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Abstract

There is growing evidence that Russian wheat exports are positioned as a strategic
tool of influence to foster State interests geopolitically. This research studies the Russian
wheat industry under the leadership of Russia’s President Vladimir Putin through the lens
of the state’s three-factor domestic policy emphasizing food self-sufficiency, national
security, and export growth. Russia evolved to become the largest single wheat grain
exporter globally capable of significant market power. Russia’s wheat currently meets
over eighty percent of the importing consumption needs of the Middle East and North
Africa at prices typically thirty percent below world market price. This research outlines
Russia’s supply chain for wheat export, including an analysis of the state grain trading
company United Grain Corporation (UGC). Examples of Russia’s explicit use of wheat
grain export in its foreign policy are detailed, including an examination of a series of
wheat market interventions directed by the State. The analysis of Russian wheat policies
in a geopolitical context is a neglected area of research and should be considered as an
inherent component of the multidimensional challenges facing the United States and its

relations with petrochemical exporting nations.
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Source: M.M. Soloviev http://sovietart. me (Kingwell 2016, 59)

Figure 1. Poster “To work hard is to be with bread”

From a 1948 propaganda poster portraying the importance of wheat and bread in the
Soviet union.
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nations has declined, with the Middle East and North Africa (“MENA”) declining from
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Chapter I.

Introduction

Russia has explicitly used agriculture in several recent foreign policy actions in an
attempt to extract broader foreign policy objectives. This research examines the Russian
State market interventions affecting its wheat market specifically.

After a period of post-Soviet stagnation, the Russian state evolved to become the
largest single wheat grain exporter globally as the result of an agricultural policy mix
starting in 2002 that emphasized food self-sufficiency, national security, and export
growth. Today, Russian wheat exports represent roughly 19% of all wheat sold in the
world market, versus 0.4% in 2000. Agricultural exports have now become significant to
the Russian economy, and are second in value to petrochemical exports, having recently
surpassed Arms export in value. Wheat is the largest export component of this
agricultural export basket.

I analyze two central components of Russian wheat policy. I examine the
development of the State’s exclusive grain trading agent, the United Grain Corporation
(UGC), since its creation by decree in 2008. I also examine fifteen State initiated wheat
market interventions and analyze their influence on the wheat price in the global
commodity markets. I find relationships between Russian State interventions and world

wheat market prices for the period from 2003 through 2018. Interventions are
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implemented via taxation, the direct purchase and sales of market supply through UGC,
and an outright ban on exports in 2010.

Wheat export is the result of production outpacing demand. Russia wheat
production has doubled since 2000 from 34 million tonnes to an estimated 80 million
tonnes produced per year, well in excess of domestic consumption, which has remained
relatively stable at 37 million tonnes. This increase was achieved primarily through
farming efficiencies. Russian production still remains at less than one third developed
market average yields on land cultivated and are expected to have significant room for
improvement.> Near term, growth is expected through investments in transportation,
storage, and technologies such as fertilizer and irrigation. These investments also will
increase production volumes in helping bring fallow lands to harvest.* Today, Russia’s
production trajectory nears the threshold for cartel like market manipulation potential at
an estimated at 25% of the wheat export market.> As a marginal supplier of wheat
coupled with significant market share, Russia domestic policy is able to influence global
wheat prices. The upside movement of wheat price is a contributor to food inflation
which can cross well-defined threshold levels triggering “acute crises” in vulnerable

nations. Monitoring developments will be crucially important for global policy makers

2 Russia has not used quotas as a policy tool limiting wheat export.

3 Yield data are obtained by dividing the data produced per area harvested. Data is
recorded in hectogramme (100 grammes) per hectare (HG/HA). Russian yields have been
improved from 20 HG/HA in 2000 to 31 HG/HA in 2017.

4 FAO Data, IKAR "Russian Foreign Trade with Grains ." Grain Profile , 2011:
www.ikar.ru/eng/grain_profile.php.

> World Bank Agriculture and Rural Development 2009, p. 10.
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as the Russian government balances its need for national security and economic
sovereignty.®

Russia’s largest wheat importer nations are energy producers and suppliers, have
growing populations and are not food self-sufficient. Russian wheat currently supplies
over 80% of the importing consumption needs of the Middle East and North Africa at
prices typically 30% below world market price.” In 2010, due to a Russian state initiated
wheat export ban, wheat contracted for delivery was halted at ports; accelerating global
food inflation and triggering wheat price increases of over 80%.% This action is directly
linked to the cause for the political instability in the Middle East beginning with “Arab
Spring”.? This instability deterred capital investment projects in the Middle East
including alternative gas pipelines to Europe. Paradoxically, it also allowed Russia to
address the region with its form of assistance. “The chaos brought on by the Arab Spring
in Egypt gave Russia a new foreign policy opening in the Middle East relative to the
West.” ' While this research cannot prove that Russian actors purposely organized to

create Middle Eastern instability, it provides the broader context for causality.

¢ Ahmed, 2013. “Wheat Value Chains and Food Security in the Middle East and North
Africa Region” Duke Minerva.

"FAO and USDA Data.

8 Manuel Hernandez, Miguel Robles, Maximo Terero. Fires in Russia, Wheat
Production, and Volatile Markets: Reasons to Panic? Review, Washington: Internation Food
Policy Research Institute, 2010.

°1. Gorst, J. Blas. "Russia export cap plan drive grain prices higher." Financial Times,
October 11, 2011.

""Tlan Goldenberg and Julie Smith, “U.S.-Russia Competition in the Middle East Is Back,
“Foreign Policy, March 17,2017: 35.
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Figure 2. Russian Wheat Policy Timeline

The Putin government’s agricultural policy responses taken after a series of
regional draughts, beginning in 2008 through 2010, were used to initiate legislative
actions designed to consolidate the grain sector under government control. This
government assistance successfully set an increased baseline for acceptable state
subsidies in advance of World Trade Organization agreements to ensure continued
Russian state influence on the sector. The Russian central government’s control of the
sector is a form of economic nationalism to satisfy special interests and create the newest
state “national champion “, the United Grain Corporation (UGC), created to implement
grain policy.'! This paper outlines UGC’s role in the development of the agricultural

system and in the appendix, details each of the state’s domestic wheat market

' The National champion is a term used to represent state controlled companies over an
economic vertical, making the firms big enough to compete with multinationals. These companies
would become ‘“national champions,” representing the state’s interest in international commerce.
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interventions and their impact on the wheat market globally. The impact of state
interventions on international prices varies however, though they generally have a
statistically significant influence.

It is easy for the casual observer to overlook agriculture as an integral sector of
the economy. The contribution of the agriculture sector to individual country gross
domestic products (GDP) is relatively small, when compared to services, and is
declining. The table below illustrates agriculture relative decline over the past two
decades for the countries of study. This decline is in spite of an increase in production
yields expressed in thousands of hectogram of production per hectare (one hectogram is
1/10'" of a kilogram). The employment in agriculture (as a % total employment) has also
declined as a result of farm consolidation driven by technologically driven yield
improvements. Nonetheless, agriculture is an integral part of a nation’s cultural fabric and
sound agricultural policy supports a government’s legitimacy and confirms its social
contract with the people it governs.!? As the events of the Arab Spring showed, a rise in

food prices or a decline in food availability can be a major disruptor in a nations’ polity.

Table 1. Inter-country comparison

Agricultural exports, Agricultural Employment in

% of merchandise Cereal yield (Hg value added agriculture (%
exports thousands/ha) (% GDP) total employment)
1995 2000 2017 1995 2000 2016 1990 2000 2017 1997 2000 2017
Australia 83 57 28 18.7 19.6 20.7 42 31 28 5.1 49 26
Canada 9.3 6.6 4.7 27.0 28.1 39.1 29 23 38 33 20
Finland 83 63 74 341 35.0 357 54 3.0 23 78 6.2 3.9
France 1.5 11 0.9 64.6 72.3 56.9 31 21 15 46 41 29
Germany 11 09 0.8 61.1 645 71.8 1.5 1.0 0.6 29 26 13
Russian Federation 3.3 3.1 2.5 126 156 26.5 155 5.8 4.0 122 145 6.7
United Kingdom 0.7 05 0.6 68.7 71.6 70.2 1.3 08 0.5 1.9 1.5 11

United States of America 39 23 23 46.4 585 814 21 11 1.0 2.6 1.8 17

12 Tannanhill, Food in History, Crown New York, 1988.
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Source: Author’s estimate, World Bank!?

Russia's agricultural exports as % of merchandise exports is as of 1996, France's
agricultural exports as % of merchandise exports is as of 2016, US' agricultural value
added as % of GDP is as of 2016.

Wheat as a Policy Tool

Wheat grain in policy has a long history in every region of the world. It is integral
to the Book of Genesis and Joseph’s interpretation of the Pharaoh’s dream. It was an
instrument of influence for the Romans. Wheat grain has a history of use to govern,
punish or reward. As a major food staple, the use of grain exports in foreign policy is
not new.

Wheat grain has been politicized for decades in the United States. It was a key
component of the U.S. “Food for Peace” program starting in 1954. In the context of
Russia, in the early 1970s, the U.S. used grain as a positive tool, selling the Russians
American grain below market prices in an effort to improve trade relations. Grain was
also used as a positive incentive by the Carter Administration to incent Egyptian leader
Anwar Sadat to sign the peace accord between Israel and Egypt. In 1973-1974, with the
U.S. experiencing broad inflation, the price of bread in the United States increased
dramatically and became known as the very publicized “great Soviet grain robbery”,
embarrassing politicians and angering American consumers who wanted an end to the

country’s subsidizing wheat exports.

3 World Bank Data. "World Development Indicators". n.d. (accessed July 25, 2018).
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America also used its grain to punish. President Carter initiated a Soviet grain
embargo in 1980 responding to the Soviet invasion of Afghanistan. This embargo was
intended “to exert [tangible] pressure on the U.S.S.R in this area to convince Soviet
leaders to halt their aggression in Afghanistan and to dissuade them from making new
military thrusts in Pakistan and Iran.”'* The result was an increase in grain prices, and
thus the cost of food, for the Russian market. Walter Mondale, the US vice president at
the time, was asked if “the Carter administration was now taking up the use of food as a
weapon?” To this Mondale responded, “We are now ready to acknowledge that we will
use those tools available to us.”'> During the 1980 presidential election campaign,
candidate Ronald Reagan argued the Soviets took advantage of the United States
goodwill towards trade. After he was elected to office, President Reagan continued the
wheat export ban as one of the pillars of Reagan’s vehement anti-Soviet policy when he
referred the Soviet Union the “axis of evil” and the “evil empire.”

The effectiveness of grain as a policy tool has mixed reviews however. The
Federal Reserve of St. Louis wrote in 1980 that the U.S. grain embargo was not effective
as a policy tool, and rather it served the unintended consequences of a redesign of the
patterns of the grain trade. Russia became acutely aware of food risks, and its
dependence on large trading partners eventually manifested to contemporary policy; in
2007, Russia joined the United States and China in a national security defense doctrine
including agriculture in state policy alongside those of military defense. (I discuss

agriculture in Russia’s national security policy further in this report.) Against this

14 Statement by Philip M. Klutznick, Secretary, US Department of Commerce, in US
Embargo of Food and Technology to the Soviet Union (Washington, DC: Government Printing
Office, 1980), 28.

15 Economics Review EIR, 7, no. 2, January 15, 1980.
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backdrop, with wheat an explicit component of security policy, and as the largest wheat
grain supplier to the world with MENA its largest dependent customers, I position this
research.

Agriculture is generally an independent sector from many national defense
systems. The European Union lacks an explicit food security doctrine and rather refers to
the food security of its neighbors. The Organization for Economic Cooperation and
Development (OECD) in a recent agricultural policy conference states, "The objective
which was to produce sufficient food for a reasonable price in order to feed a growing
urban population in a society in the process of industrialization has now lost its relevance
in OECD countries." '

The U.S. on the other hand has strengthened its position of food security, but with
a focus on domestic production oriented towards protection. Recent action by the U.S.
Senate Committee on Agriculture underscored the notion that the national food system is
directly related to national security. “The security, safety, and resiliency of our food
system is integral to the overall security of our nation,” wrote the Senators. “In light of
recent acquisitions of U.S. food and agriculture companies such as Smithfield by
Shuanghui in 2013 and the acquisition of Syngenta by ChemChina in 2016, it has become
increasingly clear that growing foreign investment in U.S. agriculture requires a thorough
review process to safeguard the American food system.” Further, Senators Stabenow and
Grassley introduced Bipartisan Legislation to Protect American Agricultural Interests in
Foreign Acquisitions with the introduction of “The Food Security is National Security

Act of 20177 which will give United States Department of Agriculture (USDA)

16 Agriculture and Food Global Value Chains, OECD 2018
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permanent representation on the Committee on Foreign Investment in the United States

(CFIUS) to review proposed foreign investment in U.S. agricultural assets.!” This
research encourages U.S. policy makers to consider the American food export system in

the in the context of its role in the global political economy.

17U.S. Committee on Agriculture Senators also urge Treasury to include USDA, FDA in
CFIUS review process April 17 2018.
https://www.agriculture.senate.gov/newsroom/dem/press/release/ag-committee-senators-call-for-
national-security-review-of-brazilian-acquisition-of-us-beef-company- (Accessed July, 16, 2018).
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Wheat’s Significance to Russia in a Global Context

“Months before the turn of the millennium, an article appeared in an
obscure Russian academic journal. Natural resources, the writer
passionately argued, offered the key to Russia “regaining its former
might”.

“Russia’s natural resource potential defines its special place among

industrialized countries” he wrote. His name — then little known

outside his country — was Vladimir Putin, Russia’s future president.”
18

Agriculture is typically not part of the calculus when examining international
power. Traditional measures of power include economic power such as gross domestic
product, trade and population size, or through hard power such as military strength.
Nevertheless, agriculture has been regularly used throughout history as a tool in policy
both within and across civilizations.!” As an instrument of foreign policy, food either
provides support through incentives and assistance for allies, or is used as a means of
punishment for foes.?° This concept is not unique. As agriculture is explicitly part of the
national security system for the United States and Russia, both emphasizing domestic
production and self-sufficiency, I argue the analysis must look beyond domestic
production. Considering the relationships internationally among global wheat consumers

is paramount to understanding the geopolitical levers of the two Nations.

'8 Arkady Ostrovsky, “Gazprom Acts as Lever in Putin’s Power Play,” Financial Times,
March 13, 2006.

19 R Tannanhill, Food in History (New York: Crown, 1988 )

20§, K. Wegren, Russian Food Policy, (unpublished work, 2018-2019)
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The Russian GDP is roughly $1.7 trillion in 2017, or $4 trillion on a purchasing

power basis according to the World Bank. It has vast landmasses and natural resources,

including one of the world’s largest oil and gas reserves.

Russia’s merchandise trade export basket is led by oil and gas, arms and

agriculture. Agriculture, the fastest growing component of which wheat is the most

significant component, is also traded in U.S. dollars and has significant potential to grow

further.

Table 2. Russian GDP: Exports in Context 1993 to 2017

Figures in billion USD 1993 2003 2013 2016 2017
World Bank Data (*)
GDP 1,048 1,124 1,694 1,654 1,680
Exports of goods and senices 154 320 474 509 535
Current account balance 0 33 33 24 35
Merchandise exports 0 136 522 282

Fuel exports 74 372 133

Total agricultural raw materials exports 4.4 9.4 7.3

Wheat exports 0.0 0.8 3.5 4.2 5.8

Arms exports (SIPRI world bank data) 3.4 5.2 7.8 6.9 6.1

The oil and gas sectors are the country’s largest merchandise trade export. The

sector generates approximately 17% of GDP, contributes an estimated 55% to the

government budget and at $133 billion, is the majority of its $ 282 billion merchandise

export revenue. Russia oil and gas resources power Europe and its neighbors. The

Russian oil and gas export sector accounts for roughly 45% of the European Union’s

2 World Bank Development Database 2018

29




hydrocarbon imports, and over 75% of Eastern European nations gas and oil needs.

During his most recent trip to Europe, President Trump said Germany is "totally

controlled by Russia," because it gets, in his words, "60 to 70 percent of their energy

from Russia. "

Agricultural merchandise export is $ 7.3 billion and is larger than Arms exports.

Wheat is the largest component of Agriculture export, and is the fastest growing sector of

Russia’s export economy. On March 13, 2018, Vladimir Putin was proud to say publicly

that Russia “made more money” by selling agriculture than selling defense products.?? A

study of Russia’s wheat industry must therefore understand the relationships between

wheat and its merchandise trade export basket of arms, oil and gas.
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Figure 3. Russia’s fuel, agriculture and arms export, % of merchandise export

22 RT.COM, “Agriculture makes much more money for Russia than arms exports —
Putin,” www.rt.com. https://www.rt.com/business/421133-arms-farming-russia-exports-putin/

(accessed October 24, 2018)

2 Trademap. “query: product 27 mineral fuel”. 2018.
https://www.trademap.org/Country_SelProductCountry TS.aspx?nvpm=1[887||||27|[|2]1[1|2|2|1[2]1

|1 (accessed July 25, 2018).
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Rising share of wheat and agricultural export in Russia’s total export.

The Russian wheat industry is developing market power, and for Russia,
expanding its wheat export is sound policy. President Vladimir Putin recently explained
at a conference “issues of agriculture go beyond the industry (itself) and, without
exaggeration, concern the life of the entire country.” He then furthered with a link
between agriculture and covert intelligence, “You hardly need any intelligence if there is
no bread, am I right? Once bread is on the table, you can start thinking about
intelligence.” Later in discussion he added “two months after meeting the King of Saudi
Arabia we got the access and started exporting our beef to the Saudi market, and this is
economically the best market in the Persian Gulf.” (Applause..) “This applause goes to
the King. ... I will convey this applause and your gratitude to him.”**

A strong agricultural complex matters to the Russian people. The potential to

expand revenues from exports is large. Driven by yields improvements increasing their

quantity sold, Russian wheat production is strengthening relative to America and Europe.

Table 3. Exporters of Wheat as Percent of World Export Market

24V, Putin, An Address to the National Forum of Agricultural Producers, (Kuban State
Agrarian University, 2018).
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EXPORT QUANTITY

% of world export

'Co untry/regions 1992 2000 2005 2010 2017
§Russian Federation 00% 04% 8.5% 8.1% 19.1%§
United States of America  29.6% 23.7% 22.5%  19.0% 15.9%
Australia 71% 151% 11.5% 10.9% 12.8%
Ukraine 0.7% 02% 5.0% 3.0% 10.0%
France 15.1% 15.4% 13.3% 14.5% 8.8%
Argentina 53% 94% 8.6% 2.8% 7.6%
Germany 42% 3.9% 3.8% 6.1% 4.5%
Romania 0.0% 01% 0.2% 1.7% 3.4%
Kazakhstan 25% 4.3% 1.6% 3.5% 2.5%
Canada 20.6% 16.0% 11.5% 12.6% 0.0%
Top 10 85.0% 88.4% 86.5% 82.1% 84.5%
MENA 44% 16% 0.7% 1.7% 0.6%
European Union 28.2% 27.8% 27.5% 35.0% 29.7%
World 1146 117.3 120.9 145.7 172.8

Source: FAO Data.

According to Oxfam, over the last 10 years, the global wheat export trade has
been declining to less than 25% of production, as western farm production pursue a mix
shift to higher value products or commodities to supply bio-fuels or other non-food
usage. This mix shift is also contributing to wheat price volatility and the average cost of
wheat.?®> This shift has benefitted Russian relative export. The table below outlines the
development of Russia’s wheat production in its domestic and global context. The total
land area in Russia is 1,713 million hectares of which land used for agriculture is 222
million hectares. Wheat is harvested on roughly 27 million hectares, with a production

yielding 2,684 tonnes per hectare of land. This yield has been growing on average 15%,

25 Ghad Ahmed, Danny Hamrick, Andrew Guinn, Ajmal Abdulsamad, and Gary Gereffi,
Wheat Value Chains and Food Security in the Middle East and North Afirica Region. Duke
University Minerva Research Initiative Project FY 2011-2015 (Durham, NC: Duke University
Center on Globalization, Governance, and Competitiveness, 2013), 15.

32



but is still under 10% of the world average, and roughly 30% of the U.S. yield. Russian
consumption has maintained relatively stable levels, while production and exports have
grown roughly 30% yearly on average since 2010. The weather, in conjunction with

strong growth policies, have been favorable to the sector.
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Table 4. Russian wheat data 1992 to 2017

Figures in million tonnes 1992 2001 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017
Area Harvested (Mn HA) [1] 24.3 22.8 26.1 26.6 21.6 24.8 21.3 234 239 259 27.3
% growth 7.0% 10.9% 22% -187% 14.8% -14.3% 9.8% 23% 82% 5.6%
% of world area harvested 11% 11% 12% 12% 10% 11% 10% 1% 11% 12% 12%
Yield (tonne/ha) 1.903 2.058 2446 2318 1.918 2265 1.773 2229 2498 2383 2.684
% growth 27.5% 16.4% -5.2% -17.3% 181% -21.7% 257% 12.1% -4.4% 12.4%
% of world average yield 7% 8% 8% 8% 6% 7% 6% 7% 8% 7% 8%
RUSSIA - DEMAND // SUPPLY
Opening stocks 7.9 1.5 1.8 2.5 3.0 27 10.9 3.0 75 10.0 14.0
Production (Mn tonnes) 46.2 47.0 63.8 61.7 41.5 56.2 37.7 52.1 59.7 618 73.3 80e
% growth 36.4% 29.2% -32% -32.8% 355% -329% 38.1% 14.6% 3.5% 18.6%
% of world production 8% 8% 9% 9% 6% 8% 6% 7% 8% 8% 10%
Production by type of wheat /2]
Class 3 16.2 16.5 224 21.7 14.6 19.8 18.2 195 200 216 15.9
Class 4 18.3 18.6 25.2 244 16.4 22.3 11.0 19.0 248 265 35.1
Class 5 10.4 10.5 14.3 13.8 9.3 12.6 7.4 119 134 119 20.5
Others (no details available) 1.3 1.3 1.8 1.7 1.2 1.6 1.1 1.7 1.5 1.8 1.8
Class 3 as % of production 35% 35% 35% 35% 35% 35% 48% 37% 33% 35% 22%
Class 4 as % of production 40% 40% 40% 40% 40% 40% 29% 36% 42% 43% 48%
Class 5 as % of production 22% 22% 22% 22% 22% 22% 20% 23% 22%  19% 28%
Others as % of production 3% 3% 3% 3% 3% 3% 3% 3% 3% 3% 2%
Import (Mn tonnes) 17.6 0.9 0.2 0.1 0.1 0.1 0.4 0.9 0.4 0.4 0.6 0.3
Total supply (Mn tonnes) 71.6 49.4 65.8 64.3 44.6 59.1 49.0 56.0 67.6 722 87.8
Rusian Total Export 0.0 1.6 11.7 16.8 11.8 15.2 16.1 13.8 221 212 253 33.0
% Year's Production 3.5% 184% 27.2% 28.5% 27.0% 42.7% 26.5% 37.1% 34.4% 34.6%
% of Russian Total Supply (Includes Storage) 33% 17.8% 262% 26.5% 25.7% 32.8% 24.6% 32.7% 29.4% 288%
% YoY grow th 290.4%  -18.9% 43.5% -29.6% 28.2% 59% -14.2% 60.5% -4.1% 19.3%  30.4%
% of world export 0% 1% 9% 1% 8% 10% 10% 8% 13% 12% 14% 19%
Russian Export to MENA 0.5 7.7 12.0 9.5 10.8 12.7 8.1 145 128 14.4 185
% of Russia's total export 29% 65% 71% 80% 1% 79% 59% 66% 60% 57% 56%
% of MENA's Import (FAO) 2% 19% 27% 23% 25% 24% 16% 25% 27% 29% 53%
% of MENA's Import (Trademap) 2% 22% 37% 28% 29% 32% 27% 36% 44% 39% 54%
Consumption Utilization /3] 62.6 46.2 51.6 44.4 30.1 32.9 29.9 347 355 370 40.0
% growth 25.8% 49.3% -13.9% -32.3% 9.4% -9.1% 16.0% 23% 4.2% 81%
% of Supply 87% 94% 78% 69% 67% 56% 61% 62% 52% 51% 46%

Source: Author’s estimate, FAO, Trademap

The table above illustrates the trend of production and yield in the Russian grain sector.
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Figure 4. Russia’s net wheat export trade

Russia and its Black Sea neighbors now supply about 30 per cent of the global
wheat trade and have low costs of wheat production. Cost of production is Competitive.
Russia’s costs of labor, fuel, fertilizers and machinery, are available at prices
significantly lower than European or American sources. Farm credit, discussed in
greater detail below, is less available. While several government programs are oriented
to addressing this, credit is still relatively scarce. The Rouble (RUB) decline since late
2014 has caused inflation influencing farming investment decisions, however recent
government initiatives discussed in this report should serve to invigorate domestic

investment.

Table 5. Relevance of Russia’s wheat price discount

% Food and Agriculture Organization of the United Nations, “Food Balance Sheets,”
Accessed July 25, 2018
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Export price (USD/tonne) % premium/(-discount) to world average

Country/regions 2000 2005 2010 2017 2000 2005 2010 2017
Russian Federation 100.1 109.9 174.6 175.3 A7.2% 24.7% -22.2% @ -22.4%
United States of America 121.7 161.2 2443 223.6 0.7% 10.4% 8.9% -1.0%
Australia 125.2 163.9 242.0 210.7 3.6% 12.2% 7.9% -6.7%
Ukraine 129.3 108.5 177.6 159.4 7.0% -25.7%  -20.9%  -29.5%
France 114.2 148.6 220.7 197.5 -5.5% 1.8% -1.6%  -12.6%
Argentina 110.5 122.8 223.3 180.3 -8.5%  -15.9% -0.5%  -20.2%
Germany 135.2 154.4 220.7 205.1 11.9% 5.7% -1.6% -9.2%
Romania 106.0 116.8 202.8 193.1 -12.3%  -20.0% -9.6%  -14.5%
Kazakhstan 90.9 115.7 179.9 155.2 -24.8%  -20.8%  -19.8%  -31.3%
Canada 132.5 160.3 246.6 na 9.7% 9.7% 9.9% na
MENA 111.5 158.5 226.4 78.8 -1.7% 8.5% 0.9%  -65.1%
European Union 119.0 147.3 221.4 212.0 -1.5% 0.9% -1.3% -6.2%
World 120.8 146.0 224.4 225.9

Source: Author’s estimate, Trademap®’

Wheat Export as Power

Russian agricultural policy emphasizes the importance of self-sufficiency and
food affordability in Russia. Grain exports therefore should not be viewed simply the
product of a climate driven good harvest, but are also the outcome of deliberate
government action. The Russian government’s power is revealed with the tax on wheat
exports in 2008 and again in 2015, and a ban on exports of wheat in 2010 following a
poor harvest. “The World Economic Forum’s 2015/16 rankings show corruption,
taxation, access to finance, inefficient bureaucracy and inflation are the most problematic

issues affecting the ease of doing business in Russia; with corruption being by far the

7 Trademap. “query: product 1001 wheat and meslin,”. 2018.
https.//trademap.org/Country _SelProduct TS.aspx?nvpm=1|[|||1001||4|1]1|2|2|1]|2]2|1 (accessed
July 20, 2018).
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main concern.”® Grain production and export are not immune to the political decisions
that affect neither Russia’s domestic social fabric nor its international relations.

Russian grains account for the majority of grains imported by the Middle East, a
market dynamic that has developed with significant strategic geopolitical ramifications.
Russian proximity to the Middle East gives its export a cost advantage of up to forty
percent. And while the wheat is priced on the global commodity markets, its costs to
market will vary widely due to storage and transport costs. The table below illustrates the
changing relevance of Russian wheat from 2001 through to 2016 as a percentage of
wheat consumed by each nation. Egypt imports from Russia have doubled since 2010,
however its domestic production has also increased, thus reducing Egyptian exposure to

11.8% of Russian imports from 18.5% in 2010.

Table 6. Largest Importers of Russian Wheat relative to their Consumption

28 Kingwell. “Russia's Wheat Industry, Implications for Australia”, 2016.
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wheat import from Russia, % of = wheat import from Russia, % of
Wheat import (‘000 tonnes) total wheat import wheat utilization
2001 2010 2017 2001 2010 2017 2001 2010 2016
MENA 3749 6,653.3 10,708.5 1.6% 19.7% 31.2% 0.5% 7.4% 7.4%
Largest importers of Russian wheat by country
Egypt 19.7  3,264.3 6,507.7 0.4% 32.9% 60.6% 0.2% 18.5% 11.8%
Turkey 69.4  1,433.0 2,930.1 20.0% 56.1% 58.7% 0.3% 8.1% 12.4%
Indonesia 0.0 72.6 1,222.0 0.0% 1.5% 10.7% 0.0% 1.3% 0.0%
Azerbaijan 128.9 1514 1,013.8 20.9% 11.4% 99.7% 6.0% 5.4% 28.2%
Kenya 0.0 233.9 591.0 0.0% 27.7% 31.9% 0.0% 16.8% 22.8%
Georgia 22.2 0.0 512.3 22.7% na 99.6% 2.1% 0.0% 51.6%
South Africa 0.0 0.0 507.2 0.0% 0.0% 29.5% 0.0% 0.0% 21.1%
India 0.0 18.5 458.6 0.0% 5.6% 8.6% 0.0% 0.0% 0.0%
Sri Lanka 0.0 1.9 436.9 0.0% 0.2% 35.0% 0.0% 0.3% 25.8%
Israel 40.9 33.5 410.4 3.1% 2.0% 24.1% 2.3% 1.8% 0.3%
Mexico 0.0 0.0 356.6 0.0% 0.0% 7.3% 0.0% 0.0% 6.8%
Morocco 89.5 6.0 354.2 2.7% 0.2% 9.8% 1.4% 0.1% 8.5%
Lebanon 9.0 202.0 205.7 2.4% 39.9% 35.4% 1.7% 32.8% 27.4%
Oman 0.0 0.0 178.0 0.0% 0.0% 26.4% 0.0% 0.0% 60.8%
Latvia 0.0 0.0 23.6 0.0% 0.0% 3.9% 0.0% 0.0% 20.6%

Source: Author’s estimate, FAO29, Trademap>’

FAO data is calendar year data and has been used for cross-country analysis.

