23 % increase
over 2009. Many of these were of the ‘murky’ variety, such as preferential treat-
ment, loan forgiveness and bailouts. The increase in beggar-thy-neighbour protec-
tionism is not limited to the G20. The same may be said for the governments of the
ten next-largest trading nations (as measured by the sum of their total value of
annual imports and exports).

The EU-27, Germany, Italy, China, Russia and Kazakhstan have been some of
the leading figures in this increased protectionism. Among individual countries,
Russia led the list by the number of discriminatory protectionist measures imposed
between November 2008 and November 2012. Interestingly, Ukraine did not make
the top 10 lists of protectionist countries measured by any of the ranking criteria in
Table 7.

The rapid increase in the role of the government in grain markets in RUK, as
well as the grain-export restraints, can be understood as a part of this rising wave of
protectionism that began in 2007/2008 and has continued since that time. It is
symptomatic of this affinity that the leading sector by number of discriminatory
measures affecting commercial interests since November 2008 has been agricul-
tural products, horticulture and market gardening (Evenett 2013).
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Table 7 Which countries have inflicted the most harm through protectionist measures since
November 2008?

Ranked by
Number of discriminatory | Number of tariff | Number of Number of trading
Rank | measures imposed lines affected sectors affected | partners affected
1 EU-27 (382) Vietnam (943) EU-27 (78) EU-27 (201)
2 Russia (247) Venezuela (807) | Italy (78) Italy (194)
3 Argentina (198) Kazakhstan (738) | Argentina (73) | China (193)
4 India (124) China (710) Germany (66) India (172)
5 Belarus (120) EU-27 (681) Algeria (58) Indonesia (170)
6 Germany (107) Nigeria (603) Russia (56) Netherlands (164)
7 UK (105) Indonesia (558) | China (52) UK (164)
8 Italy (101) India (551) Kazakhstan Germany (160)
(50)
9 France (98) Argentina (503) US 47) France (159)
10 | Brazil (92) Algeria (485) Belarus (45) Poland (159)

Source: Evenett (2013: Table 2.6)

6 Conclusions

The purpose of this chapter has been to explore volatility in the wheat-producing
CIS countries in an effort to gauge their past and potential future role in supporting
price volatility. We explored two possible sources of price volatility: production
and export volatility. It was found that the coefficient of variation for production
and export in 2000-2012 was higher in RUK than in other, more traditional,
exporters. While production variability can be partly explained by its rapid
increase, by low input applications and by a rapid change from less to more volatile
yield varieties, the political export restraints seem to be part of a larger
politicisation of grain and particularly wheat markets in RUK and of a rising
wave of protectionism.

The high fluctuations of yields in RUK are caused by weather variation and other
agronomic factors. Thus, they seem to be more of the nature of risk, which has an
understandable scientific basis and can be controlled by higher input applications
and better agronomic practices, including wider use of low-till agriculture. Political
border interventions aimed at limiting grain exports are of a different nature, since
they are highly unpredictable. In this respect they are akin to the increased state
measures aimed at ‘stabilising’ and exerting state control over grain markets
observed in RUK since 2001. Grain export limits may also be understood as part
of a new wave of protectionism that can be observed on world markets since 2007/
2008. Taken together, these policies do not bode well for the stability of grain prices
in the future.
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