Russia has transformed from a net wheat importer to a net exporter with history of
positive net trade continuously in the last 17 years. It exported 33 million tonnes of wheat
in 2017, an increase of 30.4% from 25.3 million tonnes in 2016. MENA remains the
largest export market for Russia with 18.5 million tonnes exported to the region
accounting for 56% of Russia’s total wheat export. Egypt, Turkey, Bangladesh, Sudan,
Nigeria, etc. were the large country buyers of Russian wheat in 2017. Russia’s export to
Egypt in 2017 stood at 7.8 million tonnes, a 35% increase from 5.8 million tonnes

exported a year ago.*' Export to Turkey and Bangladesh stood at 3.4 million tonnes and

?’ Food and Agriculture Organization of the United Nations (FAO). "Food Balance
Sheets". 2018. http.//www.fao.org/faostat/en/#tdata/OC (accessed October 18, 2018).

30 Trademap. “query: product 1001 wheat and meslin,”. 2018.
https://trademap.org/Country SelProduct TS.aspx?nvpm=1{|||[1001]||4[1]1]|2|2]1|2|2]1 (accessed
July 20, 2018).

! There are discrepancies: export to MENA countries as reported by Russia do not match
with import from Russia as reported by MENA countries
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1.9 million tonnes in 2017 and was 30% and 3% higher than 2.6 million tonnes and 1.9
million tonnes exported in the previous year. Egypt, Turkey and Bangladesh together had

a 40% share in Russia’s wheat export in 2017.

20.0
16.0
12.0
8.0
4.0
0.0
V\Qxe‘? ((/@é\ &\)&gﬁ \,bbe’é(\ %\)bé\ 49,@@0 ééé{b (0'3\@(\ éo&;g\’b \5‘?{0 0%000 _ é}\é& 4,’l§ ® {gféb \6&@\ \,'z’r‘;\\ ®
y <O &S R <2

Source: Author’s estimates, Trademap (2017 export in million tonnes)

Figure 5. Largest Wheat Export Markets

Relevance of Russia can be seen with its increasing share in MENA’s wheat
import. Because of Russia’s geographical proximity to the wheat importing regions of
MENA, high self-sufficiency ratio (205% in 2016) and pricing advantage. MENA
imports of wheat from Russia have increased from 375,000 tonnes in 2001 to 10.7
million tonnes in 2017. Russia’s share in total wheat import by MENA increased from
19.7% in 2010 to 31.2% in 2017. Wheat import from Russia continued to meet 7.4% of
the MENA’s wheat consumption (utilization) needs. Russia’s share in total wheat import
of Egypt and Turkey stood at 51.1% and 60.6% in 2017 and met 11.8% and 12.4% of

these countries’ wheat utilization.
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This concentration of sales to MENA can of course reverse based on price. For
example, Russia’s international competitiveness in global commodity markets could
diminish should the RUB appreciate, creating increased cost of local production.
Nevertheless, today the supply chain costs for moving grain to port from Russia’s main
wheat export regions typically form 30 per cent of wheat traded on (roughly $45), and the
farm gate costs at roughly 50% of the gross costs. The average Chicago price was $161.5
per tonne for 2017, while Russia’s range for export was roughly in line, well below many
of its competitors.*?> While wheat price (Chicago) can be seen as a global benchmark,
significant quality differences exist among the global export prices of different varieties
produced in different regions. Quality of wheat is one of the reasons for the differences in
wheat export prices. For instance, Australian white wheat commands a premium over
Russian wheat. >* Similarly, Canadian wheat is of high quality and trades at a premium
over other wheat. Canadian wheat is used for blending with lower quality wheat to get
baking standard flour. This differentiation positions Russia, along with similarly
competitive Ukraine, as a marginal provider with a powerful competitive advantage when
targeting price-driven markets such as MENA.

Russian grain export dominance have the characteristics of cartel like qualities,
and through a grain export partnership in the Black Sea region with the former Soviet
states of Belarus, Kazakhstan, and the Ukraine, these new exporters are now responsible
for about 30% of the global trade in wheat. Accordingly, whatever happens in the region

can alter global wheat prices significantly. Should Russia’s Ukrainian ambitions

32 Russia’s supply chain costs for wheat are estimated to be ~$40/ton, production costs

at the farm of ~$80/ton.
33 Ross Kingwell, Chris Carter, Peter Elliott, Peter White, “Russia’s wheat industry:
Implication for Australia,” AEGIC : 57/104
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eventually come to fruition, it will be firmly positioned it for permanent wheat export
dominance. For this reason alone, it is important to understand the Russian wheat

production and export mechanism and its related Statist behavior.

Domestic
Polic
y Social
/ (In)Stability
Glgk?al Food
Political .
Prices
Economy

Figure 6. Food Policy Paradigm in Global Context

According to Duke University’s Minerva Institute on foreign policy, the
interrelationship of food prices, domestic polices, and the global political economy are
relevant in the study of the causes of social instability. The three interlocking circles are
connected through a delicate balance of internal and external forces. Sudden changes in
prices and quantities available of wheat supply can greatly disrupt a nation’s ability to
supply food to its population. While wheat trades freely on the world markets, the
mechanisms for purchase and storage differ greatly by country. Also, the ability to
source new wheat supplies on short notice is limited. Many developing countries,
including the Middle East and North Africa, purchase grains through seasonal public
tenders. Grain is then stored for distribution to the public. A sudden disruption in the

supply of wheat contracted for purchased can cause panic buying to source new supplies.
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This in turn distorts the behavior through the network of suppliers and consumers,
encouraging hoarding and driving up prices. This is known in commodity circles as the
“bull whip effect”. We discuss this dynamic later in this report. This effect is what
happened in 2010 from Russia’s export bans cancelling export, thus reducing global
supply.

In this context, Russia’s wheat market dominance, as the largest single exporter of
wheat grain in world, merits examination of its customers. I ask who can be most
impacted should another Russian policy be disruptive to global supplies? This region is a

focus.

Morocco
has imported

9.3% of
MENA’s wheat
since 2007

Different regions within MENA rely on different countries as their leading source of imported
wheat. Depending on the country, these relationships have persisted since 2007

| pResEn RNl Wesucknes  Ausaln
Source: Duke MINERVA 2015

Figure 7. Middle East and North Africa (MENA) Grain Trade

Russian wheat dominates significant conduit regions of MENA for Alternative Oil and
Gas routes into Europe

The MENA region is strategically significant for Russia; it is a highly dependent
consumer of Russian wheat for its cost and availability. The region is also the central

access zone for gas and oil. Russia is the largest supplier of natural gas to Europe. The
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MENA region and Turkey are critical geographically as a route for alternative oil and gas
pipelines into Europe, potentially bypassing Russian sourced supply. Therefore MENA
has the potential to be Russia’s largest petrochemical supply threat. Using the three
circle illustration above, the recurring relationship between Russian policies, market
prices, and geopolitics, provides observational based support of the hypothesis that
Russia has an adequate incentive to use its wheat export as a tool to influence and protect
its domestic hydrocarbon sector. Food security is a delicate government issue. It is
influenced by the many links in the global value chain for wheat and is illustrated below
in the case of Saudi Arabia and Egypt. The red zones in the charts highlight the “acute
risks” in the wheat value chain as determined by the Duke University MINERVA
institute on Middle Eastern studies. In both examples, Egypt and Saudi Arabia have risks
with wheat storage, which in practice requires the purchases of wheat to be well
coordinated with consumer demand. Should the purchasing authorities’ calculus be in
error, shortages and prices spikes can occur through the chain. The MENA region as a

whole has many weak links in the value chain that exacerbate food security risks.

2013 Egyptian Wheat Value Chain Vulnerabilities

Production Processing /. Consumption > ._
Small & Medium Storage Mills Bakeries |
Farms Need for Modern
Silos +  Bread rationing at 3
9.5 million tons . loaves
Food subsidy 2% of
GDP
Importing 4 - 5 million tons +  Available bread $0.7/
‘f loaf
Red: Acute disruption [ Currency Reserves
points in wheat GVC Source: Suez Canal & Tourism
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Source: Duke Minerva Report*

Figure 8. 2013 Egyptian wheat value chain vulnerabilities

2013 Saudi Arabia Wheat Value Chain Vulnerabilities

Production Processing ‘ Consumption /
Storage 3| Bakeri '
: . akeries
Small & Medium Inland Silos moved Mills
Farms o Ports Price fixing $0.27/loaf

2012: 6,000 farmers
1893: 34,000 farmers

Food subsidy 0.24% of GDP
Increase labor and flour costs
Imports- Increasing 12.5 %/year About 25% of bakeries will go
out of business
* Upto 100% increase in bread
. prices

* & = »

Currency Reserves
Source: Ol

Source: Duke Report®

Figure 9. 2013 Saudi Arabia Wheat value chain vulnerabilities

3* Ghada Ahmed, Danny Hamrick and Gary Gereffi. Shifting Governance Structures in
the Wheat Value Chain: Implications for Food Security in the Middle East and North Africa.
Durham: Duke Social Science Research Institute (SSRI), 2014. 5/28

35 Ghada Ahmed, Danny Hamrick and Gary Gereffi. Shifting Governance Structures in
the Wheat Value Chain: Implications for Food Security in the Middle East and North Africa.
Durham: Duke Social Science Research Institute (SSRI), 2014. 5/28
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Wheat Considerations for the Middle East

The availability of wheat grain therefore has important political and social
implications. Its effects can highlight government shortcomings and vulnerabilities.
According to historian Charles Pouthas, the European grain shortages from 1847 to 1848
and the revolutions that followed throughout Europe leading to the collapse of the French
monarchy were the result of grain price volatility and shortages due to supply chain
disruptions. "Food scarcity was felt starting in the spring. In each country, the price of
wheat increased. In France, a hectoliter was worth 17.15 francs, climbing to 39.75 francs
and then 43 francs at the end of the year. "The food crisis immediately translates into
civil unrest..." Pouthas explained.*¢

The Middle East and North Africa (MENA) region, the area of the Arab spring
events, are a significant wheat importer and reveals the relationship of food security and
political stability. According to the Agricultural Policy Research Institute (FAPRI),
grain consumption is highest in the developing countries of MENA. Wheat importing
nations such as Iran and Egypt consume roughly 200 kg of wheat per person per year,
against the U.S.’s wheat per capita consumption of 90 kg per person per year. Food
insecurity thus increases for net wheat grain importers and supply shocks can have a

material impact on importing nations®’. Haiti, a net importer, experienced a government

3¢ Pouthas, The Revolutions of 1848 1960, p. 389-415
37 Paarlberg, How grain markets sow their spikes 2010, p.12
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overthrow in 2008 by protesters angered at rising food prices. Early in 2011, the
doubling of the wheat price, as a result of supply shortages was cited as the catalyst for
the unrest leading to the Arab Spring.’® Adding to the regional sensitivity, Saudi Arabia,
the largest oil exporter, announced that it would no longer domestically grow wheat in an
effort to save water.>

MENA countries have several common tenets; they have water scarcity, a fast
growing, relatively uneducated youth population living in cities, and consume more per
capita on food staples (mainly wheat) than the rest of the world. This is found in detail in
the appendix under “MENA Food Consumption basket” section. MENA countries have
the structural fabric most likely to trigger insurgencies, civil wars, and internal conflicts
in general.*’ The regions are not food self-sufficient, and are highly dependent on food
imports to satisfy basic consumption annually. MENA populations consume wheat for
37% of their food caloric intake, and with the region buying approximately 27% of all
globally traded wheat imports and more than 50% of its wheat needs.*! Russia serves the
regions well and in the 2017/18 agricultural year, the top five purchasers of Russian
wheat were, in order of volume: Egypt, Turkey, Saudi Arabia, Bangladesh, and Iran.

MENA’s dependence on imported wheat makes the region vulnerable to

international price shocks and supply disruptions. According to 2011 statistical research

3% Gorst, Russia export cap plan drive grain prices higher 2011, p.1

39 Saudi Arabia expects to import 1.9 million tons of wheat this year and to increase that
slightly. The kingdom also plans to raise wheat storage capacity to 3.2 million tons, enough to
cover its annual wheat consumption of about 2.9 million tons. Reuters News Wire . "Saudi says
offered wheat from Europe, Australia, US, Canada and Argentina." Reuters News , Dec 4, 2011:
2:39 EST.

40 International Center for Agricultural Research in the Dry Areas (ICARDA) 2007-2016
Strategic Plan.

“I'FAO (2013). FAOSTAT Database on Agriculture. Food and Agriculture Organization
of the United Nations (FAO). Rome, Italy.
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by New England Complex Systems Institute in Cambridge Mass., the “single factor that
seems to trigger riots around the world ... is the price of food.”*? The chart below details
the research and illustrates the Food price index against riots. This index is predominantly

driven by the wheat price.
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Figure 10. Food price index and its relationship to Riots; plotted

This research surveys the relationship of food prices to political unrest.

42 MIT Technology Review, The Cause of Riots and the Price of Food, August 2011.
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State Action in Wheat

Russian wheat trade is coordinated through the State Trading Enterprise (STE)
United Grain Corporation (UGC). This paper underscores that with Russia’s growing
market dominance an understanding of UGC’s activities pose important geo-political
considerations.

STE’s can exercise market power over domestic farmers, domestic consumers and
international consumers. In the case of Russia, there are particular concerns that its STE’s
tend to form monopolies, reducing consumer surplus through increasing prices to
international consumers, coupled with price discrimination. This is seen in point A on
the chart on the following page. A World Bank study made in 2008, at the time of
formation of UGC, assumed that UGC was unlikely to exercise market power when
examining examples from Canada and Australia. * This World Bank study did not

account for the position of market dominance of Russia today.

43 Stephan von Cramon-Taubadel, Bernhard Briimmer. "4 State Trading Enterprise for
Grains in Russia?".
http://documents.worldbank.org/curated/en/305821468092951763/pdf/459250ESWOWhitl 10Fin
alOforOprinting.pdf, Washington DC: World Bank, 2009.
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Quanlily

Source: World Bank*
Figure 11. Market solutions under perfect competition and monopoly

The natural price and quantity setting equilibrium is where Demand line and the Supply
Line intersect. The monopoly rent is the darkened square. In such instances, the
monopoly provider can extract higher prices, from point B to point A, with less supply.
This is achievable in commodities due to stickiness of growing seasons, storage life, and
purchase contract processes.

At the time of formation of UGC the World Bank listed certain key concerns

relating to the economic impact of forming a state grain trading enterprise*’. These

4 Stephan von Cramon-Taubadel, Bernhard Briimmer. "4 State Trading Enterprise for
Grains in Russia?".
http://documents.worldbank.org/curated/en/305821468092951763/pdf/459250ESWOWhitl 10Fin
alOforOprinting.pdf, Washington DC: World Bank, 2009.

45 Stephan von Cramon-Taubadel, Bernhard Briimmer. "4 State Trading Enterprise for
Grains in Russia?".

http://documents.worldbank.org/curated/en/305821468092951763/pdf/459250ESWOWhitl 10Fin
alOforOprinting.pdf, Washington DC: World Bank, 2009.
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concerns included 1) attainment of global market control and 2) the reduction of market

share and eventually crowding out of foreign traders. 2'¢
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Figure 12. Russian Grain Traders

Attaining global market control would involve forming a cartel with Kazakhstan

and Ukraine source, to bring export share to over 30%. Russia’s individual export market

share in 2017 was 19%, combined with Kazakhstan this share increases to 21.6%, and
combined further with Ukraine the share increases to 31.6%. While UGC itself is an

exporter, and has merely an export market share of 4%, as a conduit of the State, it can be

46 Pavensky, Igor. “Top 30 grain exporters.” Agroinvestor, July 2018.
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utilized under decree to crowd out other export traders. While this role has yet to surface,

the legislative infrastructure is in place for this to occur. Furthermore, with such a large

market concentration, a top down policy such as an export ban could again have impact

and serve to satisfy the condition of market control.

Table 7. Share of ‘RUK’ in world export

Figures in million tonnes
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Source: FAO, Trademap

Specific evidence of Russia using grain supply as a tool to destabilize a governing

structure and act as a catalyst for regime change, incorporated in multi-lateral trade

negotiations with grain importing, oil and gas exporting nations has yet to explicitly

surface. I show throughout this paper however there is significant circumstantial evidence
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to support that wheat is a tool in the state’s foreign policy kit. The Russian authorities
have repeatedly used grain to punish and reward, typically under the guise of national

security. I outline these examples in the sections that follow.
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Russian State Interventions in the Domestic Wheat Market

The Russian State has carried out fifteen interventions in the domestic wheat
market under Putin’s leadership, all under the doctrine of national security. Interventions
either build or deplete reserve stock held in State grain storage known and as an
“Intervention Fund”. The graphic below represents these interventions since 2003, sorted

by the marketing year (MY), or the period of harvest to sale. State interventions were

conducted in two principal ways:

1. UGC Interventions: 11 events. [8 purchases (orange)] and [3 sales (light blue)]

2. State Directly in two ways via Taxes.[ 3 events shown in (light green)] via a

ban [1 event in (red)]. The State has not used quotas to regulate wheat.
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Figure 13. Russian Wheat Market Interventions 2003 to 2018 Under Putin Leadership
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Hllustration Summarizing Interventions by Type Plotted Against Market Prices, Export
Quantities, and Available Storage Stock. Author’s Proprietary Research

The illustration above captures several moving parts of the fifteen-year period of
organized State influence on wheat. The solid green bars represent the export quantity, or
amount actually sold outside of Russia. The grey blue bars represent the closing stocks in
storage and available for consumption and sale. These are plotted against the market
price on the left axis, and quantity of wheat on the right axis. The transparent colored
bars connecting from the bottom to the top of the chart represent the interventions and
span time accurately by month. Market prices are reflected on the line charts. The Red,
blue and black line charts show the Black sea wheat price, the Russia National average
Class 3 wheat price and the Wheat (Chicago), respectively. Wheat prices are in terms of
USD per tonne and correspond to the left axis. Dark green bars represent export quantity
and dark blue bars represent Russia’s available wheat storage stock. The straight grey line
shows normalized available wheat storage stock. Right axis corresponds to export
quantity, wheat closing stock and normalized available wheat storage stocks, which are in
million tonnes.

United Grain Corporation’s (UGC) interventions total eleven events in two forms
shown in orange (8 purchases) and light blue (3 sales) of grains from the markets. The
Orange Bars reflect what is termed Government “procurement” interventions and are
purchases of wheat stock which are then stored, using the government’s intervention
fund. This is intended to reduce wheat available in the market and acts as a price

stabilizer to farmers. These periods were 2008, 2009, 2011, 2013/14, 2014/15, 2015/16
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and 2016/17 respectively. The light blue bars indicate periods 2012, 2012/13 and 2018
when State commodity interventions or sale of wheat. In this case UGC would sell
Government stocks of wheat in the market in an attempt to maintain price ceilings,
avoiding price spikes. The theory is this would create a price smoothing dynamic and
would benefit consumers.

The state initiated and managed direct interventions without the conduit of UGC
in two forms. The light green bars show the three interventions using taxes on exports,
creating disincentives for exporting companies to sell abroad, and generating revenue for
the State. These periods of export taxes were 2003/04, 2007/08 and 2014/15. The one
outright ban on export is shown in red. This ban forced private traders to abrogate all
foreign external commercial contracts for sale, forcing their customers to find new wheat
supply at higher prices and with little advanced notice. The direct state mandated export
ban was announced at the end of the August 2010 and extended into July of 2011. The
Purple bar represents the period from early February 2011 to Mid-June 2011 when State
was selling wheat in the domestic market (“commodity intervention™) in early 2011. This
was done at the same time as the export ban. The domestic selling was done at prices
below internationally traded prices in an effort to reduce food price inflation. The ban’s
intention is is an attempt to plan price controls by preventing the private trading arbitrage
between domestic and international grain prices. Such foreign selling would reducing
quantities of domestic production as private traders would source volume as they seek
foreign profits.

There 1s wide consensus that Russia’s export ban of 2010 did not meet the desired

stated domestic policy objectives.
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A research report by Oxfam published in June 2011 clearly mentioned that the
ban did not bring down food prices inside Russia and that flour prices went up by 18%
from July to December and bread went up by 10%.%” Also, Russia’s regional prices did
increase. Russian wheat price (class 3) increased by 46% from $158 per tonne at the end
of July 2010 to $230 by the end of November 2010. According to a research by Leibniz
Institute of Agriculture Development in Transition Economics*, “Costs for wheat have a
minor share on bread production costs which reduces the transmission of price damping
effects to the bread price” and they identified that the bread prices dampened by 5% in
Moscow due to export controls.

An analysis of the wheat ban and the interventions must assess the authorities’
objectives for food security. A reliable measure in doing so is to examine the storage
stocks, and ongoing productive capacity relative to future demand utilization. In the
period of the 2004/2005 the closing stock continued to decline from 3.9 million tonnes
within the July to June marketing year (MY) to 2.3 million tonnes by the arrival of
MY2007/08.*° However, after MY2007/08 Russia chose to build up stock and the closing
stock increased to 10.5 million tonnes in MY 2008/09 to 13.2 million tonnes in

MY2009/10 and to 13.5 million tonnes in MY2010/11. Domestic consumption on

47 Welton, George. The Impact of Russia’s 2010 Grain Export Ban. Oxford: Oxfam
Research, 2011. 3/32

8 Linde Gétz, Ivan Djuric, Oleg Nivievskyi, Dmytro Serebrennikov, Thomas Glauben
and Ulrich Koester, “Regional price effects of export restrictions in Russia, Ukraine and
Kazakhstan,” Leibniz Institute of Agriculture Development in Transition Economics: 21/27

4 Marketing year (MY): July to June for Russia; Differs for each country. In this

report the data sourced from the USDA and the International Grain Council is marketing year
data. Data sourced from FAO and Trademap are non-marketing year data and instead show
figures based on a calendar year.
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average is 37 million tonnes. It is difficult to find reasons why Russia chose to impose an
export ban despite having stocks at one third consumption, since its productive capacity
was only temporarily impaired by weather and draught. Russia began producing wheat
in excess of its yearly utilization starting in 2004. It is reasonable to assume that the
lower harvest and decline in yields in 2010 due to fires sparked a psychological element
that may have led central planners to believe that there would be an ongoing shortage
coupled with an increase in the wheat price and hence the export ban. The observational

data simply does not support this action.
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Table 8: Regional Price Effects of Russian Interventions
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There are observed differences between the intended and actual impact of
interventions due to the differences in regional grain production profiles and the large
distances between them. The Russian 2010 export ban caused significant domestic and
international price fluctuations. The domestic wheat supply chain pursued hoarding due
to information asymmetry. For example, a baker hears a news report of a potential
shortage and must purchase additional stock than normal (hoards) to meet future needs
based on a perception of future supply. According to a study by Leibniz Institute of
Agricultural Development in Transition Economics, there were varied negative domestic

regional price effects caused by the 2010 export ban. 3!

3% Linde Gotz, Ivan Djuric, Oleg Nivievskyi, Dmytro Serebrennikov, Thomas Glauben
and Ulrich Koester, “Regional price effects of export restrictions in Russia, Ukraine and
Kazakhstan,” Leibniz Institute of Agriculture Development in Transition Economics: 11/27

3! Linde Gotz, Ivan Djuric, Oleg Nivievskyi, Dmytro Serebrennikov, Thomas Glauben
and Ulrich Koester. Regional price effects of export restrictions in Russia, Ukraine and
Kazakhstan. FAO Conference: “Integration processes in the CIS region and their implications for
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1. Price insulating effect

-76% -44% -46% -31% -2% -35%

2. Price damping effect

-67% -50% -50% -A44% -53% -32%

Source: Leibniz Institute

Figure 14. Export ban Russia: Indicators effectiveness

The use of the wheat export trade ban could be understood as a policy mishap,
with State simply acting to preserve its domestic supply, or it could be viewed as a very
aware strategic understanding of the commodity markets and the international effects of a
domestic policy action. >

This research outlines the actors, the data and the facts surrounding food security
and the supply chain in regions with “acute risks”. According to Ilan Goldenberg and
Julie Smith in Foreign Policy magazine, “The chaos brought on by the Arab Spring in

Egypt gave Russia a new foreign policy opening in the Middle East relative to the

agricultural trade”, Kaliningrad: Leibniz Institute of Agricultural Developement in Transition
Economics, 2015.

52 www.aalhysterforklifts.com.au. What is the Bullwhip Effect? . April 02, 2012.
https://www.aalhysterforklifts.com.au/index.php/about/blog-
post/what is_the bullwhip_effect understanding_the concept definition (accessed October 25,
2018).
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West.”>® Regardless of the actual State driven agenda, the ban created a pronounced
price effect on the international commodity markets, and impacted external consumers of
Russian wheat such as Egypt, as they sought new supplies to balance their domestic

shortfall.

The objective of the eleven purchase and sale interventions through UGC is to
create price smoothing effect for the domestic market producers, especially useful in
times of surplus. The goal is to create price support and be a buyer for excess grain
through the intervention fund. The government is attempting to help grain producers
manage their profits. The intervention fund is helpful for producer psychology, since the
reserve fund generally stores between 15-20% of usage, ranging between 3 to 15 million
tonnes. Producers, especially small plots managed by individual farmers, feel the
government is there to assist. The effectiveness of grain intervention has been contested
in policy circles. During the record-shattering 2017 harvest, grain supply was so high that
grain intervention was deemed inexpedient and sales from reserve stocks began in 2018
to make more storage available.’* Because of high reserves and expected harvests
exceeding 100 million tonnes, the government announced it will limit its purchases to

less than one million tonnes.

Table 9. Russian Wheat Industry, a summary of interventions

53 Goldenberg Smith, “U.S.-Russia Competition in the Middle East Is Back”, Foreign
Policy 2017

> Inna Ganenko, “V etom godu iz gosfonda budet realizovano tysiach tonn zerna,”
February 2018, http://www.agroinvestor.ru/regions/news/29325-iz-gosfonda-budet-realizovano-
500-tysyach-tonn-zerna/ (accessed July 10, 2018).
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Russia wheat industry

Figures in million tonnes {To007/081  2008/09  2009/10] 2010/11] 2011/12  2012/43 201344] 2014/5] 201516 201617 2017/18i
Harvested area (Mn hectare) 245 26.7 287 26.6 24.8 213 23.4 236 256 27.0 27.2:
% growtfr Fa%! 58% 7% -7.3% -68%  -142% 9.9% 1.0% 82% 56% o.7%!
% of world harvested area 1%, 12% 13% 12% 1% 10% 1% 1% 12% :
Yield (000 hg/ha) 20.2} 239 215 15.6 227 177 223 25.0 239 26.9 3 _3=
% growtfr 54%| 18.5% -10.1%{  -275% 453% -21.9% 257% 123% -4.5% 125%  164%|
% of world yield ?2%: 78% T1% 52% 72% 57% 68% 75% 72% :
Opening stocks 2_4: 39 10.5 14.5 13.7 10.9 5.0 5.2 6.3 5.6 10_3:
Production 49.4) 63.7 61.7 1.5 56.2 T 52.1 59.1 61.0 725 85.0;
% change 10.0%! 259% 1% -327% 355% -329% 381% 134% 3.3% 188%  172%|
%% ofworld production B%, 9% 9% 6% 8% 6% 7% 8% B% :
Import 0.4] 0.2 0.2 0.1 0.6 12 08 03 0.8 0.5 0.5|
Total supply 52.21 G67.8 724 56.1 705 498 57.8 64.6 68.2 786 96.31
Export 12.2: 184 18.0 4.0 218 13 18.5 228 255 278 36.0:
% growthr 13.3%! 505% 21%| -FF9%|  4430%  478% £4.2% 230% 12.0% 59% 29_5%:
% of world export 10%] 14% 12% 3% 15% 7% 17% 13% 15% 15% |
2 of MEMA import (FAD) agl 45% 40% 10% 50% 2% 37% 39% 543 56% 1
% of MENA import (Trademap) 50% 53% 56% 12% 58% 28% 63% 56% 88% T6% I
Utilization 3?.?: 38.0 4.2 38.6 38.0 336 341 355 ar.o 40.0 45_0:
% growtfr 3.6%I 32% 59% -6.3% -16%  -11T% 1.6% 41% 42% s1%  125%I
% of Supply ?2%: 57% 57% £9% 54% 67% 59% 55% 54% 51% 4?%:
3% of world utilization B3| 6% 6% 6% 6% 5% 5% 5% 5% 1
Closing Stock 2_3: 10.5 13.2 135 10.9 50 52 5.3 5.6 10.8 15_3:
Restricted stock (intervention fund) 1 6.4 8.2 75 6.0 26 341 4.0 57 6.6 6.4|
MNon-restricted stock : 4.1 5.0 6.0 49 24 21 22 -0.1 43 8.9:
End stock to Use ratio 6.1%) 26.9% 32.0% 35.1% 28.7% 14.8% 15.3% 17.7% 15.2% 27 1%  34.1%,
Il Il

Russia class 3 wheat price 320| 186 126 232 215 291 268 177 183 173 178]
% change 547%|  419%  -322%! 838% 72%  353% F9%  -338% 3.2% 54%  28%!
Interventions i i
By the Stats diracty Expmm: Expart ban Export tax :
Through UGC i fvpe of infervention 1 G i} A I Pr Pr Pr I 1
: Commodify :

UGC led sale/|-purchase) of wheat | -B.355 -1.805 0.673 1.468 3423 -0.488 -0.973 -1.662 -0.858 0137
% of closing stock | -60.6%  -13.7% 5.0% 13.5% 69.1% -9.0% -155% | -20.6% 7.9% 09% |
% of export : -346%  -10.0% | 16.9% 6.8% 30.3% -2.5% -4.3% -6.5% -3.1% 0.4% :
% of production } -10.0% -2.9% 1.6% 2.6% 91% -0.9% -1.6% -2.7% -1.2% 0.2% :

1

Interventions carried through UGC

Source: Author’s estimate, UGC, FAO, Trademap, USDA, IGC, FT.com
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Statistical Review of Interventions and Wheat Correlations

The section below introduces the first of several examinations I perform of the
Russian State’s domestic wheat market polices and their relationship with the market
prices of wheat. The focus emphasizes the domestic market interventions, which I found
to have an influence on the world market prices for food. This study approaches wheat
price as both a dependent and independent variable against interventions and available
supply to best understand the cross matrix of the influence of Russian wheat export
policy. I analyze correlations across and within data sets, I find relationships, however
the sample sizes are less than robust and thus I prefer an observational and historical
approach for the majority of this paper. (I present the background data for these tests in
the Appendix.)

Below I illustrate relationships of market price and State interventions; the
findings indicate that the relation is generally positively sloping. The same logic is
consistent with changes in storage stock. The price generally moves in the opposite
direction to storage levels, keeping in mind storage is reported after the market action

already occurred.

Table 10. Statistical relationships: Chicago Price to Government Actions

Relation with % change in Chicago wheat price Correlation Elasticity Beta
% change in stock -0.44 0.38 -1.42
Stock to use ratio -0.28 na na
% change in stock to use ratio -0.47 0.22 -1.78
Intervention wheat sale/(-purchase) 0.57 na na
% Change in production -0.22 0.85 -0.22

Source: Author’s estimate; FAO, UGC, IGC, Quandl.com
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Correlations are calculated based on yearly % price change and yearly % change in
parameters like closing stock, production, stock to use ratio. Elasticity is calculated as:
average of yearly percentage change in wheat price divided by average of yearly
percentage change in key parameters like closing stock, production, stock to use ratio.

Short term volatility in wheat price is explained by various factors. The
correlation between the change in production at global level and change in wheat price>
is (-0.66). The correlation between the change in wheat closing stock and the change in
wheat price is (-0.52). These correlations suggest that low production and decline in
stocks result in higher wheat price, whereas, higher production and increase in stocks
result in lower wheat price. Russia’s class 3 wheat price demonstrate similar correlations
with change in production and change in closing stock at the country level. °® The
correlation between change in production and change in wheat prices is (-0.64). The
correlation between the change in wheat closing stock and the change in wheat price is (-

0.56).

Table 11. Intervention Correlations on Domestic Russian Wheat Prices

’ Chicago SRW Wheat Futures price has been used and data sourced from
Investing.com, “US wheat futures,”, Accessed July 24, 2018.

56 Food and Agriculture Organization of the United Nations, “GIEWS FPMA Tool —
monitoring and analysis of food prices,” Accessed July 30, 2018.
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CORRELATIONS

Correlation with % change in wheat price (class 3) Correlation Elasticity Beta
% change in stock -0.56 0.42 -1.24
Stock to use ratio -0.32 na na
% change in stock to use ratio -0.50 0.39 -1.27
Intervention wheat sale/(-purchase) 0.62 na na
% Change in production -0.64 1.49 -0.37

Correlation with % change in wheat price (black sea)

% change in stock -0.60 0.28 -1.92
Stock to use ratio -0.30 na na
% change in stock to use ratio -0.56 0.26 -2.08
Intervention wheat sale/(-purchase) 0.66 na na
% Change in production -0.44 0.98 -0.37

Source: Author’s estimate; FAO, UGC, IGC, Quandl.com

Russia’s class 3 wheat price’” demonstrate a similar correlations with change in
production and change in closing stock at the country level. The correlation between
change in production and change in wheat prices is (-0.64). The correlation between the

change in wheat closing stock and the change in wheat price is (-0.56).

Table 12: Global wheat price correlation matrix

Russia: S&P GSCI All Wheat

Class 3 wheat index (Chicago) Black Sea
Russia: Class 3 1.00 0.12 0.12 0.58
stf]‘sa?iiif” 0.12 1.00 0.95 0.33
Wheat (Chicago) 0.12 0.95 1.00 0.32
Black Sea 0.58 0.33 0.32 1.00

Source: Author’s estimate, FAO, Quandl.com

Russian class 3 wheat price has lower correlation with global wheat prices

Table 13: Russia’s regional wheat price correlation matrix>®

7 Food and Agriculture Organization of the United Nations, “GIEWS FPMA Tool —

monitoring and analysis of food prices,” Accessed July 30, 2018.
38 The premium/(-discount) to wheat price (Chicago) and world average is due to the existence of price difference between
world average export price and Chicago wheat price. World average export price of wheat is an aggregate price arrived by dividing
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Central North-West  Southern Volga Western Wheat
Class 3 Black Earth Retail region region _ Ural region _ region Siberia _ Black Sea (Chicago) |

Class 3 1.00 0.77 0.49 0.75 0.82 0.73 0.78 0.70 0.51 0.11
Central Black Earth 0.77 1.00 0.65 0.92 0.91 0.90 0.96 0.81 0.39 0.19
Retail 0.49 0.65 1.00 0.80 0.73 0.71 0.70 0.60 0.03 -0.12
North-West region 0.75 0.92 0.80 1.00 0.93 0.91 0.95 0.85 0.34 0.15
Southern region 0.82 0.91 0.73 0.93 1.00 0.89 0.93 0.82 0.42 0.14
Ural region 0.73 0.90 0.71 0.91 0.89 1.00 0.91 0.92 0.35 0.17
Volga region 0.78 0.96 0.70 0.95 0.93 0.91 1.00 0.84 0.36 0.15
Western Siberia 0.70 0.81 0.60 0.85 0.82 0.92 0.84 1.00 0.31 0.20
Black Sea 0.51 0.39 0.03 0.34 0.42 0.35 0.36 0.31 1.00 0.28
Wheat (Chicago) 0.11 0.19 -0.12 0.15 0.14 0.17 0.15 0.20 0.28 1.00

Source: Author’s estimate, FAO, Quandl.com

Cross Correlation in detail of the regional prices of wheat against the world market price
as set by Chicago. The relationship of export quality Russian class 3 wheat to Chicago
wheat price is 0.11 and can be considered statistically significant. This relationship is
understood to exist due to transport logistics.

The Theory Supporting Russia’s Ability to Affect Prices

The price volatility and disruption in the global commodity markets caused by the
Russian wheat ban is explained across several disciplines. In systems dynamics, it is the
“bull whip effect”, in organizational behavior it is termed the “chaos theory” or the
“butterfly effect”, and in economics it is simply deemed “the price spike” theory. Sergei
Levin, the first Chief Executive Officer of the United Grain Corporation (UGC) and a
lawyer from St. Petersburg with no prior agriculture experience explained his

understanding of the subject in a 2009 Reuters news interview; “nobody will take such a

total world export value (USD million) by total world export quantity (million tonnes). It incorporates differences in wheat export
prices of different regions (for example Australian premium white commands a premium over Russian wheat) and different types of
wheat (Russian class 3 wheat trades at higher price compared to class 4 wheat). In comparison, soft red winter wheat, underlying
Chicago SRW Wheat Futures (Front month), is a low to medium protein wheat with application in making cake flour, pastry flour, etc.
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decision to sell such a big volume...it will immediately push prices down.... which no

9959

country, including Russia, will appreciate.

Source: Lumina Decisions Systems 2018
Figure 15. Bullwhip Effect: Operational Risk Analysis

When somebody cracks a bullwhip, a small wrist movement makes a successively larger
wave movement along the length of the whip, with the end flying the biggest distance up
and down. A small change at one end of a supply chain that provokes massive turbulence
up or down stream. The analogy between the whip and the supply chain is apt: a 10%
change in order volume at one end can successively lead to 20% changes in sales
forecasts, 40% changes in manufacturing and 80% changes in orders to materials
suppliers. The effect can be both modeled with an operational risk scenario analysis and
controlled.

The Bullwhip effect creates unnecessary large fluctuations in demands on the
various levels of participants along the supply chain, and can be harmful to the flow of
product in a demand based system such as wheat consumption. This is also similar to the

Lorenz’s butterfly effect in chaos theory; “the butterfly effect is the sensitive dependence

59 Budrys, Aleks. "Russia State Grain Trader Open for Business." Reuters News, 2009
December 23.
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on initial conditions in which a small change in one state of a deterministic nonlinear

system can result in large differences in a later state.

9560

The “price spike theory” says that commodity prices (the wheat price)

internationally usually respond to “expected, rumored or real supply shortages in one or

more of the major producing and exporting countries. Major price rises or volatility can

occur in response to small changes in availability rather than reflecting real production

changes. Any small supply problem then becomes compounded by hoarding and export

bans.”®!
Inputs Production Processing Marketing
R&D Soft, Hard, Durum wheat Elevators Mills Bakeries
g Cleaning Flour Milling Supgﬂrzzeﬂ::tﬁ &
Smallholders ) )
Water Drying Packaging Eood
Seeds Blending manufacturers
- Large farms
Fertilizer Storage Wholesale
Pesticide -
- Livestock
Machines Feed Miling production
Labor Logistics
Domestic ﬁ
International
Trading companies Offshore production
Supporting activities and institutions
Government Regulations Futures Trading Food aid Trade Policies
Financial Intermediaries Infrastructure

0 Boeing, "Visual Analysis of Nonlinear Dynamical Systems: Chaos, Fractals, Self-
Similarity and the Limits of Prediction". Systems. 2016 Archived from the original on 2016-12-

03.

1 'Williams, John. 2012. Competition and Efficiency in International Food Supply
Chains. New York: Routledge.



Source: Duke Minerva Report®

Figure 16. Wheat global value chain

The transparent flow of information across the chainis necessary to help avoid the
“bull whip” effect. Information asymmetry instead amplifies upstream small changes
downstream, and vice versa across market participants. The Russian ban created
hoarding behavior of constituents building stock due to their perceptions of future supply.
Further, in respect to the 2010 trading ban, international trade restrictions due to the grain
price increases. Governments attempt to dampen the price through various domestic
policy tools such as subsidies, but those actions themselves actually increase prices (on a
global aggregate) and result in international welfare transfers associated with the terms of
trade change.®

While effects in the short term are visible, countries such as Egypt and Pakistan
were forced to hold prices by diverting other budgetary resources, and in the long term
the effect became more pronounced on government resources. The supply chain of

producers, suppliers, and consumers attempt to predict Government action and instead

62 Ghada Ahmed, Danny Hamrick and Gary Gereffi. Shifting Governance Structures in
the Wheat Value Chain: Implications for Food Security in the Middle East and North Africa.
Durham: Duke Social Science Research Institute (SSRI), 2014. 5/28

% Hans G Jensen, Kym Anderson. Grain Price Spikes and Beggar-Thy-Neighbor Policy
Responses. Policy Research Working Paper 7007, World Bank Group, Development Research
Group, 2014.
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end up either producing or consuming (hoarding) more or less than is actually efficiently
required.®

The other effect of interventions has been the unintended effect on food security
and availability. Many countries rely on the global food supply chain and are vulnerable
to any disruption. In the past most food sources were local, but this has changed with the
onset of globalization and specialization. According to statistical research conducted by
the New England Complex Systems Institute, models show that there are specific food
price thresholds in countries and regions beyond which protests become likely, and the
2010 events signal this trigger most clearly.®> Richer countries are more able to divert
resources to dull the impact of food price increases. This is seen by contrasting the effect
of the Arab spring on Tunisia and Egypt, countries unable to provide price relief as
opposed to Saudi Arabia that spent an additional $30 Billion on placating its citizens via
direct cash subsidies. ®® Russia, as the marginal supplier of wheat in the global context, is
now in the position of being able to influence wheat prices in such ways that cause wheat
prices in such ways that cause wheat prices to cross well defined price thresholds beyond

which cause disruption, including protests, in vulnerable nations.

% Welton, George. The Impact of Russia’s 2010 Grain Export Ban. Oxford: Oxfam
Research, 2011. 3/32

65 Marco Lagi, Karla Z. Bertrand, Yaneer Bar-Yam. The Food Crises and Political
Instability in North Africa and the Middle East. Cambridge, MA: New England Complex
Systems Institute, 2011.

% Tree, Thomas J. Food Insecurity and Unrest in the Arab Spring. Syracuse University,
2014.
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Explicit State Actions in International Relations

The Russian State evolved under President Vladimir Putin’s leadership to become
a significant global wheat grain exporter after a period of post-Soviet stagnation.
Paradoxically the State implemented a protectionist agricultural policy mix that
legitimatized domestic wheat export interventions, provided food assistance to solicit

relationships, and enacted food restrictions as tool to extract policy results.

Wheat Policy as an Inducement

Russia has used wheat exports to selectively support countries. In September
2017, Russia’s agriculture minister said that Russia would export 600,000 tonnes of
wheat to Venezuela.®’, which is experiencing soaring inflation and bread prices, in
2017/18. Similarly, Russia has increased its export to Syria and shipped at least 170,000
tonnes of wheat between July 2017 and May 2018.%® Russia exported 3.4 million tonnes
of wheat to Syria and 7.4 million tonnes wheat to Iran between 2001 and 2017.% Russia

is expected to now indirectly export wheat to Iraq through Iran. Iran and Russia are

7 Polina, Devitt. "Russia to supply 600,000 tonnes of wheat to Venezuela: minister,"
Thomson Reuters. September 18, 2017. https://www.reuters.com/article/us-russia-grains-
tkachev/russia-to-supply-600000-tonnes-of-wheat-to-venezuela-minister-idUSKCN1BT21V
(accessed October 24, 2018)

%8 Jonathan Saul, Polina Devitt. "Syria's Assad gets food lifeline from Crimea," Thomson
Reuters. June 21, 2018. https://www.reuters.com/article/us-mideast-crisis-syria-crimea-
insight/syrias-assad-gets-food-lifeline-from-crimea-idUSKBN1JH1F7 (accessed October 24,
2018)

% Trademap. “query: product 1001 wheat and meslin,”. 2018.
https://trademap.org/Country _SelProduct TS.aspx?nvpm=1]||[[1001]|4[1|1]2|2]1]2]2|1 (accessed
July 20, 2018).
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negotiating a deal, which would allow Iran to import 100,000 tonnes of wheat every
month for private millers who would then produce flour for export to Iraq.”® In 2010,
Russia decided to sell fourth grade milling wheat to Cuba as humanitarian aid.”' Russia
exported 96,332 tonnes to Cuba in 2010. In May 2018, Cuba granted permission to ten
Russian-companies, engaged in poultry, beef and dairy products, to supply their products
to Cuba.”” We note Russia’s relationship of food assistance with these countries through
the lens of arms sales within the Russia’s merchandise export basket. This clear

relationship is covered later in this paper.

Table 14. Inducement: wheat export used to favor relations.”

Russia's wheat export Self Annual average Russia's wheat, % Arms  Arms import Russia's share
Country 2001-17  2017/18 sufficiency consumption  of consumption imported from Russia in arms import
Venezuela 192.4 600.0 0.0% 1,459.4 0.8% 5,460.0 3,893.0 71.3%
Syria 3,422.2 170.0 na na 2,217.0 1,440.0 65.0%
Iran 7,449.3 na 76.1% 14,192.1 3.3% 3,005.0 1,703.0 56.7%
Iraq 2,057.8 1,200.0 39.4% 5,967.9 2.2% 8,033.0 1,410.0 17.6%
Cuba 118.8 na 0.0% 857.8 0.9%
North Korea 163.3 na 9.4% 647.7 1.6% 85.0 85.0 100.0%

Source. Author’s estimates, FAO, SIPRI, Trademap

" Maha, El Dahan. “Exclusive: Iran eyeing Iraqi flour market via Russia wheat deal,”

Thomson Reuters. February 17, 2018. https://www.reuters.com/article/us-emirates-food-iran-
exclusive/exclusive-iran-eyeing-iraqi-flour-market-via-russia-wheat-deal-idUSKCN1G10CG
(accessed October 24, 2018)

" TheCropSite News Desk. “Russia Sells Cuba Humanitarian Milling Wheat,” The
Crop Site. January 27, 2010. http://www.thecropsite.com/news/5467/russia-sells-cuba-
humanitarian-milling-wheat/ (accessed October 25, 2018)

"2RT.com. “Cuba greenlights agricultural imports from Russia,” rt.com. May 30, 2018.
https://www.rt.com/business/428198-cuba-russia-agricultural-imports/ (accessed October 25,
2018)

3 Russia’s wheat export from 2001 to 2017 sourced from Trademap; Russia’s wheat
export 2017/18 are expected figures based on alternative sources; Wheat Self-sufficiency ratio is
as 0of 2016 and calculated as production/utilization, 2016 Utilization is estimated based on
individual countries’ share in world utilization in 2013; Russia's wheat, % of consumption is
calculated as cumulative export from Russia divided by cumulative consumption from 2001 to
2017; Arms import from Russia are SIPRI Trend Indicator Values (TIVs) expressed in millions
for 2001-2017.
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http://www.thecropsite.com/news/5467/russia-sells-cuba-humanitarian-milling-wheat/
http://www.thecropsite.com/news/5467/russia-sells-cuba-humanitarian-milling-wheat/
https://www.rt.com/business/428198-cuba-russia-agricultural-imports/

Select Russian State wheat exports to assist nations with geopolitical goals.

Food Policy as Punishment 7

Russia initiated a food embargo against the imports of various foreign products
including food in response to Western sanction applied to Russia after its annexation of
Crimea. Russia’s food embargo is extensive and served as a central element in what has
been termed an import substitution program. This embargo was initially applied against
most food imports from the EU, the United States, Norway, Australia and Canada in
August 2014, was then expanded to Albania, Iceland, Liechtenstein, and Montenegro in
August 2015. Elsewhere, Russia had banned import of Georgian wine, mineral water, and
agricultural products during 2006-12. The ban against Georgia finally ended in 2013 with

the change of Government””

. Russia has selectively taken action against other countries
including Moldova, Ukraine, The Baltic states, Belarus and Turkey.

Moldova’s signing of an Association Agreement and Deep and Comprehensive
Free Trade Area (DCFTA) with the EU in June 2014 was one of the key causes of the
Russian-Moldovan dispute. Russia introduced a number of trade barriers with Moldova
affecting food exports to Russia. Russia banned Moldovan wine in September 2013,

import of processed pork products in April 2014, canned vegetables and fruits from

Moldova in July 2014. Russia also removed duty-free exemptions for 19 categories of

4 S.K. Wegren, Unpublished work, 2018. The author shared these views through active
dialogue in 2018. This section on food policy as punishment is attributed to Dr. Wegren’s work.

> Alexander Nikulin, Stepehn Wegren. "Food and Foreign Policy (Working Title)."
Unpublished , 2018 : 1-35.
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Moldovan commodities, included in the Commonwealth of Independent States Free
Trade Agreement of October 2011. Trade resumed at the end of 2016 followed by a
meeting of the presidents of Russia and Moldova.

Russian and Ukrainian relations entered in to a period of difficulty when
Ukrainian President Viktor Yanukovych was overthrown through a revolt. In order to
secure military and other strategic assets Russia annexed Crimea in March 2014, which
led to Western sanctions against Russia. In response, Russia banned all dairy product
imports from Ukraine from August 2014. Subsequent to the EU-Ukraine Association
Agreement and the establishment of a free trade zone between Ukraine and EU
(DCFTA), a total ban on all food products from Ukraine was announced in January 2016.
Ukrainian farmers were severely affected, as Russia had been the primary market for
Ukrainian exports.

Russian and Baltic economies have always been closely interlinked. Exports to
Russia accounted for 20% of GDP of Lithuania, 16% of GDP of Latvia and 11% of GDP
of Estonia in 2013. Baltic farmers though initially affected have been able to develop
alternative markets with the help of EU assistance, a step that is likely to antagonize
Russia further.

Belarus has oscillated from having better relations with the West to having to
mollify Russia. Russia has applied a number of periodic bans on import of milk and dairy
products from Belarus since 2014 on the pretext of falsified food products, sanitary
conditions and wrong labeling. Though Belarus accepted and introduced new quality

standards in accordance with Russian terms different Russian agencies continue to apply
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bans and there have been a number of disputes regarding prices, which Russia alleges are
too high.

Problems in Russian-Turkey relations originated when, in opposition to Russia,
Turkey favored the removal of Syrian President Bashar al-Assad. Turkey shot down a
Russian Sukhoi Su-24M fighter jet in November 2015 claiming that the jet was flying
over Turkish airspace. Russia’s response was swift and Russia imposed a total ban on
import of Turkish food into Russia in 2016. As a result, the trade between two countries
declined by 50% to $17 billion in 2016, down from over $30 billion. In retaliation,
Turkey imposed significant taxes on Russian foods imported into Turkey. Eventually, the
Turkish government apologized and in May 2017, Presidents Putin and Erdogan agreed
to end the import tariffs on Russian exports and the Russian ban on Turkish food
exports.’®

The examples above outline the outright use of agriculture in Russia’s foreign
policy objectives. While the Russian government does not have direct control over
wheat exports it has influence. While grain is generally produced by the private sector,
stored by private companies, and exported by private companies, the state does have
policy levers to influence grain trade. This multifaceted approach is carried out through
export tariffs, subsidies for storage and transportation, active market interventions
implemented through the State controlled grain trading agent United Grain Corporation,
and the use of outright bans.

Policy pundits debate the use and benefits of interventions. The policies stated

intentions are to protect the farmer incomes and market prices for consumers. The

6 S. K. Wegren, Unpublished work, 2018.
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government grain interventions send signals into the market that have a significant impact
on domestic producer and consumer behaviors. The signals also have direct impact on
international grain prices, as seen in the 2010 period, when price spikes occurred as the
wheat consumers with limited storage adjusted purchases as Russia required all grain

traders to abrogate their contracts for international delivery

The Enigma and Riddle

Food policy is a source of legitimacy for a government. The state’s ability to
provide food security is an assurance of its ability to provide stability and internal public
order. The export ban that forced private traders to cancel all contracts externally in
2010 provides the insights to the self-reliance serving as the core of the import
substitution program officially mandated in 2014 and discussed in further detail later in
this paper. The Russian authorities’ economic policy is regularly subordinated to
security. The goal is to insulate the country from external threats.”’ Iam left perplexed
with 2010 export ban. It illustrated a policy protecting from internal threats, protection
from capitalist market forces, and from the threat of a possibility of becoming a wheat
importer. This could put the Putin legitimacy to question. Hence the ban was a show of
individual strength. There are many studies examining this ban, and most of them take
Russia’s public comments for the rationale at face value. They are fairly reasonable and

are as follows:

7 (Bassou 2016)
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e Draught and fires in wheat producing regions caused concern as grain production
was expected to decline by half.

e The export ban would also ensure adequate domestic supplies and to make sure
food inflation did not go even higher since it already doubled from 2009.

e Grain reserves heading into 2010 were full, but in general the state reserve in the
intervention fund is only about 12% of consumption and could not satisfy
consumption should the next harvest be problematic.

e An emergency program to support animal husbandry was rushed through that
transferred grain for animal feed.

e The government may have feared that private traders would take advantage of
higher prices and export privately held reserves that would lead to domestic
shortages.

e One could argue that the government was responding not just to the harvest but
also to the private grain sector and recognized that its actions could go against
state interests.

e Despite the many other policy tools available to achieve the results of food
security such as quotas and taxes, the use of the ban is an easy and fast way to
address the problem.

The conundrum I am left with is that the use of the ban was simply not necessary
as supported by the data as illustrated in the “stock to use ratio” found in the center of the
illustration below. Concentrating on the 2010 period, while harvested area and
production yields declined, the stock of stored wheat held by the intervention fund (in

silos for example) was sufficient to satisfy of domestic consumption and well above
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international averages including for the U.S. Clearly the Putin government did not want

to be in a position to import wheat.

Table 15. Stock Use Data by Marketing Year

Russia wheat industry

Figures in million tonnes 2007/081  2008/09  2009/10{ 2010/11 2011/12 2012/13  2013/14{ 2014/15; 2015/16  2016/17 2017/18!
Harvested area (Mn hectare) 24.5: 26.7 28.7 26.6 24.8 213 23.4 23.6 25.6 27.0 27.2:
% growth 3.4%! 8.8% 7.7% -7.3% -6.8% -14.2% 9.9% 1.0% 8.2% 5.6% 0.7%:
% of world harvested area 1% 12% 13% 12% 1% 10% 1% 1% 12% |
Yield (‘000 hg/ha) 20.2: 23.9 215 15.6 22.7 17.7 223 25.0 23.9 26.9 31.3:
% growth 6.4%| 18.5% -10.1%| -27.5% 45.3%  -21.9% 25.7% 12.3% -4.5% 12.5% 16.4%|
% of world yield 72%: 78% 1% 52% 72% 57% 68% 75% 72% :
Opening stocks 2.4: 3.9 10.5 14.5 13.7 10.9 5.0 5.2 6.3 5.6 10.8:
Production 49.41 63.7 61.7 415 56.2 37.7 52.1 59.1 61.0 725 85.0;
% change 10,0%: 28.9% -3.1%} -32.7% 35.5% -32.9% 38.1% 13.4% 3.3% 18.8% 17.2%:
% of world production 8% 9% 9% 6% 8% 6% 7% 8% 8% 1
Import 0.4 0.2 02 0.1 06 12 08 03 08 05 0.5
Total supply 52.2: 67.8 72.4 56.1 70.5 49.8 57.8 64.6 68.2 78.6 96.3:
Export 12.21 18.4 18.0 4.0 21.6 1.3 18.5 22.8 25.5 27.8 36.01
% growth 13.3%) 50.5% -21%%  -77.9% 443.0%  -47.8% 64.2% 23.0% 12.0% 8.9% 29.5%:
% of world export 10%1 14% 12% 3% 15% 7% 11% 13% 15% 15% |
% of MENA import (FAO) 39%| 45% 40% 10% 50% 22% 37% 39% 54% 56% :
% of MENA import (Trademap) 50%; 53% 56% 12%, 58% 28% 63% 56% 88% 76% 1
Utilization 37.7: 38.9 41.2 38.6 38.0 33.6 341 35.5 37.0 40.0 45.0:
% growth 3.6%! 3.2% 5.9% -6.3% -1.6% -11.7% 1.6% 4.1% 4.2% 8.1% 12.5%]
% of Supply 729%) 57% 57% 69% 54% 67% 59% 55% 54% 51% 47%)
% of world utilization 6%I| 6% 6% 6% 6% 5% 5% 5% 5% 1
Closing Stock 2.3: 10.5 13.2 13.5 10.9 5.0 5.2 6.3 5.6 10.8 15.3:
Restricted stock (intervention fund) | 6.4 8.2 75 6.0 2.6 3.1 4.0 5.7 6.6 6.41
Non-restricted stock : 4.1 5.0 6.0 4.9 24 21 22 -0.1 4.3 8.9:
End stock to Use ratio 6.1%; 26.9% 32.0%{ 35.1% 28.7% 14.8% 15.3% 17.7% 15.2% 27.1% 34.1%,
1 1
Russia class 3 wheat price 3201 186 126 232 215 291 268 177 183 173 178i
% change 54. 7%! -41.9% -32.2% 83.8% -7.2% 35.3% -7.9% -33.8% 3.2% -5.4% 2. 8%!
Interventions 1 !
By the State directly Export tax : Export ban Export tax :
Through UGC // type of intervention | Procurement Procurement | Commodity { Procurement Commodity Procurement{Procurement{Procurement Procurement Commodity|
: Commodity :
UGC led sale/(-purchase) of wheat | -6.355 -1.805 0.673 1.468 3.423 -0.468 -0.973 -1.662 -0.858 0.137 |
% of closing stock I -60.6% -13.7% 5.0% 13.5% 69.1% -9.0% -15.5% -29.6% -7.9% 0.9% |
% of export : -34.6% -10.0% 16.9% 6.8% 30.3% -2.5% -4.3% -6.5% -3.1% 0.4% :
% of production I -10.0% -2.9% 1.6% 2.6% 9.1% -0.9% -1.6% -2.7% -1.2% 0.2% |
“““““““ | TTTTT imterventions camied thiough UGC T ______|
r v v r v r r r r
World 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017
Harvested area (Mn hectare) 215.5 222.4 225.3 2155 220.5 217.8 218.7 221.3 222.2 220.1 220.3
Yield (‘000 hg/ha) 28.2 30.6 30.4 29.7 31.6 30.9 325 33.2 33.2 34.0 34.0
Production 606.7 681.0 684.2 640.3 697.7 672.7 711.0 733.5 737.0 749.5 748.5
Export 127.0 131.3 147.0 145.7 148.4 164.6 162.8 173.9 170.6 183.7 172.8
Utilization 608.9 646.0 644.2 638.2 668.0 664.7 679.5 696.7 7141 718.0 7411
MENA
Import (FAO) 31.2 40.8 45.2 40.5 43.4 52.4 50.1 58.1 47.6 49.9 34.9
Import (Trademap) 243 34.7 324 33.8 37.3 40.2 29.6 40.4 29.0 36.5 34.4
MENA's import from Russia 5.6 5.1 6.3 6.7 7.8 9.6 4.6 7.4 5.1 7.5 10.7

Source: Author’s estimate, FAO, Trademap, RossStat, UGC Company accounts
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With an end stock to use ratio on an average of 30% from 2008 to 2012, it appears
that Russia actually managed sufficient stocks of wheat to endure a crisis. The
productive capacity also was sufficient to satisfy domestic near term needs to avoid the
use of an outright ban. The government officials were also very familiar with significant
ramifications on commodity prices their action would cause through a “bull whip” effect
wheat supply chains in the global markets.

This study details the data and related policy options, yet will leave the reader
with the very simple question unanswered; “why did Russia select to use a ban on wheat
export in 2010”? This raises the follow up question; “could the ban have been a
purposeful effort by the Russian State to cause wheat market disruptions and target
certain countries?” For this question I will have no answer; however I will outline the
context from which the Statist actors were making their decisions during the period of the
ban.

The crucial problem with my conundrum is that to research the argument that
there was a concerted attempt to cause market price volatility in 2010 I have to not only
show how the state controlled or manipulated wheat trade, but I need to prove its

intention. This will prove difficult; to argue causation, I have to prove causality.
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Chapter II

Global Wheat

This section details the global wheat industry to help frame the context for the
analysis of Russia and, in particular Russia’s lever for interventions in the wheat market
the United Grain Company (UGC). .

Wheat represents 20% of food staple production globally, and is just below rice at
22% and corn at 26% of total global production. The growth rates of these staples have
been flat, at roughly 1% on average from 1992 through 2016, as the consumption basket

shifts to higher protein foods illustrated in the Appendix.

Table 16. Global Staple Foods by Production

World Average world
production, yield,
201202 2010
§ (tons per
Rank ¢ Crop ¢  (metric tons) ¢
hectare)
1 Maize (Com) | 873 million 51
2 Rice 738 million 43
3 Wheat 671 million 31
4 Potatoes 365 million 17.2
5 Cassava 269 million 12.5
6 Soybeans 241 million 2.4
Sweet - _
7 108 million 135
potatoes
3 Yams 59.5 million 10.5
9 Sorghum 57.0 million 15
10 Plantain 37.2 million 6.3

Source: Author’s estimates, FAO
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Wheat has been in a net surplus since 2001; the global production of wheat has
outpaced global utilization of wheat (feed, seed, losses, food and other uses) resulting in a
significant buildup of stock. Global wheat production grew at a CAGR of 1.6% from
588.2 million tonnes in 2001 to 749.5 million tonnes in 2016. In comparison, global
wheat utilization grew by a CAGR of 1.2% from 602.5 million tonnes in 2001 to 718.0
million tonnes in 2016. In the past decade (2007 to 2016), barring 2007, production of
wheat remained higher than utilization in each year. Increase in production has mostly
been led by gradual increase in wheat yield, which saw a CAGR of 1.5% from 27.4k
hectogram per hectare (hg/ha) in 2001 to 34.0k hg/ha in 2016. According to FAO's world
food situation report, closing stock of wheat stood at 252.0 million tonnes in 2016, which
implied a world stock to use ratio (closing stock as % of utilization) of 35.1%, the highest
since 2001.

The development production and storage technologies have contributed to
increased stocks. The period for relatively safe grain storage is generally a maximum of
270 days dependent on temperature and humidity Russia’s cold weather benefits its grain
storage life when compared to regions with longer warm periods.”® This is detailed in the

appendix.

Table 17. Global wheat supply and demand

78 Source: Sammy Sadaka, Griffiths Atungulu, Gbenga Olatunde. Safe Grain Storage
Period. University of Arkansas Cooperative Extension Service Printing Services, p 3.
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Figures in Mn tonnes 2001 2005 2010 2011 2012 2013 2014 2015 2016  2001-16
Harvested area (million hectare) 2145 221.6 2155 2205 217.8 2187 221.3 2222 220.1 0.2%
% change 2.7% 4.4% 23% -1.2% 0.4% 1.2% 04% -0.9%
Yield ('000 hg/ha) 27.4 28.3 29.7 31.6 30.9 32.5 33.2 33.2 34.0 1.5%
% change -39% -22% 6.5% -24% 52% 2.0% 0.1% 2.6%
Production 588.2 6269 640.3 697.7 6727 711.0 733.5 737.0 7495 1.6%
% growth -1.2% -6.4% 9.0% -3.6% 57% 32% 05% 1.7%
Utilization 6025 609.9 638.2 668.0 6647 6795 696.7 7141 718.0 1.2%
% growth 0.6% -09% 4.7% -05% 22% 25% 2.5% 0.5%
% of production 102.4% 97.3% 99.7% 95.7% 98.8% 95.6% 95.0% 96.9% 95.8%
Closing Stock 33 166 917 1213 1293 160.8 197.6 220.5 252.0 33.5%
% change na 24% 32.4% 6.6% 24.3% 22.9% 11.6% 14.3%
% of production 0.6% 2.7% 14.3% 17.4% 19.2% 22.6% 26.9% 29.9% 33.6%
Export 1143 1209 1457 1484 164.6 1628 173.9 1706 183.7 3.2%
% change 09% -08% 1.8% 10.9% -1.1% 6.8% -1.9% 7.7%
% of production 19.4% 19.3% 22.8% 21.3% 24.5% 22.9% 23.7% 23.1% 24.5%
Import 114.6 1251 1491 151.2 169.2 1685 1768 171.3 188.6 3.4%
% change 0.1% 0.3% 14% 11.9% -0.4% 4.9% -31% 10.1%
% of production 19.5% 20.0% 23.3% 21.7% 252% 23.7% 24.1% 232% 25.2%
World stock to Use ratio 0.5% 2.7% 14.4% 18.2% 19.5% 23.7% 28.4% 30.9% 35.1%
1 hectogram equals 100 grams; Source: Author’s estimates, FAO”’
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Source: Author’s estimates, FAO%

Figure 17. Global wheat production, utilization and export

" Food and Agriculture Organization of the United Nations (FAO). "Food Balance
Sheets". 2018. http://www.fao.org/faostat/en/#data/QC (accessed October 18, 2018).

8 Food and Agriculture Organization of the United Nations (FAO). "Food Balance
Sheets"”. 2018. http://www.tao.org/faostat/en/#data/QC (accessed October 18, 2018).
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China, India, Russia, U.S., Canada, France, Ukraine, Pakistan, Germany and
Australia are the top 10 producers of wheat and accounted for 520.2 million tonnes
(69.4%) of the total world wheat production of 749.5 million tonnes in 2016. Russia was
the third largest wheat producer with production of 73.3 million tonnes in 2016, as
compared to 46.2 million tonnes in 1992, more than the 62.9 million tonnes produced by
U.S., Russia and accounted for 9.8% of world wheat production in 2016, as compared to
8.2% in 1992. In comparison the U.S. was the fourth largest wheat producer with
production of 62.9 million tonnes in 2016, as compared to 67.1 million tonnes in 1992.
The U.S. accounted for 8.4% of world wheat production in 2016, as compared to 11.9%

in 1992.

Table 18. Share of ‘RUK”’ in world export
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Figures in million tonnes
World
Production
Utilization
Export
Import
Russia
Production

% of global production
Export

% of world export
Ukraine
Production

% of global production
Export

% of world export
Kazakhstan
Production

% of global production
Export

% of world export

Production

% of global production
Export

% of world export

Production

% of global production
Export

% of world export

Russia+ Ukraine+ Kazakhstan (RUK)

Russia+ Kazakhstan (RK)

N
o
=

588.2
602.5
114.3
114.6

47.0
8.0%
1.6
1.4%

21.3
3.6%
2.9
2.5%

12.7
2.2%
3.0
2.6%

81.1
13.8%
7.5
6.6%

59.7
10.1%
4.7
4.1%

2005
626.9
609.9
120.9
125.1

47.6
7.6%
10.3
8.5%

18.7
3.0%
6.0
5.0%

11.2
1.8%
1.9
1.6%

77.5
12.4%
18.2
15.1%

58.8
9.4%
12.2
10.1%

N
=
o

640.3
638.2
145.7
149.1

41.5
6.5%
11.8
8.1%

16.9
2.6%
4.3
3.0%

9.6
1.5%
5.1
3.5%

68.0
10.6%
21.2
14.6%

51.1
8.0%
16.9
11.6%

N
=
—

697.7
668.0
148.4
151.2

56.2
8.1%
15.2
10.2%

22.3
3.2%
4.1
2.8%

227
3.3%
2.9
1.9%

101.3
14.5%
22.2
14.9%

79.0
11.3%
18.1
12.2%

N
=
N

672.7
664.7
164.6
169.2

37.7
5.6%
16.1
9.8%

2.3%
8.7
5.3%

9.8
1.5%
7.5
4.5%

63.3
9.4%
32.2
19.6%

47.6
7.1%
23.5
14.3%

N
=
[oV)

711.0
679.5
162.8
168.5

52.1
7.3%

8.5%

22.3
3.1%
7.8
4.8%

13.9
2.0%

3.1%

88.3
12.4%
26.6
16.3%

66.0
9.3%
18.8
11.6%

N
=
~

733.5
696.7
173.9
176.8

59.7
8.1%
221
12.7%

241
3.3%
10.5
6.1%

13.0
1.8%
4.2
2.4%

96.8
13.2%
36.9
21.2%

727
9.9%
26.3
15.2%

N
=
(&)

737.0
7141
170.6
171.3

12.4%

7.9%

13.7
1.9%

2.1%

102.1
13.8%
38.3
22.5%

75.5
10.2%
24.9
14.6%

N
=
(o]

749.5
718.0
183.7
188.6

26.1
3.5%
1.7
6.4%

15.0
2.0%
4.4
2.4%

114.4
15.3%
41.5
22.6%

88.3
11.8%
29.8
16.2%

N
=
~

748.5
7411
172.8
169.2

33.0
19.1%

17.3
10.0%

4.3
2.5%

54.6
31.6%

37.3
21.6%

Source: FAO, Trademap

The Global Wheat trade can be labeled an oligopoly; both in terms of production

for export as well trade.
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Figure 18. Global Grain Trade Oligopoly

ABCDs of grain with up to 90% Control

There are a relatively small number of grain traders with concentrated power.
These traders have a well-developed network for the distribution of wheat from its source
to market. In Russia, several smaller locally based traders, with limited market reach,
operate as well. Wheat market concentration also exists on the production side of the
oligopolistic equation. America and Russia are the largest single exporters. The
European Union has a more fragmented policy. Only Russia has a centrally planned
wheat market, of which UGC has an integral role. Russian wheat is sold in the market
typically at prices well below market price. The weakened Ruble exchange rate has
offered a window in comparative advantage for the exporter. The sheer market size and
growth trajectory of Russian wheat production gives Russia significant influence on the
global wheat market. The table below lists the nations that dominate wheat production.
The leaders China and India however do not export as they grow to meet domestic

demand. !

Table 19. Wheat production by country and their share in world wheat production

81 Stephan von Cramon-Taubadel, Bernhard Briimmer. "4 State Trading Enterprise for
Grains in Russia?".
http://documents.worldbank.org/curated/en/305821468092951763/pdf/459250ESWOWhitl 10Fin
alOforOprinting.pdf, Washington DC: World Bank, 2009.
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MT:

Production (MT) % change CAGR (1992- Share in world production
Top wheat producers 1992 2000 2016  1992-2000 2000-2016 2016) 1992 2000 2016
China 101.6 99.6 131.7 -1.9% 32.2% 1.1% 18.0% 17.0% 17.6%
India 55.7 76.4 935 37.1% 22.4% 2.2% 9.9% 13.1% 12.5%
Russian Federation 46.2 345 733 -25.4%  112.7% 1.9% 82% 59% 9.8%
United States of America  67.1 60.6 62.9 -9.7% 3.7% -0.3% 11.9% 10.4%  8.4%
Canada 299 26,5 305 -11.2% 14.9% 0.1% 53% 45% 4.1%
France 325 374 295 15.0% -21.0% -0.4% 57% 6.4% 3.9%
Ukraine 19.5 10.2 26.1 -47.7%  155.9% 1.2% 35% 1.7% 3.5%
Pakistan 15.7 211 26.0 34.4% 23.4% 2.1% 2.8% 3.6% 3.5%
Germany 155 216 245 39.1% 13.1% 1.9% 28% 3.7% 3.3%
Australia 147 221 223 50.0% 0.8% 1.7% 26% 3.8% 3.0%
Top 10 398.4 410.0 520.2 2.9% 26.9% 1.1% 70.5% 70.1% 69.4%
European Union 105.9 133.2 142.7 25.8% 7.1% 1.2% 18.7% 22.8% 19.0%
World 565.1 585.0 749.5 3.5% 28.1% 1.2%

million tonnes; Source: Author’s estimates, FAO%?

82 Food and Agriculture Organization of the United Nations (FAO). "Food Balance
Sheets”. 2018. http://www.fao.org/faostat/en/#data/QC (accessed October 18, 2018).
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Export of Wheat and the Self-Sufficiency Ratio

Major exporters of wheat are invariably those with a self-sufficiency ratio above 100. The

buildup of global wheat stocks has led to a number of countries increasing their exports

of wheat. Russia, which has a self-sufficiency ratio of 205.3% (2016), exported 33

million tonnes of wheat in 2017. USA exported 27.4 million tonnes of wheat in 2017 and

had a self-sufficiency ratio of 195.8%.0Other countries with high self-sufficiency and

exports are Australia, Ukraine, France, Argentina, Germany, Romania and Kazakhstan.

China and India are large producers of wheat but they are also large consumers and are

left with no sizable surplus wheat to export.

Table 20. Exporting country self-sufficiency ratios

Export quantity (MT) CAGR Self sufficiency ratio % of world export

Country/regions 1992 2000 2017 (1992-2017) 1992 2000 2016 1992 2000 2017
iRussian Federation 0.0 04 33.0 na 73.7% 93.7% 205.3% 0.0% 0.4% 19.1%2
United States of Am 33.9 278 274 -0.8% 226.3% 169.7% 195.8%  29.6% 23.7% 15.9%
Australia 8.1 17.7 221 4.1% 410.2% 476.6% 315.0% 71% 15.1% 12.8%
Ukraine 0.8 02 17.3 13.3% 112.6% 94.5% 221.2% 0.7% 0.2% 10.0%
France 17.4 18.0 152 -0.5% 262.9% 185.8% 137.6% 15.1% 15.4%  8.8%
Argentina 6.1 11.0 13.1 3.1% 215.3% 312.0% 334.5% 53% 94% 7.6%
Germany 4.8 4.6 7.8 2.0% 136.0% 133.8% 140.4% 42% 3.9% 4.5%
Romania 0.0 0.1 5.8 na 61.6% 86.8% 168.2% 0.0% 0.1% 3.4%
Kazakhstan 2.9 5.0 4.3 1.6% 222.8% 162.6% 213.1% 25% 4.3% 2.5%
Canada 23.6 18.8 0.0 -24.6% 398.8% 353.4% 344.3%  20.6% 16.0%  0.0%
MENA 5.0 1.8 1.0 -6.1% 76.7% 62.3%  57.9% 4.4% 1.6% 0.6%
European Union 32.3 326 514 1.9% 125.2% 115.1% 110.3%  28.2% 27.8% 29.7%
World 1146  117.3 172.8 1.7%

Source: Author’s estimates, FAO
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Import of Wheat and the Self-Sufficiency Ratio

Countries with lower self-sufficiency ratio meet their consumption needs through

imports and are the key market for wheat exporters. MENA with a self-sufficiency ratio

of 57.9% (2016) is the largest market. MENA imported 34.9 million tonnes of wheat in

2017 and accounted for 20.6% of global wheat imports. Indonesia was the largest single

wheat importer at 11.4 million tonnes in 2017. While, the European Union as a whole is

self-sufficient in meeting their consumption needs, there are individual member countries

with relatively lower self-sufficiency such as Italy and Spain, which are dependent on
imports. Other large wheat importers with lower self-sufficiency are the Netherlands,

Algeria, Brazil, and Japan for example.

Table 21. Reliance on Russia:

Key importing countries

Import quantity (MT) % change CAGR Self sufficiency % import from Russia

Country/regions 1992 2000 2017 1992-2000 2000-2017 (1992-2017) 1992 2000 2016 2001 2010 2017
Indonesia 25 36 114 46.1%  218.6% 6.3% 0.0% 0.0% 0.0% 0.0% 1.5% 10.7%
Algeria 23 5.4 8.1 130.4% 50.5% 5.1% 32.4% 11.5% 24.4% 29% 01% 0.0%
Italy 6.3 6.9 7.4 8.7% 8.1% 0.6% 84.1% 70.2% 68.8% 45% 07% 1.2%
Spain 1.4 25 6.2 77.6%  147.1% 6.1% 83.1% 92.1% 56.2% 0.1% 1.3% 0.4%
Brazil 4.4 7.5 6.0 70.8%  -19.9% 1.3% 37.5% 19.8% 60.5% 0.0% 0.5% 0.0%
Japan 6.0 5.9 5.7 -2.1% -2.5%  -0.2% 121% 11.4% 11.8% 0.0% 0.8% 0.5%
Philippines 1.7 2.7 5.5 52.2%  107.1% 4.7% 0.0% 0.0% 0.0% 0.0% 54% 1.6%
Bangladesh 1.5 1.6 5.4 85%  236.6% 5.3% 40.1% 47.5% 36.5% 0.0% 5.8% na
India 1.4 0.0 53 -99.7% na 5.6% 94.4% 102.9% 96.1% 0.0% 56% 8.6%
Netherlands 1.5 2.4 5.1 60.0% 117.6% 5.1% 54.8% 30.4% 19.6% na na na
Turkey 0.1 1.0 5.0 1495.5% 417.9% 19.3% 106.5% 106.0% 101.0%  20.0% 56.1% 58.7%
Mexico 1.1 2.8 4.9 159.6% 75.4% 6.3% 75.3% 61.8% 56.8% 0.0% 0.0% 7.3%
MENA 18.7 33.3 349 78.3% 4.9% 2.5% 76.7% 62.3% 57.9% 1.6% 19.7% 31.2%
European Union 15.5 222 376 43.7% 69.3% 3.6% 125.2% 115.1% 110.3%

World 130.9 119.1 169.2 -9.0% 42.1% 1.0%

Source: Author’s estimates, FAO, Indexmundi
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Table 22. Importing countries self-sufficiency ratios

Production (MT) Utilization (MT) Self sufficiency
Country/regions 1992 2000 2016 1992 2010 2016 2000 2016
Indonesia 0.0 0.0 0.0 2.5 57 9.2 0.0% 0.0%
Algeria 1.8 0.8 24 57 8.2 10.0 11.5% 24.4%
Italy 8.9 7.5 8.0 10.6 10.9 11.7 70.2% 68.8%
Spain 4.4 7.3 6.4 5.2 9.9 1.4 921% 56.2%
Brazil 2.8 1.7 6.8 7.4 11.5 11.3 19.8% 60.5%
Japan 0.8 0.7 0.8 6.3 6.6 6.7 11.4% 11.8%
Philippines 0.0 0.0 0.0 1.9 3.1 5.0 0.0% 0.0%
Bangladesh 1.1 1.8 1.3 2.7 3.2 3.7 47.5% 36.5%
India 55.7 76.4 935 59.0 82.4 97.3 102.9% 96.1%
Netherlands 1.0 1.1 1.0 1.9 6.1 5.2 30.4% 19.6%
Turkey 19.3 21.0 20.6 18.1 17.7 20.4 106.0% 101.0%
Mexico 3.6 3.5 3.9 4.8 6.3 6.8 61.8% 56.8%
Egypt 4.6 6.6 9.0 10.2 17.6 20.4 58.7% 44.1%
Nigeria 0.0 0.1 0.1 0.8 4.1 4.0 3.2% 1.5%
MENA 47.9 45.7 59.4 62.5 89.4 102.5 62.3% 57.9%
European Union 105.9 133.2 1427 84.6 122.3 129.3 115.1% 110.3%
World 565.1 585.0 749.5 548.9 638.2 718.0 99.6% 104.4%

Source: Author’s estimates, FAO, Indexmundi
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Consumption by Sector

At a global level, of the total wheat utilization of 718.0 million tonnes, food and
feed use accounted for 505.5 million tonnes (70.4%) and 145.2 million tonnes (20.2%),
respectively.. The remaining 10% of wheat is used for seed, losses and processing. Total
wheat utilization per person capita and wheat as food use per person capita at the global
level stood at 96.2 kg/year and 67.7 kg/year, respectively. There has been no change in

wheat utilization on per capita basis in the last 15 years.

Table 23. Wheat utilization consumption and its components at global level

CAGR
Figures in Mn tonnes 2001 2005 2010 2014 2015 2016 2001-16
Utilization 602.5 609.9 638.2 696.7 7141 718.0 1.2%
% growth 0.6% -0.9% 25% 25% 0.5%
% of production 102.4% 97.3% 99.7% 95.0% 96.9% 95.8%
> Feed 111.7 1122 106.6 1383 1384 1452 1.8%
% of utilization 18.5% 18.4% 16.7% 19.9% 19.4% 20.2%
% of production 19.0% 17.9% 16.7% 18.9% 18.8% 19.4%
> Seed 33.8 33.7 345 36.4 36.8 37.5 0.7%
% of utilization 56% 55% 54% 52% 52% 52%
% of production 57% 54% 54% 50% 50% 5.0%
> Losses 213 22.4 25.4 28.2 28.9 29.1 2.1%
% of utilization 35% 37% 40% 41% 41% 4.1%
% of production 36% 36% 40% 38% 39% 3.9%
> Food 418.8 4226 4450 488.0 496.6 505.5 1.3%
% of utilization 69.5% 69.3% 69.7% 70.0% 69.5% 70.4%
% of production 71.2% 67.4% 69.5% 66.5% 67.4% 67.4%
> Processing and other use 16.9 19.0 26.7 5.8 13.4 0.7 -19.1%
% of utilization 28% 31% 42% 08% 1.9% 0.1%
% of production 29% 3.0% 42% 08% 1.8% 0.1%
World population 6,223 6,542 6,958 7,298 7,383 7,467 1.2%
Human Wheat Consumption Per Capita 67.3 64.6 64.0 66.9 67.3 67.7 0.0%

Source: Author’s estimates, FAO, IGC

Note: Utilization per person includes all the components of utilization mentioned in the table. Food per
person includes only wheat as food per person Feed use data from 2001 to 2013 are sourced from FAO;
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data from 2014 onwards are sourced from International Grains Council83, Losses from 2014 onwards are
estimated based on percentage of utilization as of 2013, Processing and other use from 2014 onwards are
calculated as (Utilization — feed — seed — losses — food); World population data sourced from FAO

On an individual country basis, China, India, Russia, USA, Pakistan, France,
Egypt and Turkey are large wheat consuming countries.. As regions, MENA’s utilization

stood at 102.5 million tonnes and accounted for 14.3% of world utilization.
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Source: Author’s estimates, FAO
Figure 19. Wheat utilization in 2016 by country

2016 utilization is estimated based on individual countries’ share in world utilization in
2013 and 2013 data was sourced from FAO; MENA is Middle East North Africa and

Turkey

Table 24. Wheat Utilization by Country

% International Grains Council (IGC). “Five-year baseline projections of supply and
demand”. 2018. https://www.igc.int/en/markets/marketinfo-forecasts.aspx (accessed August 2,

2018).
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Utilization (MT) % change CAGR (1992- _Share in world utilization
Country/regions 1992 2000 2016 1992-2000 2000-2016 2016) 1992 2000 2016
China 110.4 113.0 116.0 2.4% 4.2% 0.2% 20.1% 19.2% 16.2%
India 59.0 742 973 25.8% 18.1% 2.1% 10.7% 12.6% 13.6%
Russian Federation 62.6 36.8 35.7 -41.3% 18.7% -2.3% 11.4% 6.3% 5.0%
United States of America  29.7 35.7 32.1 20.5% 4.3% 0.3% 54% 6.1% 4.5%
Pakistan 171 21.3 258 24.1% 11.1% 1.7% 31% 3.6% 3.6%
France 124 201 214 62.7% 13.8% 2.3% 23% 3.4% 3.0%
Egypt 10.2 11.2 204 9.4% 15.6% 2.9% 1.9% 1.9% 2.8%
Turkey 18.1 19.8 20.4 9.2% 15.0% 0.5% 33% 34% 2.8%
Germany 1.4 162 174 41.4% 0.5% 1.8% 21% 28% 2.4%
United Kingdom 11.0 141 154 28.3% 6.8% 1.4% 20% 24% 21%
MENA 62.5 73.2 102.5 17.2% 14.7% 2.1% 11.4% 12.5% 14.3%
European Union 84.6 115.7 129.3 36.8% 5.8% 1.8% 15.4% 19.7% 18.0%
World 548.9 587.3 718.0 7.0% 12.5% 1.1%

Source: Author’s estimates, FAO

2016 utilization is estimated based on individual countries’ share in world utilization in
2013 and 2013 data was sourced from FAO. Wheat utilization by country is million

tonnes.
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Harvesting Area

Global wheat harvesting area stood at 220.1 million hectares in 2016. The top ten
countries by harvesting area were India, Russia, China, USA, Kazakhstan, Australia,
Canada, Pakistan, Turkey and Ukraine. . The top ten countries together accounted for
155.5 million hectares (70.7%) of the total global wheat harvesting area. Russia
accounted for 27.3 million hectares (12.4%) of the global wheat harvesting area.

Countries such as USA, Canada and Turkey have seen a decline in their wheat harvesting

area since 1992.
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Figure 20 Harvesting area in 2016 by country (million hectares)
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Table 25. Harvesting area as % arable land

Area (million hectares) CAGR Share in world harvesting area  Harvesting area,
Top wheat producers 1992 2000 2016  (1992-2016) 1992 2000 2016 % Arable land
India 233 2715 302 1.1% 105%  128%  13.7% 19.3%
Russian Federation 243 213 273 0.5% 10.9% 9.9% 12.4%§ 22.2%
China 305 267 243 0.9% 13.7%  124%  11.1% 20.5%
United States of America 254 215 17.8 -1.5% 1.4%  10.0% 8.1% 11.7%
Kazakhstan 13.7 101 124 0.4% 6.2% 4.7% 5.6% 42.1%
Australia 83 121 M3 1.3% 3.7% 5.6% 5.1% 24.5%
Canada 13.8 109 93 1.7% 6.2% 5.1% 4.2% 21.2%
Pakistan 79 85 91 0.6% 3.5% 3.9% 4.2% 30.0%
Turkey 95 92 76 0.9% 4.3% 4.3% 3.5% 36.9%
Ukraine 63 52 62 0.1% 2.8% 2.4% 2.8% 19.1%
Top 10 162.9 152.8 155.5 0.2% 732% 71.1%  70.7%
World 222.5 2149 220.1 0.0%

Source: Author’s estimates, FAO
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Wheat Yield

World wheat production of 749.5 million tonnes and harvesting area of 220.1
million hectares implied a global average wheat yield of 34.0k hg/ha in 2016. European
countries had higher yields (Figure 20). Among the top wheat producing countries,
Germany, China, France, Ukraine and USA had a higher yield compared to world
average yield. Countries such as Argentina, Canada, India, Turkey, Russia, Australia,
Iran and Kazakhstan had lower yields compared to world average yield. Russia’s wheat
yield at 26.8k hg/ha was 21% lower than the world average of 34.0 hg/ha.
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Figure 21. Wheat yield in 2016 by country (‘000 hectogram per hectare)
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Table 20. Wheat yield premium/(-discount) by country

Wheat yield % change CAGR (1992- Yield premium/(-discount)

Top wheat producers 1992 2000 2016 1992-2000 2000-2016 2016) 1992 2000 2016
Germany 59.8 728 76.4 21.8% 4.9% 1.0% 135% 168% 124%
China 33.3 374 54.1 12.2% 44.7% 2.0% 31% 37% 59%
France 64.0 71.2 53.0 11.2% -25.5% -0.8% 152% 161% 56%
Ukraine 30.9 19.8 421 -36.1% 112.9% 1.3% 22% -27% 24%
United States of America 264 282 354 6.8% 25.3% 1.2% 4% 4% 4%
Argentina 21.8 249 33.0 14.0% 32.5% 1.7% -14% -9% -3%
Canada 216 244 329 13.2% 34.7% 1.8% -15% -10% -3%
India 239 278 309 16.1% 11.3% 1.1% -6% 2% -9%
Pakistan 199 249 284 25.1% 14.2% 1.5% -22% -8% -16%
Turkey 204 229 271 12.4% 18.1% 1.2% -20% -16% -20%
Russian Federation 19.0 16.1  26.8 -15.2% 66.2% 1.4% -25% -41% -21%
Australia 17.8 182 19.7 2.2% 8.4% 0.4% -30% -33% -42%
Iran (Islamic Republic of) 153 159 195 3.4% 23.2% 1.0% -40% -42% -43%
Kazakhstan 13.3 9.0 121 -32.2% 34.1% -0.4% -48% -67% -64%
Average (top producers) 277 295 35.1 6.7% 18.9% 1.0% 9% 9% 3%
World 254 27.2 34.0 7.1% 25.1% 1.2%

Source: Author’s estimates, FAO

Wheat yield is in ‘000 hectogram per hectare; Yield premium/(-discount) calculated in
respect of world average
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Chapter III

Russia’s Wheat Industry

Table 26. Russia’s basic economic indicators

GDP (billion RUB)

GDP per capita ('000 RUB)

Agricultural output (billion RUB)
% of GDP

Population (million)
Labour force ('000 person)
Average annual workforce employed
Average labour force in agriculture
% of total labour force

Land (million hectares)
Agricultural land used
% of total land

Land with Agricultural enterprises
% of agricultural land used

1992 2000 2005 2010 2012 2013 2014 2015 2016
19,000 7,306 21,610 46,309 66,927 71,017 79,200 83,233 86,044
128 50 151 324 467 495 542 5,685 587
2,700 742 1,381 2,588 3,339 3,687 4,319 5,166 5,626
14% 10% 6% 6% 5% 5% 5% 6% 7%
149 146 143 143 143 144 146 147 147
75,060 72,770 73,581 75,478 75,676 75,529 75,428 76,588 76,636
64,517 66,683 67,493 67,968 67,901 67,813 72,425 72,065

8,996 7,489 6,622 6,467 6,364 6,247 5,418 5,374

12% 10% 9% 9% 8% 8% 7% 7%

1,710 1,713 1,713

220 220 222

13% 13% 13%

109 74 61 56 56 56 55 55 55

25%

25%

25%

Source: Author’s estimates, ROSSTAT

Russia has emerged as the largest wheat exporter globally. Rising production led

by increasing area harvested and yield has come to its favor. The collapse in energy

prices has the government’s attention to help diversify its economy. In addition, regional

geopolitics has intensified the focus on food security and self-sufficiency. The import

substitution program points to the agriculture sector’s great success.

Russia’s wheat production grew at a CAGR of 1.9% from 46.2 million tonnes in

1992 to 73.3 million tonnes in 2016. Increase in production was led by a 0.5% yearly

growth in area harvested and 1.4% yearly increase in wheat yield.

Russia mostly produces three types of wheat - Class 3 wheat(12.5 protein/23%

wet gluten), class 4 wheat (11 protein/18% wet gluten) and Class 5 or feed use wheat (no

minimum protein/gluten). In 2016 of the total wheat production of 73.3 million tonnes,
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Class 3 wheat accounted for 15.9 million tonnes (22% of total wheat production), class 4
wheat accounted for 35.1 million tonnes (48% of total wheat production) and Class 5
wheat accounted for 20.5 million tonnes (28% of total wheat production).

Wheat was cultivated on 27.3 million hectares of land which, included 14 million
hectares of winter crop and 13.7 million hectares of spring crop. *. Winter wheat has a
higher yield compared to spring wheat. In 2016, winter wheat had yield of 37.6k hg/ha
compared to 15.7k hg/ha of spring wheat.?> Areas with high yield are Central and

Southern districts.
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Figure 22. Black sea wheat producing regions

8 Food and Agriculture Organization of the United Nations (FAO). "Crops”. 2018.
http://www.fao.org/faostat/en/#data/QC (accessed October 18, 2018).

8 ROSSTAT, “Russia in figures 2017,”: 254/513

8 Sim Systems Enterprise. black-sea-wheat-producing-regions. 2018. http://simsystem-
mal.com/black-sea-wheat-producing-regions/ (accessed October 17, 2018).
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The vast territory of the wheat industry is important in domestic politics as well.

Of the total labor force of 76.6 million, on an average 5.3 million people or 7% of the
total are employed in agriculture. In a March 12, 2018 discussion held in Krasnodar,
President Vladimir Putin addressed national agricultural producers motivated his
audience and explained,

“the future of the Russian agro-industrial complex and its

prospects are not just connected to large agro holdings, even

though this is apparent. Small farms must have an increasingly

noticeable part in the domestic market. Their share of output has

grown four fold in the past 17 years. This is a good number, very

strong, and production volume increased by about ten times. In

fact an entire class of farmers is emerging in Russia who know

exactly what kind of products the customer needs; who know

how to work on the land and how to succeed. These people’s

energy and initiatives must be supported, and any barriers to their
produce entering the market must be lifted.”®’

In support of higher levels of grain exports, the government has undertaken the
expansion and modernization of existing seaports on the Black Sea and Far East, the
construction of new grain storage inland and terminals at ports, the subsidization of grain
transport by railway, and a lowering of the export tariff on grain to zero percent. *® “The
Ministry of Agriculture intends to build new transshipment points for grain on Russian
borders. They will appear at key logistical points. According to the order of the ministry,
signed by the Minister Alexander Tkachev, by 2020, new grain terminals with a total

capacity of about 44-54 million tonnes will appear in the ports of the Far East, in the

87V. Putin, An Address to the National Forum of Agricultural Producers, (Kuban State
Agrarian University, 2018).
88 Source Agro Investor 2018
www.agroinvestor.ru/rating/article/30049-top-30-
eksporterov-zerna/
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Azov-Black Sea and Baltic basins - this corresponds to annual grain exports from Russia.

According to experts, this will support grain producers, who collected the second record

harvest in a row.”%

Table 25. Grain storage capacity

Russian grain storage
Storage (MMT)

Year Elevator capacity _Barn capacity [2 Capacity at grain processing enterprises Total

2017 [1] 40 64 15 115-119

2011 [1] 32.9 NA NA 118.2
Source: UGC

Wheat is sold internationally by private sector operators. The government does
not target its customers except in the case of assistance aid. Russian wheat is known to
inexpensive and of usable quality. Russia’s top-20 wheat customers have historically
been price conscious, and close to Black Sea ports, benefitting from lower ocean freight.
However, Russia is gradually exporting more wheat elsewhere, with Asia being a focus,

recent sales to Vietnam have been positive.

8 “Minsel’khoz reshit problmeu eksporta zerna,” November 24, 2017,
http://kvedomosti.ru/news/minselxoz-reshit-problemu-eksporta-zerna.html.
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Figure 23. Russia’s average wheat yield (‘000 hg/ha) by districts

As a net exporter of wheat, a large reserve of fallow arable land and a newly
structured institutional setting, Russia is organized to increase agricultural output. The
long-term global macro environment of population growth and the westernization of
emerging market diets will further expand a global demand for grains and particularly
Russian wheat. This favorable environment will benefit the Russian Agricultural

system.

“’ Ross Kingwell, Chris Carter, Peter Elliott, Peter White, “Russia’s wheat industry:
Implication for Australia,” AEGIC : 41/104
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Russia’s Food Security and the Road to Independence

Russia has been attempting to become agriculturally self-sufficient since
transforming its model of development to include new sources of investment and
innovation, broadening its production base while improving its logistics infrastructure to
increase yields and drive exports. After Soviet policy failures leaving state farms without
government subsidies, a dramatic agricultural production slowdown occurred in 1990’s.
By 2000, the area of land harvested declined by 35 percent, yields halved due to a lack of
fertilizers and equipment, and livestock resources declined. Out of this environment, the
issue of food security emerged as part of national security rhetoric.

The origins of the agricultural sector’s institutional success begin in 2000, when
Putin became Russia’s president. By 2003, half way into Putin’s first term, the Russian
agricultural system began a recovery. A series of government financial support programs
primarily through farm credits and leasing subsidies, helped galvanize the sector’s
prospects.’! Russian agriculture was on a path to global relevance.

Putin initiated a plan to consolidate state control over industries of strategic
importance in the interest of national security. These industries initially included sectors

of military production and commodity extraction and export, most of which had been

! The article outlines credit data from 1990 to 2003 and highlights that despite credit
becoming available through agricultural banks and government direct subsidies reducing the
effective interest rate payments by half, only about 25% of farms met both government and bank
conditions to receive credit. Hence, the programs favored larger units of production with existing
collateral creating a barrier to entry to new farming ventures. Also, product sales were restricted
by regional distribution policies and quotas. The conclusion was that Russian farms primarily
required ease of access to the market rather than subsidies only. Olga Yastrebova, “Nonpayments,
Bankruptcy and Government Support in Russian Agriculture.” Comparative Economic Studies 47
(2005): 175.
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privatized through large scale auctions during the previous ten years. The plan to
consolidate reversed a period of asset stripping of Soviet industries. Putin utilized an
interpretation of the tax and lending codes to drive private owners into default with the
state. The state would then take control of multiple assets to form a globally significant
company. In 2007, Putin applied this approach to agriculture, and created the United
Grain Corporation (UGC) to implement measures of state regulation of the grain market.

In 2008, when the global financial crisis impacted investment funding, Putin
accelerated the State consolidation of the grain logistics sector utilizing bankruptcy and
tax laws to secure assets important for the strategic vertical for UGC. United Grain
Corporation was positioned to follow a similar strategy in forming Gazprom, the
country’s largest company. Gazprom continues as a company operating in the interests
of the state.

The sector’s growth trend was interrupted after two exogenous crises; the 2008
global banking crisis restricted credit availability, this was followed by a series of
draughts and wildfires causing a significant loss of 40 percent in grain supply in 2010,
creating a potential risk to the past progress.’> The policy response under the new
President Medvedev was a comprehensive mix of tax incentives, price guarantees, credit
forgiveness and direct subsidies. Agricultural output quickly returned with vigor,
elevating Russia to become a major net wheat exporter. °> Russia has a paradoxical public

concern of food security generally, a factor supporting its trade protections, while at the

%2 Stephen K. Wegren, “Food Security and Russia’s 2010 Drought.” Eurasian Geography
and Economics 52, no. 1 (2011): 140-155.

% This conclusion is consistent with both United States Department of Agricultural
(USDA) and the Food Agriculture Policy Research Institute (FAPRI) data (FAPRI 2011,
Appendix 1)
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same time having wheat self-sufficiency and significant stocks of wheat stored for future
consumption.

In May 2009 food and national security became explicitly linked with the
inclusion of food security in Russia’s officially published National Security Strategy
(NSS). ** And on January 2010, the Russian President Medvedev signed into law the
Food Security Doctrine, providing the long term strategic view of food security in Russia.
The objectives of the doctrine were to ensure stable domestic food production with a goal
of 85 percent self-sufficiency, guarantee quality and safety, while forecasting and
avoiding internal and external threats to food security. The doctrine outlines a rapid
development of infrastructure, increased productivity through fertilization, an expansion
animal breeding, and minimum shares of domestic food production by product category

as illustrated below. %>
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%4 (United Grain Corporation 2010, 6).
% (United Grain Corporation 2010, p. 8).
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Figure 24. Domestic Production Share Targets Under National Security

Finally, the legislation explicitly states that the state provide protection for
agricultural producers with active tariff regulations and controls, and offer a series of
training programs for the rural population and agricultural workers. The doctrine is
clearly economic nationalism oriented to increase the competitiveness of domestic
producers and products while limiting imports through the use of tariffs®. The centrally
planned delivery mechanism becomes even more apparent through the policy responses

to the 2010 production crisis.

% S. K. Wegren, Food Security and Russia’s 2010 Drought 2011, 143
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A. 2008: Draught and International Financial Crisis

The 2008 financial crisis significantly impacted Russian agriculture expansion.
Russian banking credit lines to farmers were frozen. According to an “official use only”
Wiki-Leaks document regarding the 2008 impact on agricultural system:

...the shrinking availability of credit is the main existential threat
to the' development of Russian agriculture and the Russian food
industry. Russian bakers are complaining that they cannot receive
short term loans for working capital. Many producer groups have
reported that Russian farmers have stopped buying equipment.
For instance, Arkadiy Zlochevskiy, the head of Russia's Grain
Union, told us on October 24 that wheat farmers have been
unable to buy agricultural equipment, because of a lack of
credit... The crisis has already affected the financial plans of
some big agricultural holdings. "Agroholding", one of the biggest
poultry producers, after a technical default, declared that the
company will freeze 5 billion rubles ($188 million) worth of
investment projects that are less than 90 percent
complete...Agriculture will likely remain a priority sector for
Russia, and the food industry and importers will continued to
receive support from the GOR budget to meet the industry's
short-term debts and obligations. (Wiki Leaks 2008, W3367)

In response, the government stimulus was strong. Implemented in 2008 under a
new bill named “The Federal Program for Agriculture Development and Regulation
Markets for 2008-2012,” the government initiated its first program taking a
comprehensive approach to the long term productivity of the agriculture sector. The
stimulant package was to exceed $37.5b through 2012, and delivered interest rate

subsidies, short term loans for working capital financing mixed with longer term loans for
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modernization and development, a zero tax window, training and a leasing program to
replace old machinery.”’

In capital equipment, a goal was set to replace 50 percent of the tractors and
harvesters by 2012. According to RossStat, there are 4 tractors and 3 harvesters,
averaging 20 years old, per 1000 ha of arable land in Russia’®. This compares to roughly
12 tractors and 10 harvesters per 1000 ha of arable land in the US. John Deere, the
world’s largest manufacturer of farming tractors, said “Russia will continue benefiting
from demographic and macroeconomic trends that require increased food production
from global agriculture....Russia has the agronomic potential to become a pan-Eurasian
breadbasket™”’.

The system requires major improvements in infrastructure such as port facilities,
grain storage, irrigation and railroads.'® “There is a terrific shortage of railcars...In 2009,
Russia had 28,000 (aged) railcars (and) by 2015, 70 percent of them will go out of
service... Export terminals... are at their max...ships get just three day slots...during
harvest there (is) a 35 km. long line up of truck to the port...there is a short window for
shipments to take place” 1°!

The decree set the goal for agricultural producers to be competitive and have net
income margins of 10 percent, with loss making enterprises not to represent more than 30

percent of the industry.

%7 This stimulus was roughly equal to 2.5% of GDP. Its details are illustrated in the
Appendix table 4.

% RussStat 2011, 15.8

% Deere & Company 2011, 1

100 RussStat estimates that 8% of Russian arable land is irrigated.

101 McKee, David, “What's Next for Russia” World Grain Report, 2011, p.2
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B. Forming United Grain Corporation

These concerns included the attainment of global market control and the reduction
of market competitive share and eventually crowding out of foreign traders. However,
ten years after the formation of UGC, Russia’s individual export market share has not yet
exceeded 25% as Russia’s 2017 export market share was 19%. The combined export
market share of Russia and Kazakhstan increases to 21.6% for example in 2017.
However hypothetically, the combined export market share of Russia and Kazakhstan
and Ukraine (RUK) increases to 31.6% and could clearly create a cartel. The importance
to Russia of Ukraine remaining under the Russian sphere of influence of its neighbors, or
what is termed ‘Near Abroad’. ' It can be underscored that together the RUK could
certainly attain global market control in wheat. The other barometer of global market
control would be i1f UGC itself attained a 20% export share within Russia (of Russian
wheat exports) and crowd out other traders. In 2017, UGC’s export market share was 4%
and a number of foreign and domestic had a far higher share, although with a state decree

via a ban this control is effectively achieved

C. 2010 Drought and Shortages; a crisis in the making

The crisis situation accelerated in 2010 as outlined above when 40 percent of

Russia’s grain harvest was destroyed as a result of draught and wildfires.'%* Total grain

102 Safire, William. ON LANGUAGE; The Near Abroad. May 22, 1994,
https://www.nytimes.com/1994/05/22/magazine/on-language-the-near-abroad.html (accessed
October 25, 2018).

103 (Hernandez, Robles and Torero 2010)
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production declined to 60.9 million tonnes per hectare (t/ha), the lowest level of
production since Perestroika reforms began in 1989. %4

Public sentiment showed concern. By the beginning of the summer of 2010, the
country had exported 3.6 million tonnes of wheat, but by mid June the situation declined
precipitously and started to impact expectations of shortages in the markets. The
summer draught and brought wildfires which eventually destroyed 13.3 million hectares.
of grain crops, representing 30 percent of the cutivated and 17 percent of the sown area
at the time. This also effected the fall harvest and the planting cycle for winter. The
government estimated the damage exceeded $1.5 billion. By July 2010, as it became
clearer that production would fall below overall national consumption, the government
released 3 million tonnes of grain from reserves. Domestic demand for all grains was 74
million tonnes in 2010, but total production was expected to be 60 million tonnes.'%
Imports and the release of grain reserves would be needed to satisfy demand. The
Foreign Agricultural Service of the United States estimated Russia had 15 million tonnes
of grain in storage in 2010, less than three months of demand. The production and
consumption trends outline the stable but growing level of domestic grain consumption

and the situation presented with in 2010.

104 According to Rossstat data, Russia produced 81.5 million tons of grain in 2007,
followed by 108.2 million tons in 2008, and 97.0 million tons in 2009. Wheat and barley are the
main crops. Wheat is planted on 26 million hectare (ha), and barley on 15 million ha. Winter
wheat, being planted on about 10 million ha., represents about half the production, offering the
highest output per ha. (yield). Roughly 70 percent of Russian wheat is classified as milling
quality food-grade and the 30 percent is feed-grade and be used for cereal blends or animal feed.
Barley is mainly a spring crop. It peaked in production in 2008 at 17.8 million tons, declining to
8.3 million tons in 2010. Barley’s domestic consumption is 22.0 million tons and is used
primarily as feed, although an expanding brewing industry consumes roughly 1.5 million tons per
year.

105 Total grains included barley, oats, wheat, sorghum for example.
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Figure 25. Russia grain 1990-2011: production and consumption

Wheat, the main export crop, actually had production exceeding consumption by
1.5 million tonnes in 2010, but despite the wheat surplus, the market responded in fear.
The concern was primarily for feed grains as meat consumption was beginning to

increase and that the supply chain began a hoarding frenzy.!%

196 According to the Food and Agriculture Organization, the drought increased the risk of
depleting the nation’s livestock as feed grain shortages increased. United Grain Corporation
estimates that 7-8% of the grain crop is used for feed. Russia consumes 59kg per capita of meat,
a decline from 85 kg per capita consumption at its peak in the early1980s. It remains a net meat
importer, although the industry’s self-sufficiency is a priority under the food security initiatives.
Imports account for 27 percent of beef, 19 percent of pork and 24 percent of poultry consumed in
2010.
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Figure 26. 2010 Per Capital mean consumption is illustrated below

The concerns for the nation’s livestock producers surfaced as the extent of the
land damage was assessed, and “““‘in particular, emphasis was placed on maintaining
livestock herds...Russian Vice Premier Zubkov stated... (that) under no circumstances
should we permit a reduction in the number of cattle or poultry.”!%” (Food Security and
Russia's 2010 Drought 2011, 151) Animal husbandry was a key focus of the domestic
agricultural recovery program. Domestic feed grain shortages increased prices for
domestic producers, by requiring more expensive imports to satisfy demands.
“Increased grain prices cut producers margins and resulted in a faster deterioration of
smaller, inefficient players.”!% Fears of market shortages spread. As a result, grain
hoarding by food producers started and domestic bread prices rose by 0.9 percent in

August, its greatest increase in 10 years'?. Under UGC’s revised mandate, it is required

107(S. K. Wegren, Food Security and Russia's 2010 Drought 2011)
108 (RussAgro 2011, 35).
109§, K. Wegren, Food Security and Russia's 2010 Drought 2011, 148,150
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to manage the Russian grain storage stocks to ensure the optimal ratios of storage for
domestic consumption. It is likely that the grain stocks will increase in the near future as

the storage capacity is upgraded and expanded.

D. The Kremlin Response 2010

This production shock provided a structural opening for two policy initiatives, a grain
export ban and a land transfer ruling, both serving UGC with enhanced throughput.'!”
On August 15, 2010 Putin, announced a ban on all grain exports to remain in effect until
the end of 2010 to help promote price stability.!!'! According to the Financial Times, this
ban was put in place at the request of Glencore, the Swiss based grain trader and
competitor to UGC, in order to assist with its market contract re-settlements.!!?. The ban
is implemented with the government purchasing domestic supplies of wheat that would
otherwise be available for export, but at prices lower than the export price. Immediately,
upon discussions of its introduction, the ban caused the wheat price to double in a few
weeks. According to a FARPI study surrounding the export ban, the supply balance was

beginning to look stable and the fall planting cycle looked positive. “(The ban) was

simply not a necessary policy (tool).”''* We simply refer to the literature and speculate

110 “Structural opening is a term for permanent change presented during a crisis situation.

"1 The ban was later extended to July 2011.

12 (Gorst and Blas 2010, 15)

113 Hernandez, Robles and Torero, Fires in Russia, Wheat Production, and Volatile
Markets: Reasons to Panic, IFPRI International Food Policy Research Institute, 2010. The
Hernandez study analyzes the volume traded of wheat futures contracts before the ban was
announced and concluded that volume increased precipitously before the official announcement
of the ban. This typically suggests sufficient inside advanced knowledge
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whether the export restrictions were used in the state favor to place a larger group of

agricultural players into interest and tax arrears through cash flow shortfalls.
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Figure 27. Domestic wheat price vs. International equivalent prices

Domestic interventions create artificial distortions in the market; add uncertainty

to producers and growers impacting their investment planning'!*. Vladmir Putin

commented:

As arule, grain markets in all nations with a normal free-market
economy are regulated through exchanges. If we had acted in line
with the advice of some Russian economists...we would send fodder
grain to the exchange to stabilize (this type of grain’s) prices. This
decision is not very market wise. In this situation, considering a two
year draught, as well as large scale demand for such grain on the part of
livestock breeding farms, I think we have made the right decision...On
the whole, the exchange is supposed to regulate the market in normal
conditions. Naturally (then), it should function normally. (If it does
not), adequate supervision is also required'!>.

The wheat price to farmers was $180-195 / ton, lower than the $250/ton market

price at the time, causing many agricultural operators into bankruptcy situations. Was

114 (Economist Intelligence Unit 2011, 2)
115 (Government of the Russian Federation 2011, 4)
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this grain export ban a tool for UGC to acquire additional assets through bankruptcy?
Alternatively, was it a transfer mechanism to UGC’s International competitors also
operating in Russia? Both appear to be the case. The UGC 2010 annual report lists 31
companies it is pursuing under bankruptcy proceedings'!®.

The grain export ban helped Glencore’s profits in advance of its initial public
offering, filed in the fall of 2010. According to the Financial Times: “Glencore made a
speculative bet on rising wheat and corn prices in the early stages of last summer’s
Russian drought, the world’s largest commodity trader has revealed ahead of its initial
public offering that will value the company at $60bn. “!'7 As it bet on rising prices,
senior traders at the Swiss-based company publicly urged Russia to impose a grain export

ban. Moscow acted a few days later, triggering a grain rally.!!%.

E. WTO entry and policy endorsement

The WTO entrance process is another paradox within this research. The wheat
trade export ban of 2010 was implemented at the same Russia was attempting to join the
World Trade Organization (WTO). An export ban would normally be prohibited under
WTO rules and jeopardize admission. This is especially the case when ample domestic
storage and production existed to satisfy local utilization. However Russia argued WTO

rules allow countries to apply export restrictions under the condition that these are

116 (United Grain Corporation 2010, 85-92)
"7 1f this action between Glencore and the Russian government was coordinated, it could
be deemed as an unfair transfer benefit and a form of market collusion; an illegal activity

according to U.S. commodity market rules.
18 (Javier Blas 2011, 18)
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“temporarily applied to prevent or relieve critical shortages of foodstuffs or other
products essential to the exporting contracting party’s domestic security.'!”

Russia accession to World Trade Organization (WTO) was approved on
November 10, 2011. Russia has been attempting to become agriculturally self-sufficient
since transforming its model of development to include new sources of investment and
innovation, broadening its production base while improving its logistics infrastructure to
increase yields and drive exports. The WTO entry will likely accelerate this process.
WTO entry established permissible sector subsidies and required that UGC be privatized.

For agriculture imports the average import tariff will be cut from
13.2% to 10.8%. Dairy import tariffs will fall from 19.8% to 14.9%
and for cereals from 15.15 to 10.0%. Import tariffs for poultry
products will have a concession period of 8 years. Total agriculture
subsidies will be capped at $9 bln in 2012 and cut to $4.4 bln by
2018... agreed to fully privatize United Grain Company ... to sell
50%+1 share. 12

Subsidy policies put in place to address production shortfalls served to establish
the baseline subsidies for the World Trade Organization (WTO) agreements.'?! This also
provided the implicit WTO acceptance of agricultural statism. The agreement provides

increased agricultural subsidies through 2017 as indicated in the table below.!??

Table 26. Domestic support commitments

"9 ICTSD, Agricultural Export Restrictions Spark Controversy at the WTO, Bridge
Weekly Trade News, April 6, 2011.

120 Chris Weafer, “The Troika Dialogue” August 2012

12'WTO entrance expected to increase broad GDP by an additional 3 percent in the
medium term (Guriev 2011, 62).

122 (Melendez-Ortiz 2012)
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Years 2012 23 2014 2015 2016 207 2018 and beyond
USD billion 9.0 9.0 8.1 7.2 6.3 5.4 4.4

Source: Schedule of the Russian Federation (Part IV - Agricultural products: commitments limiting subsidization).

The 2012 figure of $9.0 bln was established using the 2009 domestic support

commitments initiated in response to credit crisis and the first draught.!??
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Figure 28. Regional Transfer Assistance 2008 Crisis

The WTO agreed to let the agricultural subsidy range to trend down from 2009

levels and then to stabilize at pre-crisis levels of the 2006-2008 average.

123 Measured in total aggregate measurement of support which is the sum of expenditures
on non-exempted domestic support, aggregated across all commodities and policies as defined by
the Uruguay round of WTO agreements
(http://www.fao.org/docrep/003/X7353E/X7353¢01.htm).
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Table 27. WTO Subsidies 2018 at the 2006 — 2008 average

2006 2007 2008 2006-2008 ave

Annex 2 of the Agreement 1.8 2.0 2.4 2.1
on Agriculture (“green box")
Total AMS suppart 3.8 3.9 5.7 4.4

Source: JOBJACC!S

The earlier federal programs were thus incorporated in WTO negotiations
establishing a permissible annual subsidy average in line with developing nations.  The
question remains if the government used the excuse of the crisis to establish the subsidy
increases and gain WTO concessions to subsidize grain throughput. Ultimately, UGC is
best positioned to benefit from these dynamics acting as agent of country’s grain trade.

According to the Moscow Times, the agricultural subsidies can circumvent the
WTO guideline if allocated to regions that have been deemed economically
disadvantaged due to a structural issue. In this case, the determination is based on the
regional per capita GDP in relationship to the national average with adjustments for
accounts for land quality and logistics. In 2011, the federal budget for agricultural
subsidies approved under the WTO allocated a large portion covering interest rate
payments for farmers. Through negotiations with a lobby group, National Union of
Grain Growers, the ministry’s list operating outside the purview of WTO limits could
amount to half, or 41 growing region. “The ministry's list named the Yamal-Nenets
autonomous region, Tyva republic and the Magadan region as the worst three regions for
farming, respectively. The best region is Belgorod, followed by Krasnodar and the
Chuvashia republic, Agriculture Minister Nikolai Fyodorov's native area. The Moscow

region was ranked as the 8th best place for farming.” (Medetsky 2012) This provides
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attractive latitude for the state apparatus to support the sector and improve long term
productivity, even in the context of the WTO provisions.

In line with WTO commitment, Russia’s current simple average final bound tariff
on imports stands at 7.6%.'** Russia has also reduced its average tariff ceiling for
agriculture products from 13.2% in 2011 to 10.9% (currently), marginally higher than
10.8%, WTO commitment.'?

Commitments of Russia also include elimination of quantitative restrictions such
as quotas, bans, permits, prior authorization requirements, licensing requirements for
imports into the country. However, Russia’s policy of import substitution may be seen as
violation. Export taxes are allowed, however export quota and export bans are not
allowed under Article XI of the GATT 1994.!% Temporarily restrictions on export to
prevent critical shortages of foodstuff or other products do not materialize to a violation.
Russia’s imposition of an export ban on wheat on August 5, 2010 was before Russia’s
accession to WTO.

On agricultural subsidies, the total trade distorting agricultural support was
required to be less than $9 billion in 2012 and then gradually be reduced to $4.4 billion
by 2018. All agricultural export subsidies were to be brought down to zero. On December

7,2017, Deputy Agriculture Minister announced that Russia would spend RUB 2 billion

124 World Trade Organization (WTO). "Working Party seals the deal on Russia’s membership
negotiations." www.wto.org. November 10, 2011.
https://www.wto.org/english/news_e/news11 _e/acc_rus_10novl1l e.htm (accessed

October 26, 2018).

125 World Trade Organization (WTO). "Russian Federation: Tariffs and imports:
Summary and duty ranges." www.wto.org. n.d.
https://www.wto.org/english/res_e/statis_e/daily update e/tariff profiles/RU_ E.PDF (accessed
October 26, 2018).

117


https://www.wto.org/english/news_e/news11_e/acc_rus_10nov11_e.htm
https://www.wto.org/english/res_e/statis_e/daily_update_e/tariff_profiles/RU_E.PDF

($34 million) in grain transportation subsidies to help to speed exports in 2018. This
might be against WTO commitment but agriculture minister justified the move by saying
that they were not subsidizing exporters but producers.'?’As part of commitments to the
WTO, Russia agreed to privatize UGC.!?®

Putin explained his view in March 2018 agricultural conference, “that despite all
the external signs of the implementation of WTO requirements, in reality the advanced
economies are using a very large set of instruments to support domestic, that is, their own
producers. We will do this in the future as well, without violating the principles and

requirements of the World Trade Organization.” '%°

F. Land Policy Adjustment

The export ban was followed on January 2", 2011, again by the Russian president
Dimitry Medvedev, with an amendment to stimulate land consolidation and permit the
trading of idle national farmlands. This law approved the “withdrawal” of arable lands

away from current owners who have not used the land for agricultural purposes for at

127 Olga Popova, Tom Miles, Polina Devitt, David Goodman. "Russia will boost transport
subsidies to speed grain exports in 2018." www.reuters.com. December 7, 2017.
https://www.reuters.com/article/russia-grains-subsidies/russia-will-boost-transport-subsidies-to-
speed-grain-exports-in-2018-idUSL8N10733T (accessed October 26, 2018).

128 Woodward, Robert. "Russia's commitments in WTO accession." www.reuters.com.
November 10, 2011. https://www.reuters.com/article/russia-wto/update-1-russias-commitments-
in-wto-accession-idUSLSE7TMAOED20111110 (accessed October 25, 2018).

129V, Putin, An Address to the National Forum of Agricultural Producers, (Kuban State
Agrarian University, 2018).
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least three consecutive years. '3° This withdrawn land will be placed in auction and
according to the presidential website; current owners “will be compensated”!3!. Putin
commented that “we will continue to revise our legislation so as to remove bureaucratic
barriers that the unscrupulous people are taking advantage of...agricultural land should
not be collecting dust, and they must be used for their designated purpose...otherwise the
owner will face sanctions...(and) I believe that is fully justified”!*.

This new law should help invigorate land investments by providing transparency
and endorsement to land transfers at the Federal level, allowing fresh investment capital
access to the roughly 40m ha of arable land that became underutilized since 1990
according President Medvedev . At its peak of arable land use in the 1970s, Russia was
farming 127m ha of land'*?. In 1989, total farmed land was roughly 90m ha. Today,
Russia farms approximately 76.4m ha. The auction process should bring new
investment into the sector and will continue the trend of consolidation and integration in
the Russian agricultural sector!>*,

With a five year average production exceeding consumption, the country’s
agricultural resources and production power brings to question the reasonableness of

Russia’s food insecurity, a premise that does not appear to be supported by the objective

130 Furthermore, this signing into Federal law started a process of title renewals and
claims that would then be addressed at the local levels using state assessed cadastral values as a
baseline value to begin the auction process. This process is in its early stages and is evolving by
regional government as we write this paper. Economic items are still being incorporated in to the
practical application of land title transfer through auction using market principals, such as the
relationship between average land rental values and interest rate accounts in establishing auction
values.

131 (Bloomberg Markets News Wire 2011)

132 (Government of the Russian Federation 2011, 3)

133 (Ioffe and Nefedova 2004, 34)

134 (Sagaydak and Lukyanchikova 2011)
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facts. Rather, the agricultural policies appear to be politically motivated and suggest
parallels to other state programs to promote national champions. The long term viability

of this centrally planned policy approach remains unclear. '*3

G. Import Substitution, Crimea and the Strength Terroir

Putin’s Presidency Russia has spent most of the past two decades ensuring the
revitalization of the economy. One element has been to improve economic and political
relations with former Soviet states, known as the ‘near abroad’ region. A second element
has been the development of its domestic industries, including manufacturing,
pharmaceuticals, and value added products including intellectual property. 3¢ In this
process, its economic policy has been generally subordinated to security concerns, having
a clear focus to stop Western, NATO and European Union expansion eastward. Against
this backdrop, a complicated array of economic policies developed, known as the import
substitution industrialization (ISI) program. In Moscow’s view, this effort is fundamental

to Russia’s drive towards independence.

135 The basic policy puzzle of why economic growth follows different patterns remains
unclear to economists. There are some consistent trends however demonstrating that democratic
institutions are instrumental in creating and deepening economic freedom thus promoting growth.
Additionally there are strong relationships suggesting growth is promoted through an institutional
environment that is flexible to induce major government changes, but is inhibited by environment
conducive to irregular government change. This is a relative perspective, and therefore
categorizing Russian government action as irregular remains unclear. Yi Feng. Democracy,
Governance, and Economic Performance: Theory and Evidence. Cambridge: MIT Press , (2003).
296-298.

136 Interestingly, Putin has included MENA in near abroad rhetoric.
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The origins of the program stem from the text of several sectorial security
doctrines; the National Security Strategy of 2009, the Energy Strategy to 2030 (also
produced in 2009), the Food Security Doctrine of 2009 (discussed in this report), and the
Strategy for the Pharma Industry. It was not until the annexation of Crimea, when
Russian assets were frozen across the globe that a formidable business plan towards
independence developed. The energy industry for example needs significant future
investment as much of Russia’s energy reserves are costly to recover, and the state is
addressing various incentives to encourage investments. The manufacturing sector also
needs new investment for growth. Currently manufacturing is primarily consumed

domestically, and any export competitiveness is the result of a devalued Ruble.!’’
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Source: World Bank!'3#

Figure 29. REER of the Rouble (2013 to 2018)

137 Connolly, Import Substitution and Economic Sovereignty in Russia, Eurasia
Programme, 2016.

138 World Bank Group. Modest growth ahead: Russia Economic Report May 2018. World
Bank, 2018.
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IST has also been helped by the depreciation of the real effective exchange rate
(REER) of the Ruble especially during 2014-16. The REER measures depreciation of a
nation’s currency against those of its trading partners. In 2017 the REER for the Ruble

remained 10% below its value for December 2013.
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Economic history has shown that only export oriented development of industries

truly allows an industrial cluster to form and compete for the long term.!'*

The goal has been to insulate the country from external and internal threats. The
agriculture sector under ISI is depicted as a success relative to other sectors. Agricultural
export growth has benefited.!*’ The ruble weakness and good weather likely also helped
production increases. This, coupled with the increase of domestic demand due to a
shortage of foreign products, appears to have provided an opportunity to strengthen

domestic production. It remains a question whether agriculture development under ISI

has been oriented towards long term sustainable programs. 4!

However, beef and dairy herd numbers have fallen while
almost all the rest of the sector has seen increased levels of
activity. Natalya Zubarevich argues persuasively that the
difference is due to uncertainty about the duration of the
counter-sanctions, since crops, pigs and poultry have
relatively short payback periods whereas investing in cattle
requires a five- to seven-year horizon, and nobody can be
confident that the counter-sanctions will last that long. This
illustrates the complexity facing the import-substitution
campaign. On the one hand, there is the danger that
protecting too many infant industries for too long will turn
them into state pensioners with no more ability to compete
than they began with. On the other hand, there can be
circumstances in which productivity gains may come only
if there is a lengthy, assured period of protection.'*?

139 Pouget-ABADIE, How successful was the policy of import substituting
industrialisation in Latin America?, London School of Economics and Political Sciences, 2016

140 Foy, Henry. "Russian agriculture thrives as sanctions close off imports." FT.com.
September 3, 2017. https://on.ft.com/2EHHdHm (accessed October 25, 2018).

141 Zateychuk,‘Natalya Zubarevich: “Svini moloka ne dayut™ [Natalya Zubarevich: “Pigs
don’t give milk’], Economy Times, 17 December 2015, http://economytimes.ru/kurs-
rulya/natalya-zubarevich-svini-moloka-ne-dayut.

142 Connolly, Import Substitution and Economic Sovereignty in Russia, Eurasia
Programme, 2016.
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Crimea marked Russia’s return to acquiring territory with force, instead of
seeking to use economic means to further its commercial, military, and energy
interests.'*3 In fact Putin has stated that ‘Crimea is Russian’. Crimea is of strategic
importance to Russia as the Crimean port of Sevastopol is the base of Russia’s Black Sea
fleet, which is vital to Russia’s naval power in the Mediterranean and beyond. The
Sevastopol base significance was used during the 2008 war with Georgia, in the Libya
crisis, anti-piracy missions in the Indian Ocean and in Syria. The Crimea region is also of
importance as many Russian energy assets including the proposed Turkish stream
pipeline expected to pass near the area. The fact that other Russian ports in the West are
mostly frozen over during the winter also reinforces the importance of Crimean ports.'**
With Russia asserting itself in its “Near Abroad’ area, especially with the 2014
acquisition of Crimea, the European Union and the United States have imposed sanctions
on Russia, and Russia has countered with sanctions of their own. '+

Western consensus against sanctions is barely holding. In Italy opposition to
sanctions against Russia is one of the few areas of foreign policy that current populist
government and the opposition agree on. Mr. Matteo Salvini, the hard right League

Deputy PM of Italy, has constantly voiced his opposition against sanctions, calling them

as “economic, social and cultural madness”. Mr. Salvini’s support base in the north has

143 Paul Stronski, Richard Sokolsky. The Return of Global Russia: An Analytical
Framework. December 14, 2017. https://carnegicendowment.org/2017/12/14/return-of-global-
russia-analytical-framework-pub-75003 (accessed October 25, 2018).

144 Orr, Robert. Why Crimea matters to Russia. March 3, 2014.
https://www.ft.com/content/514abee5-c09b-3416-9a3a-865a64540a65 (accessed October 25,
2018).

145 Samuels, David. One Last Interview. August 2, 2018.
https://www.tabletmag.com/jewish-news-and-politics/21462 1/one-last-interview (accessed
October 25, 2018).
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said that sanctions are disproportionately hurting Italian companies, especially in the
agricultural sector. !4

The current set of sanctions is proving strength to the resilience of Russia. Russia
has historically had an immense ability to absorb difficulties. For example during WWII,
which is estimated to be the War with the highest casualties in history'4’ Russia lost
nearly 16% of their population, as compared to less than 1% for the United States, and

yet they were able to regain their military and economic prowess soon after WWII

ended.!'*® Russia today still commemorates well its suffering from this period.
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Figure 30. The fraction of various countries population that died in WWII

146 peel, Miles Johnson and Michael. "Italy lauds Putin and sets up Brussels battle."
FT.com. October 24, 2018. https://www.ft.com/content/819b7e00-d766-11e8-ab8e-6be0dcf18713
(accessed October 25, 2018).

147 guinnessworldrecords.com. "Highest death toll from wars."
http://'www.guinnessworldrecords.com. n.d. http://www.guinnessworldrecords.com/world-
records/highest-death-toll-from-wars/ (accessed October 25, 2018).

148 Olson, Randy. "The fraction of various country's population that died in WWIL."
http://i.imgur.com. n.d. http://i.imgur.com/DCB0gf2.png (accessed October 25, 2018).
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In response to sanctions Russian groups have moved to delist from western
bourses and move assets back to Russia. Over the past four years since sanctions were
implemented Russia has diversified their supplier base, supplanting the European Union
and the United States with China and other Asian suppliers.

Russian imports from the European Union have declined by a CAGR of 11.7%
from $118 billion to $81.2 billion from 2014 (when sanctions were first implemented) to
2017. In contrast Russian imports from China have barely declined by 1.7% from $50.9

billion to $48.4 billion from 2014 to 2017.

Table 28. Russia’s imports from Europe during the sanction period

Figures in USD billion 2014 2017  CAGR (2014-17)
European Union 118.1 81.2 -11.7%
Top 10 EU countries

Germany 32.9 22.7 -11.6%
Italy 12.7 9.9 -8.1%
France 10.6 9.1 -4.7%
Poland 7.1 4.7 -12.9%
Finland 4.6 3.4 -9.4%
United Kingdom 7.8 4.0 -19.7%
Netherlands 53 3.6 -11.5%
Belgium 3.6 2.2 -15.3%
Hungary 2.7 2.1 -9.2%
Spain 4.3 3.1 -10.8%

Source. Author’s estimate, Trademap'¥’

149 Trademap. “query: Total — All products,”. 2018.
https://trademap.org/Country SelProductCountry TS.aspxnvpm=1|643|||TOTAL]||]2|1|1]
12|1]2|1]1 (accessed July 20, 2018).
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Table 29. Russia’s imports from Top 10 countries during the sanctions period

Figures in USD billion 2014 2017 CAGR (2014-17)
World 286.6 228.2 -7.3%
China 50.9 48.4 -1.7%
Germany 32.9 22.7 -11.6%
United States of America 18.6 12.6 -12.2%
Belarus 12.3 10.7 -4.6%
ltaly 12.7 9.9 -8.1%
France 10.6 9.1 -4.7%
Japan 10.9 7.8 -10.7%
Korea, Republic of 9.0 6.9 -8.3%
Ukraine 10.7 4.9 -22.8%
Poland 7.1 4.7 -12.9%

Source: Trademap

Russia has countered western sanctions in various ways, including by
significantly reducing their holdings of United States Government securities, the current
holdings at $9.7 billion are at their lowest level since 2011.Further, Russia has moved to
dilute Western sanctions on other nations, constantly supporting Syria and taking steps to
help Iran avoid sanctions by masking Iranian Oil as Russian Oil. This would have the

effect of diluting American interests in the region!>°.

130 Katrina Manson, David Sheppard. "US fears Russia will help Iran evade oil
sanctions." FT.com. October 21, 2018. HTTPS://ON.FT.COM/2SOHGFH (accessed October 25,
2018).
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Figure 31. Russia’s holding of total US Long-term securities ($ million)

H. The Grain Revolution

Russia is today a grain powerhouse. It is the number three producer of wheat,
second to China and India, however Russia it produces a surplus well in excess of its
consumption, and, thus exports. In 2008, Russia produced 8% of world wheat production
(declining temporarily to roughly 5% of production in 2010 due to draughts), but has

since increased dramatically through an improvement in yields.

Table 30. Top wheat producers by nation'?

S1U.S. Department of the Treasury. “Resource Centre. 2018,”
https://www.treasury.gov/resource-center/data-chart-center/tic/Pages/ticsec2.aspx (accessed
October 24, 2018).

132 FAO 2017 http://www.fao.org/faostat/en/#data/FBS
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Wheat production by Country (tonnes) 2001 2010 2016
Top 10 producers as % of world production

China 16.0% 18.0% 17.6%
India 11.8% 12.6% 12.5%
Russian Federation 8.0% 6.5% 9.8%
United States of America 9.0% 9.4% 8.4%
Canada 3.5% 3.6% 4.1%
France 5.4% 6.0% 3.9%
Ukraine 3.6% 2.6% 3.5%
Pakistan 3.2% 3.6% 3.5%
Germany 3.9% 3.7% 3.3%
Australia 3.8% 3.4% 3.0%
Top 10 68.2% 69.5% 69.4%
World less top 10 31.8% 30.5% 30.6%

I. Expansion Potential

The illustration below highlights the importance of a healthy grains sector in the
context of export revenues. !> Russia has the potential to expand exports from current
levels, driven by yields improvements increasing quantity, and selling at prices lower

than most competitors.

Table 31A. Russian wheat data 1992 to 2017

153 (Melendez-Ortiz 2012 )
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Figures in million tonnes 1992 2001 2008 2009 2010 2011 012 2013 2014 2015 2016 2017
Area Harvested (Mn HA) [1] 24.3 22.8 26.1 26.6 21.6 248 213 234 239 259 27.3
% growth 7.0% 10.9% 22% -187% 14.8% -14.3% 98% 23% 82% 5.6%
% of world area harvested 11% 11% 12% 12% 10% 11% 10% 1% 11% 12% 12%
Yield (tonne/ha) 1.903 2.058 2446 2318 1.918 2265 1.773 2229 2498 2383 2.684
% growth 27.5% 16.4% 5.2% -17.3% 18.1% -21.7% 257% 121% -4.4% 12.4%
% of world average yield 7% 8% 8% 8% 6% 7% 6% 7% 8% 7% 8%
RUSSIA - DEMAND // SUPPLY
Opening stocks 7.9 1.5 1.8 25 3.0 2.7 10.9 3.0 75 10.0 14.0
Production (Mn tonnes) 46.2 47.0 63.8 61.7 415 56.2 37.7 521 59.7 61.8 73.3 80e
% growth 36.4% 29.2% -32% -32.8% 355% -329% 38.1% 14.6% 3.5% 18.6%
% of world production 8% 8% 9% 9% 6% 8% 6% 7% 8% 8% 10%
Production by type of wheat 2]
Class 3 16.2 16.5 22.4 21.7 14.6 19.8 18.2 195 200 216 15.9
Class 4 18.3 18.6 25.2 244 16.4 22.3 11.0 19.0 248 265 35.1
Class 5 10.4 10.5 14.3 13.8 9.3 12.6 7.4 119 134 119 20.5
Others (no details available) 1.3 1.3 1.8 1.7 1.2 1.6 1.1 1.7 1.5 1.8 1.8
Class 3 as % of production 35% 35% 35% 35% 35% 35%  48% 37% 33%  35% 22%
Class 4 as % of production 40% 40% 40% 40% 40% 40% 29% 36% 42%  43% 48%
Class 5 as % of production 22% 22% 22% 22% 22% 22%  20% 23%  22%  19% 28%
Others as % of production 3% 3% 3% 3% 3% 3% 3% 3% 3% 3% 2%
Import (Mn tonnes) 17.6 0.9 0.2 0.1 0.1 0.1 0.4 0.9 0.4 0.4 0.6 0.3
Total supply (Mn tonnes) 71.6 49.4 65.8 64.3 44.6 59.1 49.0 56.0 67.6 722 87.8
Rusian Total Export 0.0 1.6 11.7 16.8 11.8 15.2 16.1 13.8 221 212 253  33.0
% Year's Production 3.5% 184% 27.2% 28.5% 27.0% 42.7% 26.5% 37.1% 34.4% 34.6%
% of Russian Total Supply (Includes Storage) 33% 17.8% 262% 26.5% 25.7% 32.8% 24.6% 32.7% 29.4% 288%
% YoY grow th 290.4%  -18.9% 43.5% -29.6% 28.2% 59% -14.2%  60.5% -4.1% 19.3%  30.4%
% of world export 0% 1% 9% 11% 8% 10% 10% 8% 13% 12% 14% 19%
Russian Export to MENA 0.5 7.7 12.0 9.5 10.8 12.7 8.1 145 128 144 185
% of Russia's total export 29% 65% 71% 80% 71% 79% 59% 66% 60% 57% 56%
% of MENA's Import (FAO) 2% 19% 27% 23% 25% 24% 16% 25% 27% 29% 53%
% of MENA's Import (Trademap) 2% 22% 37% 28% 29% 32% 27% 36% 44% 39% 54%
Consumption Utilization /3] 62.6 46.2 51.6 44.4 30.1 329 299 347 355 370 40.0
% growth 25.8% 49.3% -13.9% -32.3% 9.4% -9.1% 16.0% 23% 4.2% 81%
% of Supply 87% 94% 78% 69% 67% 56%  61% 62% 52% 51% 46%

Source: Author’s estimate, FAO, Trademap

The table above illustrates the trend of production and yield in the Russian grain sector.

Table 31. Type of Wheat Produced By Protein

Wheat type: 5 grades of w heat in Russia

1st class 14.5 protein / 32 % w et gluten
2nd class 13.5 protein / 28 % w et gluten
3rd class 12.5 protein / 23 % w et gluten
4th class. 11 protein / 18 % w et gluten

5th class. Feed w heat. No min protein/gluten

Class 3 wheat is well suited for international markets and is used for breads. Class 4
wheat is very well suited for flat breads and pastries found in many Middle Eastern diet.
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Russia’s production wheat has a range of qualities with varying protein content.
On average, more than seventy percent of Russian wheat production is oriented toward
class 3 and class 4 wheat. Winter wheat is higher yielding, has higher protein and is
more suited to baking. Winter wheat has recently surpassed spring wheat production as a
result of technologies, fertilizers, and storage improvement, should lead to improvements
in the quality of Russian wheat.

The large harvests from 2015 through 2017 created surpluses stressing the
capacity of Russia’s agricultural infrastructure. According to Dr. Stephen Wegren,
agriculture Minister Tkachev explained a shift in policy towards surpluses, away from
state purchases since storage facilities were already full.!>* The minister emphasized
exports should become a priority, requiring increased investments in logistical
infrastructure such train cars to transport grain to ports.'>> The surpluses of 2017
hindered the financial condition of farms as they could not get product to market, thus the
government responded with “fundamental reforms.”!® In order to alleviate the immediate
delivery, the government subsidized the transport of grain to ports for export. “In late
December 2017, the government allocated RUB3 billion to subsidize the transport of
more than three million tonnes of grain for export from 13 regions in central and eastern
Russia, and this subsidy will extend through June 2018.”'%7 Russia’s grain export in

December 2017 exceeded five million tonnes, a record for that period. High levels of

154 “Minsel’khoz reshit problem eksporta zerna,” November 24, 2017,
http://kvedomosti.ru/news/minselxoz-reshit-problemu-eksporta-zerna.html.

155 S. K. Wegren 2018, “Ekonomicheskie posledstviia bol’shogo urozhaia,” Sel’skaia
zhizn’, October 19-25, 2017, 8-10.

136 S. K. Wegren 2018, Ekspert, “Rynok zerna trebuet perestroiki,” October 26, 2017,
www.agromedia.ru (accessed October 26, 2017).

ST USDA Foreign Agricultural Service (Moscow), “Decree on Grain Transportation
Subsidies,” GAIN Report RS1801, January 10, 2018, gain.fas.usda.gov
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grain export continued the remainder of the winter months. Russia’s agricultural
production in 2015, 2016 and 2017 exceeded the value of arms sales, a historically

important export.

J. Market Pricing

Russian wheat is priced competitively and when coupled with its market share,
the basis for market price setting power emerges. In early 2016 for example, 12.5 per
cent protein milling wheat was being offered at US$160-170 per tonne, roughly a 30%
discount to the European competitors, a price that then increased with the market.
Russia harvest is earlier than most markets, and thus has become a price-setter
internationally. The supply chain costs are estimated at US$34 per tonne, and farm gate
production costs are estimated at roughly US$85 per tonne. The Russian Ruble (RUB)
depreciated by about 50 per cent against the USD and the Euro since 2014. Russia’s
grain price is helped by this devaluation, as local costs are reduced and foreign currency

revenues are received in sales.
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Figure 32. Russian Wheat Prices 2016/17 2017/18 '8
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Figure 33. Top wheat customers 2018 '*°

1) Post 2010 Ban Customer Mix Shift

158 Tgor Pavenskiy, Agroinvestor July 4th, 2018 http://www.agroinvestor.ru/rating/article/30049-
top-30-eksporterov-zerna/

159 (Pavenskiy 2018 )
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Export ban and the reshuffling of Russia’s export market: Export ban by Russia
led to significant reshuffling in the list of Russia’s large export country markets. While
Egypt and Turkey remained the large export country markets for Russian wheat, several
other countries, which were earlier high export markets in 2009 were no longer in the list
in 2010 and in subsequent years. Russia’s export to Syria'®® declined from 1.4 million
tonnes in 2009 to 0.3 million tonnes in 2010 and declined further till 2017. Wheat export
to Libya declined from 0.7 million tonnes in 2009 to 0.4 million tonnes in 2010 and has
remained lower than 2009 level. Russia reduced wheat export to Pakistan from 0.7
million tonnes to zero. However, several new countries have appeared in the list of
Russia’s large wheat export country markets. Bangladesh, which was 12 largest wheat
export market, is now the 3™ largest market. Nigeria, Sudan and UAE, which were not
there among the top 15 large export markets now, come as 6™, 4™ and 9 on the list based

on 2017 wheat export.

Table 32. Russia’s export country markets

160 Calendar year export figures sourced from FAO are not comparable to USDA’s
marketing year data. For analyzing cross country trade we have used FAO’s calendar year data.
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Ranking

Russia's wheat export to the country (million tonnes)

Country 2009 2017 2005 2009 2010 2011 2012 2015 2016 2017
Russia's wheat

Production 47.6 61.7 415 56.2 37.7 61.8 73.3
Utilization 37.9 44.4 30.1 32.9 29.9 36.6 35.7

Export 10.3 16.8 11.8 15.2 16.1 21.2 25.3 33.0
Russia's Export markets

MENA 6.1 12.0 9.5 10.8 12.7 12.8 14.4 18.5
Egypt 1 1 2.9 4.9 4.8 4.8 52 4.5 5.8 7.8
Turkey 2 2 0.0 2.2 1.5 2.1 2.7 3.1 2.6 34
Syrian Arab Republic 3 - 0.2 1.4 0.3 0.1 0.0 0.1 0.0 0.2
Libya 4 - 0.1 0.7 0.4 0.3 0.6 0.4 0.3 0.3
Pakistan 5 0.3 0.7 0.0 0.0 0.0 0.0 0.0 0.0
Azerbaijan 6 7 0.8 0.7 0.1 0.3 0.3 1.2 1.1 1.2
Iran (Islamic Republic of) 7 - 0.1 0.6 0.3 0.0 1.0 1.5 0.7 0.2
Israel 8 14 0.3 0.5 0.4 0.5 0.6 0.4 0.5 0.6
Georgia 9 - 0.6 0.5 0.4 0.3 0.4 0.5 0.5 0.5
Yemen 10 5 0.7 0.4 0.4 0.6 0.7 0.7 0.9 1.4
Bangladesh 12 3 0.5 0.4 0.1 0.1 0.0 0.9 1.9 1.9
Lebanon 14 10 0.3 0.3 0.2 0.2 0.2 0.4 0.7 0.9
Indonesia 15 8 0.1 0.2 0.1 0.0 0.0 0.2 0.2 1.2
Nigeria - 6 0.0 0.0 0.0 0.0 0.1 0.9 1.4 1.4
Sudan - 4 0.0 0.0 0.0 0.0 0.2 0.3 0.9 1.5
United Arab Emirates - 9 0.1 0.1 0.1 0.2 0.1 0.4 0.4 1.0

Source: Author’s estimates, FAO’%, Trademap’%’

Ranking is based on volume of export, — means the country was not among the large 15
export market in that year;

61 Food and Agriculture Organization of the United Nations, “Food Balance Sheets,”

Accessed July 25, 2018
/62 Trade Map, “query: product 1001 wheat and meslin,” Accessed July 20, 2018
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The Sector in Context '3

Russia is one of the largest countries in the world, positioned between the
populations of Europe, Asia, and the Middle East. Russia has population of 140 million,
with roughly 7% of workforce age. The geographical mix of population is roughly 70%
urban and 30% rural. It is highly heterogeneous, with 27 languages spoken across over
160 ethnicities, although its population is dominated by the Russian people, an ethnicity
with origins from the plains of northern Europe. Russian is its official language and
represents roughly 80% of its people.

Russia is governed according to a Federal system, with a Supreme Court, an
elected upper and lower congress.. The head of state, and elected leader of the ruling
political party, is the president Vladimir Putin, the previous prime minister and three-term
(18-year) president. It ranks 135 out of 167 on the EIU’s democracy index for 2017.

Agriculture still employs roughly 6.7% of the population, and importantly, over
an estimated half of the rural populations. '%* It is growing, and can be lucrative. The
wheat trade alone, this study’s primary focus, generates foreign currency revenues from

exports.'®  Through management and investment, the sector has the potential for

163 a Agricultural raw materials exports, % of merchandise exports, b Cereal yield (Hg
thousands/ha), ¢ Agricultural value added as a % GDP; US' 2017 figure for agricultural value
added not available, we used 2016 figures, d Employment in agriculture (% total employment), f
Russia's export figure for 1995 is not available, we used 1996 figure, g France's export figure for
2017 is not available, we used 2016 figure; Source: World Bank Development Online Indicators.
http://databank.worldbank.org/data/reports.aspx?source=world-development-indicators#

164 (Dmitri Rylko 2005)

165 The export revenues have been distorted since 2007 due to a series of national export
bans affecting certain seasonal harvests (Government of the Russian Federation 2011)
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profitability that should trend at international levels of 15% of sales; today it is primarily
loss making in aggregate.'®

The Russian agriculture sector consists of several products, but in the context of
export, is mainly weighted towards wheat grain production. And although agriculture is
a negligible part of Russian GDP,, wheat grain export is growing significantly. Wheat
export has grown 60% since 2013 and is the fastest growing area of Russia’s export
basket.

Russian farming today operates at roughly on third western levels of efficiencies
and the room for expansion is large. Cereal yields, producing on average 26.5
hectagrams per thousand ha (HG(k/ha)) versus the US at 70.2(HG(k/ha)) are low.
Profitability at the production unit level must improve to galvanize interest in the sector.
This will require investments in infrastructure and technology, but also investment in the
rural community through education, healthcare, and basic community development. The
sector’s 6.7 percent of national employment represents a decline from 14.5 percent in
2000. It is estimated that only 1 out of 6 children stays on their rural lands.!¢” These
rural populations have an important influence on national politics, as the agricultural
regions represent the majority of Russian states.!6®

Grain production and export growth driven by yield improvement should attract
greater infrastructure investments and drive grain volumes to use train transport in
coming years. Expectations are that grain will be reliable source of revenues as surplus

continues and domestic consumption has been stable to declining. Total wheat utilization

1% (United Grain Corporation 2010)

197 Sagaydak, Alexander; Lukyanchikova, Anna, Development of Agricultural Land in
the Russian Federation. 2011, p. 3.

168 Leonard. Agrarian Reform in Russia, 2011.
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in Russia stood at 35.7 million tonnes in 2016. According to International Grains Council
(IGC), food use of wheat was 13 million tonnes and accounted for 36.4%. Feed,
industrial, seed and other use of wheat stood at 13 million tonnes, 1.8 million tonnes, 7.7
million tonnes and 0.2 million tonnes and accounted for 36.4%, 5%, 21.6% and 0.6% of
the total wheat consumption in Russia. ' Total domestic wheat grain consumption
maintain at 40 million tonnes or below over the last 15 years. Wheat for human
consumption and animal feed has also remained relatively stable.!”® The change in
consumers’ diet to proteins as incomes rises and animal proteins become more available;
this will not have an impact of wheat consumption. Russian livestock herds have
declined, potentially reducing further demands on wheat.!”! As production increases the

surplus is directed for export.

Table 33. Stable domestic demand for wheat

!9 International Grains Council, “Supply & Demand,” Accessed October 19, 2018.

170 Rosstat, Osnovye pokazateli sel’skogo khoziaistva v 2016 (Moscow: Rosstat, 2017),
20.

171 Compare data from Rosstat, Sel’skoe khoziaistvo, okhota i okhotnich’e khoziaistvo,
lesovodstvo v Rossii 2015 (Moscow: Rosstat, 2015), 91, and Rosstat, Osnovye pokazateli
sel’skogo khoziaistva v 2016, 15.
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Figures in million tonnes 1992 2002 2012 2013 2014 2015 2016 2017
Area Harvested (Mn HA) (1] 24.3 245 213 234 239 259 27.3
Yield (tonne/ha) 1.903 2.068 1.773 2.229 2.498 2.388 2.684

Production (Mn tonnes) 46.2 50.6 37.7 52.1 59.7 61.8 73.3 80e
% growth 7.7% -329% 38.1% 14.6% 3.5% 18.6%
Consumption Utilization /3] 62.6 35.9 29.9 347 355 37.0 40.0
% of Supply 87% 69% 61% 62% 52% 51% 46%
>Feed 34.7 9.5 3.3 8.1 8.3 8.7 9.4
% of utilization 55.4% 26.5% 11.0% 23.5%} 23.5% 23.5% 23.5%
>Seed 6.4 5.8 6.5 6.5 6.6 6.9 7.5
% of utilization 10.2% 16.0% 21.8% 18.7%| 18.7% 18.7% 18.7%
> Losses 0.7 0.4 0.2 0.4 0.4 0.4 0.5
% of utilization 1.1% 1.0% 0.8% 1.1%¢) 1.1% 1.1% 1.1%
>Food 19.2 19.4 19.2 18.7f 1941 19.9 21.6
% of utilization 30.7% 54.1% 64.1% 53.9%! 53.9% 53.9% 53.9%
>Processing and other use 1.6 0.8 0.7 1.0 1.0 1.0 1.1
% of utilization 25% 23% 23% 28%{ 28% 28% 2.8%
Closing Stock [4] 9.0 6.2 3.0 75 10.0 14.0 22.5
End stock to Use ratio 14.4% 17.3% 10.1% 21.7% 28.2% 37.7% 56.2%

Source: Author’s estimate, FAO. FAO data is more comprehensive and differs slightly from IGC data.

139




Farming Composition
The Russian farm composition is characterized into three categories; Agricultural
Holding organizations or corporate farms (AO), small enterprises /individual producers
(PP), and family farms / household plots (HH). AOs refer to large collective and state
farms in the Soviet Era, and after privatization efforts in the 1990’s, were legally

reorganized and turned over to their farmers and pensioners.

Production Processing

Aeroholdi 47% - Agroheldings are mostly vertically
groholdings — 47%

integrated (transport, mills, ports, Domestic consumption —
Family Farms — 42% storage, exporting) bread, animal feed
Small Enterprises — 9% - Small producers sell to processors Exports — Egypt, Turkey,
or traders Yemen & Iran

Vulnerabilities

Climate Logistics Policy & trade bans Inflation
A

Figure 34. Production to Consumption; Wheat Value Chain

According to the RussStat, there were approximately 48,000 agricultural
organizations in 2007, with an average of 4,000 ha for large operators and roughly 1,200
for the smaller AO’s. 72 AO’s covered roughly 80 percent of total farmed land, and
produce 85 percent of today’s grains. According to a study conducted in 2005, AO’s
have attracted significant outside investment capital, termed “agro-holdings”, or non-

agricultural operators (NAO’s), that “bring with them the means to overcome market and

172 OECD, Policies In Emerging Economies, 2009, p. 164.
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institutional imperfections ... (and) limitations in human and physical capital... NAO’s
vary considerably in their origin, structure, and economic objectives...it is impossible to
document the full extent of this development...since no comprehensive survey of NAO’s
exist.” 173

The other participants, peasant producers (PP) had average plot sizes of 50 ha,
were commercially oriented like AO’s, producing 14.4 percent of grains on roughly 15
percent of the land. These farms totaled roughly 285,000 in 2007, and are the equivalent
of family farms, where one family is the sole owner of land that was parceled off from a
previously state-owned farm. Household farms totaled 22.8 million with an average size

of 0.4 ha. These farms are producing for household consumption needs. These were

typically farms allotted to workers after privatization.

Table 34. Agricultural production by types of enterprises

Agricultural production [at actual prices; billion RUB] Share of enterprises in total agri production

1992 2000 2005 2010 2014 2015 2016 _1992 2000 2005 2010 2014 2015 2016

Enterprises of all types
Agricultural production 2,700.0 742.4 1,380.9 2,587.8 4,319.1 5,165.7 5,626.0
Crop-growing 1,300.0 394.7 669.8 1,191.5 2,222.5 2,791.4 3,170.5
Animal husbandry 1,400.0 347.7 711.1 1,396.3 2,096.6 2,374.3 2,455.5

Agricultural enterprises Agricultural enterprises
Agricultural production 1,800.0 335.6 615.6 1,150.0 2,139.0 2,658.0 2,970.5 67% 45% 45% 44% 50% 51% 53%
Crop-growing 900.0 189.0 294.4 4859 974.1 1,307.2 1,573.5 69% 48% 44% 41% 44% 47% 50%
Animal husbandry 900.0 146.6 321.2 664.1 1,164.9 1,350.8 1,397.0 64% 42% 45% 48% 56% 57% 57%
Household enterprises Household enterprises
Agricultural production 900.0 383.2 681.0 1,250.4 1,750.3 1,932.7 1,953.3 33% 52% 49% 48% 41% 37% 35%
Crop-growing 400.0 188.5 3114 5721 917.9 1,024.2 1,019.8 31% 48% 46% 48% 41% 37% 32%
Animal husbandry 500.0 194.7 369.6 678.3 8324 908.5 933.5 36% 56% 52% 49% 40% 38% 38%
Peasant (farm) enterprises Peasant (farm) enterprises [1
Agricultural production 30.0 23.6 84.3 187.4 4298 5750 702.2 1% 3% 6% 7% 10% 11% 12%
Crop-growing 20.0 17.2 64.0 133.5 330.5 460.0 577.2 2% 4% 10% 11% 15% 16% 18%

Animal husbandry 10.0 6.4 20.3 53.9 99.3 115.0 125.0 1% 2% 3% 4% 5% 5% 5%
Peasant farms include individual entrepreneurs; Source: Author’s estimates, ROSSTAT

173 Dmitri Rylko, Robert Jolly, Russia's New Agricultural Operators: Their Emergence,
Growth and Impact 2005, p.115, 119
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Although the agricultural landscape is highly fragmented, several AO’s are
consolidating according to the Black Earth Farming management, creating large,
vertically integrated operators managing, production and processing, and covering
hundreds of thousands of hectares.!”* Profitability of these operators varies, and even in
the case of Black Earth Farming, returns begin after 3 to 4 years of investments, factoring
in normalized weather and crop cycles.!”” Much of this consolidation has occurred
through acquisition of bankrupt AO’s. Agricultural bankruptcies represented 20 percent
of the nation’s total bankruptcies in 2003.!7¢ By 2008, 82 percent of farms were
technically bankrupt based on tax arrears and social deductions!”’. The period of 2008 to
2010, the economic situation worsened at each level of the agricultural vertical, from the
farm to the grain logistics vertical. The estimates vary, but are significant enough to
provide the opening for greater state involvement in the sector. The financial problem
was exacerbated through a government ban on wheat export, enacted in the interest of
national food security. The sole permissible buyer of the season’s wheat bound for
export was the State, but at below market prices. !’® UGC implemented the purchases.
The loss of profit affected producers, but also the logistics providers since they typically

contract as a percentage of product revenues. 7’

174 According to information from Black Earth Farming, the largest vertically integrated
operators control 500-650 thousand ha.

175 The crop cycle is tabled in the appendix.

176 Yastrebova, Nonpayments, Bankruptcy and Government Support in Russian
Agriculture 2005, p. 129.

177 Leonard, Agrarian Reform in Russia, 2011.

178 Roughly $185/ton vs. $250/ton in the export market; Discussed below.

179 (1. Gorst 2011)
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We observe a gradual increase in contribution of Agricultural enterprises in total
agricultural production post 2000 with emergence of a few large agri businesses.!*’. In
2015 there were 285,000 private farms, which generally have between 10 and 100
hectares, but there are 40 large agri-businesses in Russia with over 100,000 hectares of
land.'®" This productivity is a positive for Moscow’s initiatives. A sound agriculture
policy is an important source of the state’s legitimacy. It provides food security to the
broad population while also provides a source of rural job creation and helps manage

demographics, as rural migration is hard to reverse.!®?

%0 ROSSTAT, “Russia in figures 2017,”: 245/513

11 Still, Swithun. Russian wheat: the new reference for cash wheat worldwide.
Speeches/presentation, Solaris Commodities SA, 2017.

182 (Bassou 2016)
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Growth Potential From Yield

Russia’s wheat yield has increased by 93.2% from 16.2k hg/ha in 2000/01 to

31.3k hg/ha. I estimate that is Russia’s wheat yield further rises to the level of the western

average of 70.5k hg/ha and the utilization declines to the normalized level of 37.6 million

tonnes, Russia would monopolize the global wheat export market with over 88% market

share. Russia’s revenue from wheat export would increase from $5.8 billion in 2017/18 to

~$31.6 billion in 2018/19.

Wheat yield of the United States of America stood at 35.4k hg/ha in 2016, 13.1%

higher than Russia’s wheat yield of 31.3k hg/ha in 2017/18. Hypothetically, if Russia’s

yield increases to the level of the United States of America, it’s export would increase

from 36 million tonnes in 2017/18 to 58.7 million tonnes in 2018/19. Russia’s share in

global wheat market would increase from 20.8% in 2017/18 to 33.7% in 2018/19 and be

able to monopolize the global wheat market.

Table 35: Forecast Growth from Yield to Western Average

Figures in million tonnes 2000/01 2009/10 2010/11 2016/17 2017/18 2018/19 2019/20 2020/21 2021/22 2022/23
Harvested area (mn ha) 21.3 28.7 26.6 27.0 27.2 27.2 27.2 27.2 27.2 27.2
% growth 7.7% -7.3% 5.6% 0.7%
Yield (‘000 hg/ha) 16.2 21.5 15.6 26.9 31.3 70.5 70.5 70.5 70.5 70.5
% growth -10.1% -27.5% 12.5% 16.4% 125.5%
Production 34.5 61.7 41.5 72.5 85.0 191.7 191.7 191.7 191.7 191.7
% of global production 9.0% 6.5% 9.7% 114% 259% 25.4% 25.0% 24.7% 24.3%
Utilization 36.5 41.2 38.6 40.0 45.0 37.6 37.6 37.6 37.6 37.6
% of Russia's production  105.8% 66.8% 93.0% 55.2% 52.9% 19.6% 19.6% 19.6% 19.6% 19.6%
% of world production 6.0% 6.0% 5.3% 6.0% 5.1% 5.0% 4.9% 4.8% 4.8%
Export_Russia 0.6 18.0 4.0 27.8 36.0E 154.1 154.1 154.1 154.1 154.1}
% of world export 12.2% 27% 151% 20.8%  88.4% 87.6% 86.7% 86.0% 84.9%
Export revenue (USD billion) 2.8 2.1 4.2 5.8 31.6 31.6 31.6 31.6 31.6
% change -3.9% -24.8% 6.8% 37.4% 445.7%

Source: Author’s estimate, FAO, USDA, IGC
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The analysis forecasts Russian production yields should they reach 70 min tonnes hg per

ha. Export revenue holding prices constant are 6 x increase.

Table 36: Forecast Growth from Yield to U.S. Average

Figures in million tonnes 2000/01 2009/10 2010/11 2016/17 2017/18 2018/19 2019/20 2020/21 2021/22 2022/23
Harvested area (mn ha) 21.3 28.7 26.6 27.0 27.2 27.2 27.2 27.2 27.2 27.2
% growth 7.7% -7.3% 5.6% 0.7%
Yield (‘000 hg/ha) 16.2 21.5 15.6 26.9 31.3 35.4 35.4 35.4 35.4 35.4
% growth -10.1% -27.5% 12.5% 16.4% 13.2%
Production 34.5 61.7 41.5 72.5 85.0 96.3 96.3 96.3 96.3 96.3
% of global production 9.0% 6.5% 9.7% 11.4% 13.0% 12.7% 12.6% 12.4% 12.2%
Utilization 36.5 41.2 38.6 40.0 45.0 37.6 37.6 37.6 37.6 37.6
% of Russia's production  105.8% 66.8% 93.0% 55.2% 52.9% 39.0% 39.0% 39.0% 39.0% 39.0%
% of world production 6.0% 6.0% 5.3% 6.0% 51% 5.0% 4.9% 4.8% 4.8%
Export_Russia 0.6 18.0 4.0 27.8 36.0§ 58.7 58.7 58.7 58.7 58.7
% of world export 12.2% 27% 151% 20.8% 33.7% 33.4% 33.0% 32.7% 32.3%
Export revenue (USD billion) 2.8 2.1 4.2 5.8 12.0 12.0 12.0 12.0 12.0
% change -3.9% -24.8% 6.8% 37.4% 107.9%

Source: Author’s estimate, FAO, USDA, IGC

The analysis forecasts Russian production yields should they reach 35 min tonnes hg per
ha. Export revenue holding prices constant are 2.3 x increase.
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Growth Potential from Arable land

Russia has the largest land mass in the world, the largest available agricultural
land in the world, a quarter of the world’s fresh water, and significant natural
resources.'83  Its footprint covers 1.7b ha of land. It is estimated that 23 percent, or
400m ha, of the land can be converted into agriculture uses broadly defined.
Approximately half or 222m ha (13%) is available for farming currently, and includes a
combination of cropland, idle land, hay fields, and pastures.!®* Historically Russia’s
arable lands used in past production have been estimated to cover 150m ha at various
periods of time. At the peak of agricultural production in the 1970s for example, 127m
ha of land was farmed, producing roughly 100 million tonnes of grain; roughly the same
level was achieved in 2008 with half the land used. Today’s estimates of available land
for farming Russia suggest 116 mln hectares (ha.) of total arable land is functionally
available to be farmed. This is in areas with less than 25 persons per kilometer, and
within 6km of transportation infrastructure.'®> Of this, roughly half, or 60m ha, are
estimated to be planted today, and an estimated 40m lie fallow and is quite suitable for

wheat production..!®® The Russian grain production today is harvested across roughly 27

183 Agricultural land values in Russia are $500/ha compared to $10,000/ha in the US.
Appendix table.

184 The Swedish Company “Black Earth Farming”, operating in the Russian agriculture
sector, has stated that its best, most fertile land in the black earth region of Western Russia was
never historically farmed due to dense ground cover that complicated clearing, and could only be
efficiently removed with the modern tractors and equipment available today.

185 This includes unpaved roads, paved roads, and railroad lines. Deninger, Klaus, Rising
Global Interest in Farmland, 2011, p. 83

186 Sagaydak, Alexander; Lukyanchikova, Anna, Development of Agricultural Land in
the Russian Federation ,2011
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million hectares of land (mn HA), a slight increased from the 24 mn HA planted in 1992.
While crop expansion on to this fallow land will depend on the economic viability, the

opportunity is compelling.

The potential for the agricultural sector is significant in the years’ ahead.
“Russia is trying to increase the amount of arable and cultivated land through reclamation
(repairing and building dams to prevent flooding), expanding irrigation, and preventing
soil erosion. In 2017, the federal government spent just over RUB11 billion on land
reclamation and plans the same level for 2018.”!37 “The government has also attempted
to bring abandoned and unused agricultural land into production. In 2017, 650,000
hectares of previously unused land were brought into production.”!8

Russia is divided into eight regions (districts) with arable lands in the southern
and western part of the country. North and Eastern regions are not suitable for agriculture
(due to the cold weather). The key districts of high agricultural production are Central,
South and Volga™ (Figure 30&31). Wheat, barley, maize, soybeans and rice are the key

grains grown in Russia. The total production of these grains in Russia in 2016 was 110.8

million tonnes and this was cultivated on 40.5 million hectares of land.

187°S. K. Wegren 2018, “Minsel’khoz Rossii: v 2018 godu na razvitie melioratsii
vydeleno 11.3 mlrd rublei,” January 30, 2018, www.mcx.ru (accessed January 30, 2018).

188 S. K. Wegren 2018. For years, it had been estimated that Russia had about 40 million
hectares of unused agricultural land, but the 2016 agricultural census discovered the true number
was closer to 97 million hectares, an amount that exceeds all cultivated land presently in
production. Of the 40 million hectares, however, Russian experts estimate that only about 5
million hectares could be used effectively and have a significant economic benefit. Ekaterina
Diatlovskaia, “V 2017 godu v sel’khozoborot vozvrashcheno 650 tysiach gektarov zemel’,”
http://www.agroinvestor.ru/analytics/news/29148-v-selkhozoborot-vozvrashcheno-650-tysyach-
gektarov/.

189 Ross Kingwell, Chris Carter, Peter Elliott, Peter White, “Russia’s wheat industry:
Implication for Australia,” AEGIC : 37/104
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Table 37. Zones and their agricultural production

Central North West  South North-Caucasian _ Volga Ural Siberian Far East

Total area (million sq km) 650.2 1,687.0 447.9 170.4 1,037.0 1,818.5 5,145.0 6,169.3
Gross regional product (RUB billion) 22,713.9 6,790.2 4,590.6 1,704.3 9,916.0 8,980.4 6,752.0 3,549.6
Agricultural production (RUB billion) 1,417.4 2421 1,027.4 452.3 1,307.4  329.9 672.9 177.7
Production as % of gross regional product 6% 4% 22% 27% 13% 4% 10% 5%

Source: Author’s estimates, ROSSTAT/#
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Figure 35. Arable land in Russia
Today grain production is in the southern regions in close road freight proximity
to Black Sea grain ports. These Black Sea ports can serve the wheat importing needs of
Turkey, the Middle East and North Africa (MENA) at significant cost advantages to
many European exporters. Russia’s weather can be problematic, with severe droughts in

2012 and 2010 slowing production, however due to the breadth of growing territory,

0 ROSSTAT, “Russia in figures 2017,”: 41/513
I Ross Kingwell, Chris Carter, Peter Elliott, Peter White. “Russia’s wheat industry:
Implications for Australia". Sydney: Australian Export Grain Innovation Centre (AEGIC), 2016.
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Russia has broad production diversification when compared to Europe. ' According to
the United Grain Corporation, one of the Russian government’s aspirational targets is to
grow its wheat production incrementally by as much as 25 million metric tonnes over the

next decade.

In Summary; Are Crises Induced Reforms Sustainable?

The evidence for crisis induced economic policy reforms is strongest when both
inflation and output declines are present'®*. In the case of Russian agriculture, 2008
financial crisis and draught provided these macro-economic circumstances. The Russian
grain production crisis and government responses during the period of UGC’s formation
and development present the state as a strategic operator balancing national sovereignty,
food security, and economic policy serving a broad base of Russia’s voting base. On a
very high level therefore, UGC’s formation appears well intended to serve the public
good through the mix of decrees, laws, and general trade regulations. It is too premature
to determine the longer effects of UGC and the policy mix on the sector and the people of
Russia. Further, the nation’s commitment to import substitution will be challenged
should the exchange rate or the price of oil change against its favor. The free float of the
ruble may challenge a rise in the price of oil and work to reduce the grain sector’s
comparative advantage. Nevertheless, the government has the clear intention changing

the way Russia integrates globally, boosting the domestic economy while maintaining

192 (Kingwell 2016)
193 Drazerly, Allen; Easterly, William, Do Crisis Induce Reform? Simple Empirical Tests
of Conventional Wisdom 2001, 129
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national security within its resource constraints. The authorities appear to follow a
familiar path in centrally planned economic policy; using an external crisis to implement
a preconceived and sensible agenda, rewarding loyal insiders, and improving a strategic

position for the state in an area with long-term consequence.
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Chapter V

MENA: The largest and most strategic export market

MENA is the largest market for wheat exporters. The region imported 36.5
million tonnes of wheat in 2016 and consumed 19.9% of the total global wheat export.
Russia was the largest provider of wheat to the region at 31.2%, a figure similar to the

European Union.

Table 38. Suppliers of Wheat to MENA (Middle East and North Africa)

In tonnes

Import by MENA AS PERCENT OF TOTAL WHEAT IMPORT

Exporters 2001 2008 2012 2013 2014 2015 2016 2017
World

World (less intra-region sale)

World less top 10 13% 27% 25% 24% 26% 23% 19% 11%
European Union 31% 37% 25% 41% 42% 49% 47% 30%

Top Countries

World

Russian Federation 1.6% 14.7% 23.9% 15.6% 18.4% 17.6% 20.6% 31.2%
Ukraine 20% 45% 9.8% 45% 62% 6.6% 9.3% 13.1%
France 13.1% 16.9% 13.1% 24.9% 19.7% 20.2% 18.7% 12.0%
Canada 16.0% 9.2% 6.6% 7.8% 81% 82% 7.6% 6.7%
Romania 1.1% 1.2% 1.1% 2.0% 26% 28% 93% 6.6%
United States of America 19.2% 106% 53% 81% 1.9% 3.4% 42% 6.1%
Argentina 82% 31% 4.8% 02% 0.0% 0.2% 0.8% 6.0%
Australia 16.4% 3.2% 57% 6.5% 72% 55% 22% 2.7%
Germany 95% 7.3% 28% 46% 73% 9.7% 53% 25%
Lithuania 02% 2.0% 1.4% 15% 24% 22% 27% 22%
Poland 0.0% 01% 05% 1.2% 42% 3.6% 1.6% 1.8%

Source: Author’s estimate, FAO, Trademap, RossStat
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Further a lack of democracy increases risks, as Nobel laureate Amartya Sen said
"No famine has ever taken place in the history of the world in a functioning democracy”
because democratic governments "have to win elections and face public criticism, and

have strong incentive to undertake measures to avert famines and other catastrophes.”!**

-
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Source: Duke Minerva

Figure 36. MENA and Russia: A Dependent Existence

The fragility of the relationship with Russia supplying the significant majority of
MENA’s wheat needs is highlighted in red in the chart above. Firstly, the low cost
Russian product provides solace to MENA with limited storage capacity, government
procurement processes that are slow to adapt to supply chain disruptions, and limited

currency reserves to purchase product at higher prices should a shortage exist.

194 Massing, Michael. "Does Democracy Avert Famine?" www.nytimes.com. March 1,
2003. https://www.nytimes.com/2003/03/01/arts/does-democracy-avert-famine.html (accessed
October 28, 2018).
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In 2016, MENA region aggregate self-sufficiency was at 57.9%, in contrast to
Russia where this was 205%. MENA self-sufficiency ratios are also partly an outcome of
having significantly lower arable land than the global average. MENA's arable land

accounted for 7.1% of the total land area as compared to 16.6% for the United States.!*>

RICE WHEAT
+102% +112% +204%

B Large losers (trade balance worsening > 1% 2005 GDP)
Moderate losers (trade balance worsening < 1% 2005 GDP)
M Moderate gainers (trade balance improving < 1% 2005 GDP)
W Large gainers (irade balance improving > 1% 20056 GDP)
No data SOURCE: The World Bank
Crop Prospects and Food Situation, April 2008 FAO.
Source: Duke SSRI Report’?

Figure 37. Impact of Food Price Increases on Trade balance (2007-2008)

The figure above and on the following page illustrates food security showing that
most MENA countries are in the ‘Acute’ category.'®” Food security is defined as total
exports divided by food imports and food production per capita. The low risk area is

defined as having one or both measure above global average, moderate risk is defined as

% World Bank Data. "World Development Indicators". n.d. (accessed July 25, 2018).

196 Ghada Ahmed, Danny Hamrick and Gary Gereffi. Shifting Governance Structures in
the Wheat Value Chain: Implications for Food Security in the Middle East and North Africa.
Durham: Duke Social Science Research Institute (SSRI), 2014. 5/28

197 (Ghada Ahmed 2014)
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having one or both below global average and acute risk is defined as one or both

measures less than 50% the global average,

Resource-Poor Resource-Rich Resource-Rich
Labor Abundant Labor Abundant Labor Importing
Comoros Yemen
Djibouti Syria Bahrain

Mauritania Kuwait
Somalia Oman
West Bank and Gaza Qatar
Saudi Arabia
United Arab Emirates
Israel+
Acute Food Insecurity Moderate Food Insecurity Low Food Insecurity

Source: Duke SSRI Report/*

Figure 38. MENA level typology and level of food security

Egypt, Algeria, Turkey and Morocco are the largest country importers of wheat in
the MENA region. Among the OPEC members, Algeria is the largest wheat importer. In
2017, Russia emerged as the largest country seller of wheat to MENA. Of the MENA’s
total wheat import of 34.4 million tonnes in 2017, Russia had the highest share of 31.1%
at 10.7 million tonnes. Countries like Egypt and Turkey imported 60.6% and 58.7% of

their total wheat from Russia in 2017. European Union was the second largest exporter to

19 Ghada Ahmed, Danny Hamrick and Gary Gereffi. Shifting Governance Structures in
the Wheat Value Chain: Implications for Food Security in the Middle East and North Africa.
Durham: Duke Social Science Research Institute (SSRI), 2014. 5/28
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the MENA. Ukraine, France and Canada are the other largest country sellers of wheat to

MENA

Table 39. Customers MENA (Middle East and North Africa)

PERCENTAGES BASED ON QUANTITY (TONNES)

Countries/regions 2001 2008 2013 2014 2015 2016 2017
MENA 29.2% 654% 59.1% 65.6% 60.1% 57.0% 56.0%
Individual countries

Egypt 1.8% 26.4% 15.7% 18.3% 21.4% 23.0% 23.7%
Turkey 0.0% 12.7% 17.9% 19.9% 14.7% 10.5% 10.4%
Sudan 0.0% 00% 25% 39% 1.6% 34% 4.4%
Yemen 0.0% 27% 58% 44% 32% 35% 4.3%
United Arab Emirates 00% 1.0% 15% 21% 1.9% 1.5% 2.9%
Lebanon 09% 15% 13% 07% 1.7% 28% 2.9%
Israel 95% 14% 3.0% 22% 1.8% 20% 1.8%
Oman 00% 00% 08% 12% 11% 07% 1.1%
Libya 0.0% 20% 27% 18% 19% 1.1% 0.9%
Morocco 6.2% 05% 00% 15% 01% 29% 0.9%
Tunisia 14% 26% 09% 05% 04% 05% 0.8%
Iran (Islamic Republic of) 00% 46% 50% 62% 72% 29% 0.5%
Syrian Arab Republic 00% 38% 00% 01% 05% 0.1% 0.5%
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Table 40. Wheat import by MENA countries

Figures in '000 tonnes
Egypt

Algeria

Turkey

Morocco

Israel

Ethiopia

Saudi Arabia

Jordan

Oman

Lebanon

Kuwait

Djibouti

Bahrain

Malta

Iran (Islamic Republic of)
Iraq

Libya

Qatar

Sudan

Syrian Arab Republic
Tunisia

United Arab Emirates
Yemen

Source: Author’s estimates, Trademap

2001
4,412.9
4,538.0

346.8
3,375.6
1,319.3

762.7

0.6

583.0

289.3

369.0

179.3

3.4
60.0
38.8
6,439.0
0.0

0.0
51.7
0.0

1.7
1,454.3
0.0

0.0

2005
5,687.8
5,685.2

135.6
2,636.9
1,097.6

862.1
1.7
583.9
121.4
402.6
0.0
179.0
83.3
299
116.6
0.0
0.0
59.1
0.0

191.7
1,132.9
1,678.4
2,883.7

2010
9,926.6
5,232.4
2,654.2
3,236.6
1,710.0
1,048.7
1,618.6

489.6
246.3
506.2
181.7
110.4
88.1
33.0
869.1
0.0
1,059.2
138.9
0.0
1,101.0
1,914.9
0.0
2,654.9

2017
10,744.9
8,079.2
4,990.9
3,630.0
1,701.6
1,076.9
1,024.8
902.5
673.5
581.9
484.0
351.7
105.6
36.8
0.0

0.0

0.0

0.0

0.0

0.0

0.0

0.0

0.0

% import from Russia

2001
0.4%
2.9%
20.0%
2.7%
3.1%
0.0%
0.0%
0.0%
0.0%
2.4%
0.0%
na
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
na
0.0%
1.1%
0.0%
0.0%

2005
40.6%
12.2%
37.7%
17.2%

4.2%

0.0%

0.0%
22.2%

0.0%
80.6%

0.0%

na

9.2%

0.0%
70.2%

0.0%

0.0%

0.0%

na
60.1%
20.4%

0.9%

32.7%

2010
32.9%
0.1%
56.1%
0.2%
2.0%
3.7%
0.0%
62.5%
0.0%
39.9%
0.0%
na
0.0%
0.0%
14.5%
0.0%
17.1%
0.0%
na
44.3%
6.7%
0.0%
16.7%

2017
60.6%
0.0%
58.7%
9.8%
24.1%
8.6%
0.0%
3.4%
26.4%
35.4%
0.0%
na
0.0%
0.0%
0.0%
0.0%
0.0%
62.1%
na
0.0%
6.8%
0.0%
0.0%

This table details the large increases in Russian wheat imported from Egypt, Qatar and
Oman, while a large decrease from Jordan. Tunisia’s latest figure on % import from

Russia are of 2016,

The MENA nations have several common attributes; their governing regimes are

susceptible to food shortages as wheat procurement policies are generally centrally

administered; they have a fast growing, relatively uneducated youth population living in

cities, and consuming more per capita on food staples (mainly wheat) than the rest of the

world; they also are net food (wheat) importers; they are also highly corrupt. These
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countries have the structural fabric most likely to trigger insurgencies, civil wars, and
internal conflicts in general. Ireferenced the statistical research above illustrating the
relationship of rapid wheat price changes to incite revolution. Russia is positioned to
impact the availability and pricing of wheat based on its market position. Is this a tool to
influence cooperation from its southern energy export neighbors? I discuss these

relationships through observations in the section below.
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The Oil, Arms and Wheat Mix

The importance of Agriculture in geopolitics has grown and no product
encapsulates this more than wheat and no regions are more at the forefront of these trends
than Russia and MENA. In this section I examine why the existence of certain factors
make regions and countries vulnerable to disruption: generally in the choice of trade
partners and specifically in determining capital flow and investments. There is a strategic
interplay between Russia’s export basket of oil and gas, arms and agriculture. Russia is
well positioned in the coming decades to have significant influence on geopolitical
outcomes.

The importance of Russia has grown due to its military and resource base. Russia
is the world’s largest producer of crude oil, producing 10.55 million barrels a day or
13.1% of global production, followed by Saudi Arabia that produces 10.46 million
barrels a day or 13% of global production and the United States that produces 8.85
million barrels a day or 11% of global production.!®® However unlike the other producers
of crude oil, Russia and the United States are also major producers of agriculture
products, with Russia having the world’s third largest area of arable, bettered only by the

United States and India who have 152 million hectares and 156 million hectares of arable

19 Central Intelligence Agency. The World Factbook. n.d.
https://www.cia.gov/library/publications/the-world-factbook/rankorder/224 1rank.html (accessed
October 23, 2018).
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land respectively.?’ Russia is also the world’s second largest arms exporter having

exported a combined total of $13.1 billion for 2016 and 2017. The United States is the

world’s largest arms exporter having exported a combined total of $22.7 billion for 2016

and 2017.2%!

There is an understated link between arms exports and wheat exports. A country

that imports arms from Russia also prefers to import more wheat from Russia. Similarly,

a country that imports arms from the USA prefers to import more wheat from the USA.

Egypt imported 23.5% of its total wheat imports from Russia between 2013-17, whereas,

the share of the USA in Egypt’s wheat imports was 2.3%. Similarly Egypt imported

21.2% of its total arms imports from Russia between 2013-17, whereas, the share of the

USA in Egypt’s arms imports was 0%. A similar trend is seen with Saudi Arabia, Egypt

and Indonesia. Different countries within the MENA region tend to have strategic

relationships that determine from where they import wheat 2.

Table 41. Wheat Procurement through the MENA region

Arms import Wheat import
USD million Share of Russia Share of USA Million tonnes Share of Russia Share of USA

2008-12 2013-17_2008-12 2013-17 2008-12 2013-17 2008-12 2013-17 2008-12 2013-17 2008-12 2013-17
India 14,608 18,048 78.7% 62.3% 2.8% 14.7% 0.4 7.8 54.2% 6.5% 0.0% 0.0%
Saudi Arabia 4,553 14,805 0.0% 0.0% 36.0% 60.8% 7.5 11.4 3.2% 0.0% 11.9% 1.1%
Egypt 2,089 6,573 41.1% 21.2% 0.0% 0.0% 49.3 40.8 29.2% 23.5% 12.5% 2.3%
UAE 4,219 6,370 13.8% 1.4% 71.3% 58.0% 6.5 6.7 0.8% 18.5% 137.9% 1.9%
China 7,113 5,786 68.4% 65.1% 0.0% 0.0% 13.2 20.1 0.0% 0.1% 12.2% 38.3%
Australia 5,172 5,559 0.0% 0.0% 75.6% 60.6% 2.4 4.2 na na na na
Algeria 5371 5415 929% 59.4% 0.4% 0.4% 31.1 38.5 0.2% 0.2% 3.3% 4.2%
Iraq 2,260 4,928 10.8% 21.8% 74.0% 55.5% 13.2 6.8 0.0% 0.7% 0.0% 0.0%
Pakistan 6,518 4,147 1.9% 57% 31.0% 11.6% 5.0 1.1 22.9% 34.2% 5.6% 0.0%
Indonesia 1,373 4,014 34.7% 10.1% 3.6% 16.3% 25.8 43.6 1.7% 4.5% 14.6% 9.1%

20 Food and Agriculture Organization of the United Nations. "FAOSTAT Land Use".
n.d. http://www.fao.org/faostat/en/#data/RL (accessed October 23, 2018).

201 STPRI. "SIPRI: IMPORTER/EXPORTER TIV TABLES". n.d.
http://armstrade.sipri.org/armstrade/page/values.php (accessed October 23, 218).

202 Ghada Ahmed, Danny Hamrick and Gary Gereffi. Shifting Governance Structures in
the Wheat Value Chain: Implications for Food Security in the Middle East and North Africa.
Durham: Duke Social Science Research Institute (SSRI), 2014. 5/28
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Source: Author’s estimate, Trademap, SIPRI

The table below outlines certain of these relationships through the lens of the full

Russian merchandise trade export basket of Energy, Arms and Wheat. Saudi Arabia and

the UAE are clear stand outs with the least reliance on Russia. Oman is newly reliant in

Russian wheat.

Table 42. The Export Basket; Interplay between Energy, Arms and Wheat

Wheat self Wheat import, % wheat import Energy export, Energy export,  Share of World Russia's share of
sufficiency % _ % of utilization from Russia __% total export % of GDP arms imports arms imports _ Democracy
2001 2016 2001 2016 2001 2017 2001 2017 2001 2017 2008-12 2013-17 2008-12 2013-17 _Index 2017

MENA 66.0 57.9 30.2% 35.6% 1.6% 31.2% 55.0% 35.4% 12.5% 9.1%

Egypt 52.2 441 36.9% 527% 0.4% 60.6% 40.5% 19.5% 1.7% 2.2% 1.6% 4.5% 41.1% 21.2% 130
Algeria 298 244 66.3% 80.8% 29% 0.0% 24.4% 46.2% 8.5% 9.5% 41% 3.7% 92.9% 59.4% 128
Turkey 94.8 101.0 1.7% 24.5% 20.0% 58.7% 4.5% 3.4% 0.7% 0.6% 31% 24% 0.8% 0.0% 100
Morocco 525 277 53.4% 36.9% 27% 9.8% 4.2% 0.9% 0.8% 0.2% 2.0% 09% 1.0% 0.0% 101
Yemen 70 7.4 na 95.8% 4.9% 22.0% na na 0.0% na 0.3% 0.0% 23.3% 0.0% 156
Sudan na 49.2 na 0.0% na na na na na na 0.5% 0.3% 36.9% 27.3% 155
United Arab Emirates 0.0 0.0 0.0% 0.0% 0.0% 0.0% na na 0.0% na 3.2% 4.4% 13.8% 1.4% 147
Tunisia 473 340 615% 00% 1.1% 6.8% 9.2% na 2.8% na 0.0% 02% 0.0% 0.0% 69
Israel 87 89 727% 90.4% 3.1% 24.1% 0.0% 1.5% 0.0% 0.2% 08% 1.7% 0.0% 0.0% 30
Ethiopia 643 875 30.7% 20.8% 0.0% 8.6% 0.0% 0.0% na na 0.2% 0.1% 16.7%  0.0% 129
Libya na na na na na 17.1% na na 0.0% 0.0% 0.1% 0.1% 17.9% 33.0% 154
Saudi Arabia 101.8 26.0 0.0% 34.8% 0.0% 0.0% 88.3% 77.4% 32.5% 24.9% 34% 102% 0.0% 0.0% 159
Jordan 28 28 84.7% 81.6% 0.0% 3.4% 0.0% 0.1% na na 0.7% 0.8% 25.6%  0.0% 117
Oman 1.2 1.0 241.1% 248.0% 0.0% 26.4% 80.6% 72.4% 45.9% 28.9% 03% 1.7% 0.0% 0.0% 143
Lebanon 266 182 70.4% 71.8% 2.4% 35.4% 0.2% 1.3% 0.0% 0.1% 0.1% 0.1% 0.0% 0.0% 104
Kuwait 0.2 0.0 93.9% 1251% 0.0% 0.0% 92.4% 90.5% 42.8% 41.3% 0.2% 1.0% 41.6% 3.3% 119
Iraq 249 394 0.0% 0.0% 0.0% 0.0% na na na na 1.7% 3.4% 10.8% 21.8% 112
Djibouti 0.0 0.0 5.4% 297.2% 0.0% 0.0% na na na na 0.0% 0.0% 0.0% 0.0% 145
Syrian Arab Republic na na na na 0.0% 0.0% 77.4% na 76.3% na 1.1% 0.3% 64.8% 90.5% 166
Iran (Islamic Republic of)  60.9 76.1 41.5% 0.0% 0.0% 0.0% 852% 53.1% 16.1% 12.8% 0.3% 0.3% 31.9% 9%4.1% 150
Bahrain na na na na 0.0% 0.0% 66.3% na 41.0% na 0.1% 0.1% 0.0% 0.0% 146
Qatar na na na na 0.0% 62.1% 92.4% na 56.4% 27.9% 0.6% 15% 0.0% 0.2% 133
Malta 155 176 626% 40.5% 0.0% 0.0% 0.0% 9.0% 0.0% 1.8% 0.0% 0.0% 0.0% 0.0% 17

Source: Author’s estimate, FAO, Trademap, SIPRI203

Russia’s relevant export basket; Share of world arms import and Russia’s share of arms
import by country are based on SIPRI Trend Indicator Values (T1Vs) expressed in
millions; Wheat import as % of utilization for Yemen is for 2015; Wheat import as % of

203 SIPRI. "Trends In International Arms Transfers”. 2017,
https://www.sipri.org/sites/default/files/2018-03/fssipri_at2017_0.pdf (accessed October 22,

2018).
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Russia for Yemen is for 2004 and 2015. Wheat import as % of Russia for Libya is for
2010. Wheat import as % of Russia for Qatar is for 2016. MENA: Middle East North

Africa and Turkey in this table.

Russia ability to exploit the fragility of the grain trade has increased with its

market power. The tables above and below detail the relationships among Russia’s

principal merchandise trade export basket of arms and energy through the lens of the

wheat trade. Saudi Arabia an oil exporter is highly reliant on wheat imports, yet imports

nothing from Russia. This is similar to Turkey. Whereas Egyptian imports from Russia

has increased of recent to 60% of their imports. At the same period, Egyptian purchases

of Russian arms have decreased from 40% to 20% during the regime change.

How Russian wheat’s strategic position is used for broader national geo-political

ambitions is yet to be fully understood, but what is clear is that the wheat trade and the

state agent United Grain Corporation (UGC) will serve as in the equation previously

missing in the Russian agricultural policy puzzle. This critical element appears to

solidify the importance of Russian agricultural competitiveness this century ahead.

Table 43. Wheat relationships with Arms Trade

Arms import Russia's share

Wheat import Russia's share Self Annual average Russia's wheat, %  Arms
Country ('000 tonnes) in wheat import_sufficiency consumption  of consumption imported from Russia in arms import
Georgia 11,260 39.8% 14.3% 904.6 31.0% 621.0
Moldova 222 471%  182.4% 682.1 1.0% na
Ukraine 3,893 27.8%  221.2% 12,053.4 0.6% 19.0
The Baltics 5,039 5.3% 375.5% 1,580.2 1.1% 906.0
Belarus 2,886 36.6% 95.3% 1,931.4 3.4% 791.0
Turkey 47,904 55.6%  101.0% 18,930.9 8.8% 11,993.0
Iran 46,539 7.5% 76.1% 14,192.1 1.5% 3,005.0

Source: Author’s estimate, FAO, SIPRI, Trademap

Wheat and arms imports are total import for the period 2001 to 2017
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Russia is the world’s second largest arms exporter having exported a combined
total of $13.1 billion*** for 2016 and 2017. The United States is the world’s largest arms
exporter having exported a combined total of $22.7 billion for 2016 and 2017%%. Russia’s
share in global arms export stood at 22% for the period 2013-17, slightly lower than 26%
during 2008-12. The share of the United States increased from 30% in 2008-12 to 34% in
2013-17 (Figure 39). Other large exporters of arms include France, Germany, China and

United Kingdom with their share in global arms exports of 6.7%, 5.8%, 5.7% and 4.8%,

respectively.
Per cent . )
Share of Main clients (share of exporter’s total exports, %),
o change from ST
arms exports (%) 2008-12 to -
Exporter 2013-17 2008-12 2013-17° 1st 2nd 3rd
1 United States 34 30 25 Saudi Arabia (I18) UAE (7.9) Australia (6.7)
2 Russia 22 26 -7.1 India (35) China (12) Viet Nam (10)
3 France 6.7 58 27 Egypt (25) China (8.6) India (8.5)
4 Germany 58 7.4 -14 South Korea (14) Greece (11) Israel (8.7)
5 China LR 4.6 38 Pakistan (35) Bangladesh (19) Algeria (10)
6 United Kingdom 4.8 3.8 37 Saudi Arabia (49) Oman (14) Indonesia (9.9)
7 Spain 2.9 29 12 Australia (34) Turkey (14) Saudi Arabia (8.3)
8 Israel 2.9 21 55 India (49) Azerbaijan (13) Viet Nam (6.3)
9 TItaly 2.5 24 13 UAE (12) Turkey (10) Algeria (9.9)
10 Netherlands 2.1 2.1 14 Jordan (15) Indonesia (15) USA (11)

Source: SIPRI?

Figure 39. Top arms exporters

India, Saudi Arabia, Egypt, UAE, China, Australia, Algeria, Iraq, Pakistan and

Indonesia were the top 10 arms importers during 2013-17. India’s total arms import stood

204 Based on SIPRI Trend Indicator Values (TIVs)

205 STPRI. "SIPRI: IMPORTER/EXPORTER TIV TABLES". n.d.
http://armstrade.sipri.org/armstrade/page/values.php (accessed October 23, 218).

206 pieter D. Wezeman, Aude Fleurant, Alexandra Kuimova, Nan Tian and Siemon T.
Wezeman. Trends in International arms transfers 2017. Sweden: SIPRI, 2018.: 2/12
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at $18.0 billion of which 62.3% were imported from Russia. Share of USA in India’s
total arms import stood relatively lower at 14.7%. Saudi Arabia is the second largest arms
importers at $14.8 billion with 60.8% share of USA in its total import. Russia’s share in
Saudi Arabia’s arms import was negligible. Egypt, the third largest arms importer,
imported 21.2% of its arms from Russia. UAE, the fourth largest arms importer, imported
merely 1.4% of its arms from Russia and 58% from USA (Figure 40).

Oil and gas are the most significant export commodities for Russia economically
and geopolitically. Gazprom is the world’s largest natural gas provider producing 17%
(18tn cubic feet) of world supply. Western Europe relies on Russia’s fuel, satisfying an
estimated 40% of its consumption. The backdrop against the Nord Stream 2 pipeline is
lightly explored in this research below. Its development is significant. Nord Stream 2
increases Russia’s hold on the supply of natural gas to Europe. There is a bi-partisan
consensus in the United States that Russia will seek to monopolize gas supplies to Europe
and once it establishes market dominance, and that Russia will seek to use its influence
for political gains, as it has done in the past.?"’

President Trump’s comments of European dependence relate to Germany’s use of
Russian gas primarily for its combined cycle electricity production. Europe’s natural gas
needs are purchased under mostly long term contracts. Gazprom'’s significance is both as
a revenue source for the government, and as a tool of political influence.

According to the Economist Magazine as of 2013, Gazprom has been used as a

foreign policy tool on 55 occasions to influence its neighbors on a variety matters,

27 K oranyi, David. “The trojan horse of russian gas,” foreignpolicy.com, February 15,
2018. HTTPS://FOREIGNPOLICY.COM/2018/02/15/THE-TROJAN-HORSE-OF-RUSSIAN-
GAS/ (accessed October 24, 2018)
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including trade relations. The Russian state simply cuts gas supply, usually in the winter.
This has impacted most former Soviet bloc states such as Ukraine, Poland, Belarus,
Romania and Bulgaria, typically as they increased their ties with Western Europe. This is
usually done under the cover of market pricing principles. Putin however has personally
and explicitly cut off gas supplies to Georgia, Belarus, Moldova and the Ukraine “during
political rows.”2%

Gazprom’s profits and future however are under pressure. According to the
Economist Magazine, Gazprom “profits get lost... due to corruption and inefficiency.” It
is suffering from years of underinvestment. It is estimated the country must invest $730
billion by 2035 to maintain its output. Most near and dear is potential competition in its
key markets of Europe. New gas supplies have allowed EU customers to begin switching
from long term, fixed price contracts, to spot pricing, set by the current market. Spot
prices have been trending lower as new supplies from North America come to market.
This is mainly as a result of fracking technologies and the delivery of gas in liquefied
form for ease of transport. According to Citigroup research, “every drop in European gas

prices of $1 per million British thermal units (BTUs) reduces Gazprom’s profit by $4

billion.””?%?

208 “Gazprom, Russia’s Wounded Giant,” Economist, March 23, 2013: 53.
209 “Gazprom, Russia’s Wounded Giant,” 50.
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Figure 40. Natural Gas Prices to Europe: U.S. LNG vs Russian Pipeline Costs

According to Dr. Thierry Bros at the Oxford Institute for Energy Studies,
liquefied natural gas (LNG) prices in Europe declined as seen in yellow, as a
consequence of U.S. LNG oversupply being sold to Europe in red. This European price
is above the U.S. market spot prices seen in HH dark blue above.?!” The European market
is based on longer-term contracts setting prices, primarily from Gazprom. This U.S.
LNG was sold in Europe market below their (marginal costs) full costs or production. In
addition to market forces, pipeline competition to Gazprom dominance is another driver
underpinning the hypothesis of this research. North America new supply is small relative
to potential gas pipelines from the Middle East completely bypassing Gazprom’s existing
network.

In 2004, Russia’s petrochemical export revenue was threatened. The prospect of
new gas pipeline projects directly competing with Russia’s supply into Europe began to

surface; the smallest project was from North Africa, with another two passing westward

210 The U.S. gas pricing is at the transparent Henry Hub (HH) market. Current HH spot
price levels illustrate the impact of shale gas production over the last 5 years.

166



from Syria into the Mediterranean having the capability to supply twice Russia’s
European export. These pipelines would have been devastating to Russian gas revenues
should they have been developed, offering Western Europe a real alternative to Russian
gas.

The largest example was a project was called “Nabucco “, sponsored by the
Europeans, and the second termed the “Persian Pipeline”, was sponsored by
Iran.According to BP, PLC in its 2006 annual report, the Nabucco project alone would
have almost doubled the gas supplied to Europe versus Gazprom. The pipeline’s design
could completely bypass Russia’s gas distribution network into Europe, the source of
40% of Russian oil and gas exports. Iran, a top ten grain importer, had announced its
interest in building a gas pipeline to serve Europe in 2009. This intended action
generated strong criticism from the Kremlin towards the Iranian government. Iran’s
intention to compete with the Russian state has the potential to escalate®!!.

These projects have since been cancelled due to a mix of changing project
economics and Russian policy pressures. I suggest traditional military and diplomatic
observable policies were complemented with a wheat grain export mechanism designed,
as necessary, to create instabilities caused by the supply disruption of wheat. I question
the “acute risks”, and related political uncertainty in key pipeline conduit zones sparked
by riots responding to wheat price increases successfully thwarted gas pipeline project

plans?

2! Kupchinsky, Gazprom Threaten the EU, Iran presents an alternative, EuroAsia
Monitor, 2009.
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While it is conjecture that Russian wheat intervention was used as leverage in a
policy mix delivered by the Kremlin to protect its gas export revenues, the broader
contextual framework offers pause for consideration. The wheat export restrictions of
2008 and then again in 2010 created wheat market shortages and price increases leading
to political unrest. These actions signaled to the markets a newly assigned investment
risk, while also applying domestic political pressures on MENA governments. The
attempt was a relatively low cost, market mechanism implemented under the auspices of
domestic food security. The market impact of these actions were well known to Russian
authorities.

There are further hints of turmoil on the horizon. According to Reuters, the
energy political divide beyond Iran is further evolving. The UAE has just announced
plans to build a pipeline to the North of Africa’s horn, linking with Eritrea and Ethiopia.
The UAE and Qatar have long-standing energy relations. They transport about 2 billion
cubic feet per day of natural gas from Qatar to the UAE for distribution in the Emirates
and Oman through an owned and operated natural gas pipeline called the Dolphin Gas
Project. Qatar as the largest producer and exporter of liquefied natural gas (LNG) in the
world and politically aligned with Turkey and Oman, who are opposed to Saudi Arabia
the largest exporter of crude oil and aligned with the UAE. ?!? The figure displays one
depiction of the proposed alternative pipelines which today are not viable due to mix of

risks including political instability in the conduit regions.

212 Obulutsa, UAE plans oil pipeline from Ethopia to Eritrea in Latest Horn of Africa
move, Reuters, 10 August 2018.
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Figure 41. Proposed Natural Gas Pipelines by Passing Gazprom

The instrument in understanding the policy design of Russia’s wheat as a tool for

strategic influence rests with the Statist architecture in the rapid formations of its grain

sector’s National Champion, the United Grain Corporation (UGC) reviewed in detail.
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Chapter VI.

United Grain Corporation

The “National Champion, the United Grain Corporation, was formed under
Medvedev’s Presidential Decree of 20 March 2009 No. 290, mandating the infrastructure
development of the grain market, the implementation of the export potential of Russian
grain on the world market, and the active conduct of trade and procurement activities on
the domestic grain market.?!* As a contribution to the charter capital, UGC were given
shares in 31 companies, located in 18 regions of the Russian Federation accomplished
through the enactment of laws and regulations used to confiscate, consolidate, and grow
assets forming this strategic grain cluster. (GrainUnitedCorp 2011). UGC’s formation
could have been a central and necessary part indicating a methodical crafting by the
Russian Government?!*. I explore how the policy implementation was permitted under
the country’s World Trade Organization membership arrangement. This appears to be a

somewhat neglected area of research in Russian foreign policy studies.

213 The first Chairman of Putin’s Gazprom was Medvedev.

214 The history of UGC dates back March 21, 2007 when The Food Market Regulatory
Agency was established to implement measures of state regulation of the grain market. The Food
Market Regulatory Agency OJSC was renamed as United Grain Company OJSC by the Decree of
the President of the Russian Federation of March 20, 2009 (No 290) with redefined priority
activities as to increase in the volume of purchases and sales of grain in the domestic market,
realization of the export potential of the Russian Federation and modernization and construction
of elevators and port terminals. !¢
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UGC Formation and the Study of Statism

The period surrounding UGC formation offers a window to view Russia’s state
planning apparatus in the creation of this “national champion” in grains UGC was
thoughtfully formed in advance of the international agreements preparing Russia’s
agriculture sector for WTO entry. The agricultural sector is large, highly fragmented,
both in farm production and in distribution logistics, has a legal and market structure
framework favorable to consolidation opportunities, inviting crony and condominium
practices in the area of state influence. The sector also needs significant new investment,
an estimated over $2.0bln of repair investments today, with considerable additional
capital to improve productivity.?!> Finally, the sector’s product is globally relevant and
essential for human sustenance and social order. It is a sector is a tool for domestic and
foreign policy. A functioning production and distribution infrastructure serves as a
complement to policies pursuing economic sovereignty and national security
complementing the military. We pursue this study from the perspective that a

functioning UGC matters, both to special interests, as well as to the masses.

UGC Financial Overview

United Grain Company (UGC), located in Moscow, is a private grain operator and
an agent for implementation of public procurement and commodity interventions in the

domestic grain market under the orders of the Ministry of Agriculture and the

215 (Toffe and Nefedova 2004)
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Government of the Russian Federation. It also performs the functions of organizing the

preservation of grain of the state intervention fund?'®.

Table 44. UGC’s summary of financials (in RUB million)

2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017
Revenue 2,356.4 4,998.7 1,142.4 9,444 28,996 31,213 25,664 18,645 17,319 12,113 16,216
% Growth 112.1% -77.1% 726.6% 207.0% 7.6% -17.8% -27.3% -7.1% -30.1% 33.9%
EBITDA 789.6 1,896.3 440.6 4784 1,854.4 1,460.9 6,340.7 461.2 2,532.9 1,534.8 3,321.0
% Margin 33.5% 37.9% 38.6% 5.1% 6.4% 4.7% 24.7% 2.5% 14.6% 12.7% 20.5%
% Growth 140.2% -76.8% 86% 287.6% -21.2% 334.0% -92.7% 449.2% -39.4% 116.4%
EPS, Continuing Ops 545 7962 30018  368.1 59 (280.9) (938) 396 1538 350 1306
% Growth 1360% 277% -88% -98% -4891% -67% -142%  288% -77% 273%

Source: Author’s estimate, UGC documents, Interfax News Service

The main body of UGC was created by combining under one holding company 31

logistics enterprises through the Federal Agency of Property Management.?!” UGC was

thus born as an integrated grain logistics provider with operating assets and an initial

scale sufficient enough to manage the growth of the country’s grain trade. The objective

was to achieve a large capacity of sales at costs lower than domestic rivals. “The

Russian government has been looking at reasserting its...role of directing agriculture and

has created the United Grain Corporation (UGC)?'®. After the 2010 crisis, UGC’s role

was expanded, and it became the vehicle for all future government grain intervention

(United Grain Corporation 2010, p.32).

216 United Grain Company. "About Company”. 2018.
http://www.oaoozk.com/obedinennaya-zernovaya-kompaniya.html (accessed July 20, 2018).

217 The formation companies included a regional diversification of grain infrastructure
companies (grain elevators, storage, and processing) with 3 export terminals and port facilities.
218 (New Zealand Trade and Enterprise 2011, 5)

172


http://www.oaoozk.com/obedinennaya-zernovaya-kompaniya.html

According to the UGC mandate “the company’s priorities are defined to increase
the purchase and sale of grain on the domestic market and increase the exports of grain,
and the modernization and construction of...(grain trade infrastructure,
including)...elevators and port terminals” (United Grain Corporation 2010, 18).

The United States Department of Agriculture commented that UGC amounted to
a form of “renationalization” of the country’s agricultural complex. UGC is not part of
academic research literature, but its influence on the global grain market is just becoming
apparent.

Today, UGC has seventeen elevators with grain storage capacity of 2.1 million
tonnes, two port elevators (port terminals at Novorossiysk and Kaliningrad) with
handling capacity of 6.1 million tonnes of grain per year and eight grain enterprises with
processing capacity of 1.2 million. Being an agent of the state, UGC has a unique

positioning on the global value chain towards the processing and marketing segments.
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Figure 42. Geographic locations of Key UGC Assets
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Table 45. UGC’s segment revenue details (in RUB million)

Segments 2015 2016 2017

AGENT

Net Sales 372.2 474.3 27.4% 387.7 -18.2%
Gross profit // gross profit margin 329.9 88.6% 474.3 100.0% 385.1  99.3%
EBITDA // EBITDA margin 4.7 1.3% 355.6  75.0% 291.7 75.2%
PORT TRANSSHIPMENT CARGOES

Net Sales 3,470.7 2,965.1 -14.6% 4,418.3 49.0%
Gross profit // gross profit margin 2,878.2 82.9% 2,277.6 76.8% 3,447.5 78.0%
EBITDA // EBITDA margin 2,051.2 59.1% 1,848.9 62.4% 29729 67.3%
TRADE AND TRANSPORT SERVICES

Net Sales 11,634.2 6,819.1 -41.4% 9,086.4 33.2%
Gross profit // gross profit margin 2,293.9 19.7% 601.6 8.8% 1,638.6 18.0%
EBITDA // EBITDA margin 869.2 7.5% 47.5 0.7%  214.9 2.4%
PRODUCTION

Net Sales 2,383.1 22224 -6.7% 1,828.3 -17.7%
Gross profit // gross profit margin 204.4 8.6% 139.0 6.3% 86.6 4.7%
EBITDA // EBITDA margin 126.6 5.3% -16.3  -0.7% 57.2 3.1%
OTHERS (including corporate)

Net Sales -540.9 -367.6 495.2

Gross profit // gross profit margin -750.3 -93.8 198.8

EBITDA // EBITDA margin -518.8 -700.9 -215.6

Source: Author’s estimate, UGC documents

UGC operates across four key segments with total revenues of RUB 16.2 billion
in Calendar Year (CY) 2017 reported. — Agent, Port transshipment cargoes, Trade and
transport services, production and others.

Trade and port transshipment segments are UGC’s main revenues contributors.
Trade and transport services segment and port transshipment cargoes segment had
revenues of RUB 9.1 billion and RUB 4.4 billion and accounted for 56% and 27% of
UGC’s consolidated sales in CY2017. The Agent segment’s contribution to consolidated

sales declined from 4% in CY2016 to 2% in CY2017 with segment revenue declining by
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18.2% from RUB 474.3 million to RUB 387.7 million during the same period.
Production segment revenues and its contribution to the UGC’s consolidated sales
continued to decline in the said period.

UGC’s managing the stocks with the Intervention Fund and future interventions
drive what is deemed Agent segment revenues. The Agent segment had revenues of RUB
372.2 million and RUB 474.3 million in CY2015 and CY2016 and as a percentage was
1.7% and 4.1% of the RUB 21.6 billion and RUB 11.5 billion intervention purchases
made during that period. There was no intervention sale/purchase carried out in CY2017
but UGC reported RUB 387.7 million of revenue under the agent segment. The decline in
Agent segment revenue could be due the absence of intervention sale/purchase in
CY2017. Though, UGC does not sub-divide agent segment revenue based on the services
it offers, this implies that UGC receives ~RUB 59.8 per tonne for managing stock in the
Intervention Fund assuming that CY2017 revenue was solely for managing stock.

Segment EBITDA stood at RUB 355.6 million and RUB 291.7 million for
CY2016 and CY2017 with the EBITDA margin remaining at ~75%.

According to the International Grains Council’s (IGC) projections, Russia’s wheat
production, utilization and export are likely to be 71.7 million tonnes, 41.9 million tonnes
and 34.5 million tonnes, respectively in Marketing Year July to June (MY)
MY2018/19%". Based on IGC’s forecast and my estimated closing stock of 15.3 million

tonnes in MY2017/18, wheat closing stock in MY2018/19 would be ~10.6 million

219 International Grains Council (IGC). “Five-year baseline projections of supply and
demand”. 2018. https://www.igc.int/en/markets/marketinfo-forecasts.aspx (accessed August 2,
2018).
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tonnes. Similarly, wheat closing stock in MY2019/20 and MY2020/21 would be 8.7

million tonnes and 8.8 million tonnes (Figure 36).

Agent segment revenues would depend on the average stock of grains (our

analysis is based on wheat though UGC stocks minor amounts of other commodities) in

the Intervention Fund and the implementation of intervention purchase/sale by UGC.

Commodity stocks with the intervention fund and future interventions would in turn

depend on production, utilization, export and targeted stock of wheat at the domestic

market place.

Table 46. IGC’s forecast of wheat production in Russia

RUSSIA INDUSTRY DATA[1, 2

Figures in million tonnes
Harvested area (Mn hectare)
Yield (‘000 hg/ha)
Production

Utilization

Export

Closing Stock
Stock @ market place
Stock @ intervention fund

End stock to Use ratio

Normalized utilization

Stock to use ratio on normali

2018/19 2019/20 2020/21 2021/22 2022/23
26.5 26.6 26.7 26.8 26.9
271 27.7 28.4 29.1 29.9
7.7 73.8 75.9 78.1 80.3
41.9 40.7 40.8 42.0 43.4
34.5 35.0 35.0 35.0 36.0
10.6 8.7 8.8 9.9 10.8
4.2 4.2 4.2 4.2 4.2
6.4 4.5 4.6 5.7 6.6

254% 21.4% 21.6%  23.6%  25.0%
37.6 37.6 37.6 37.6 37.6
28.3% 23.2% 23.5% 26.4% 28.8%

Source: Author’s estimate, International Grain Council, UGC
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Figure 43. Russia’s closing wheat stock and stock in Intervention fund

Russia wheat industry figures from 2000/01 to 2016/17 are sourced from each year's
Grain and Feed report of USDA, 2017/18 figures are based on USDA and IGC
estimates;
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Figure 44. Russia’s wheat closing stock to use ratio

Russia’s wheat closing stock ranged between 2 to 5 million tonnes (stock to use
ratio range: 4%-15% based on normalized utilization) from MY2000/01 to MY2007/08.
The band changed from 2008/09 onwards and closing stock ranged from 5 to 15 million
tonnes from MY2008/09 to MY2017/18 (Figure 49). Stock to use ratio ranged from
13.2% to 40.8% based on normalized utilization from MY2008/09 to MY2017/18.

Given that Russia's wheat closing stock to use ratio between MY2018/19 and
MY?2022/23 is estimated to be in the range of 21% to 26%, very much inside the range
maintained between MY2008/09 and MY2017/18, no major intervention through UGC is
expected in the next year. The volume of wheat stock in the Intervention Fund is
calculated as expected closing stock less targeted normalized stock at market place,

which we estimate to be ~4.2 million tonnes.
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Economic Model of a State National Champion

UGC generates significant revenue from managing several strategic elements of
the agricultural system including storage and transportation of grains. It participates
across the full spectrum of supply and demand in the Russian grain markets, earning fees
and commissions at each level. Additionally, it acts as an investor in the grain markets,
establishing speculative positions with intention of earning profits from directional price
swings. UGC is positioned to profit, and participates in each layer in the economic value
added chain, getting product from the farm to the market.

The UGC margins on operating business earnings, before interest costs and non-
cash charges such as amortization and depreciation (EBITDA) are of the strongest in the
agricultural industry of publicly reported corporations globally. The reported margins
were 20% for 2017 and average well over 15%. These compare to EBITDA margins of
Archer Daniels Midlands and Bunge Corporation for example of roughly 3%

respectively.

Table 47. UGC High Margins

EBITDA 2017 492 20.5%
(margin) 2016 22,7 12.7%

2015 37.5 14.6%
Average 11-15 10.6%
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The economic model of state enterprises rents for their activities is illustrated
below. Prices to the world are set at a higher rate than the local prices. The UGC

interventions are specifically designed to stabilize the domestic prices.

Average per unit costs,
prices and margins

International
margm

e Pﬁrm

On farm produchon costs

ey } Lo et s ro

I;Y—}‘ 4 4 Volume of sales

Source. World Bank?2°

Figure 45. The composition of an exporting state trading enterprise’s revenues

As the responsible actor in managing Russian domestic grain production and

export, UGC can exert influence both in the local price paid to the farmer, and the prices

220 Stephan von Cramon-Taubadel, Bernhard Briimmer. "A State Trading Enterprise for
Grains in Russia?".
http://documents.worldbank.org/curated/en/305821468092951763/pdf/459250ESWOWHhit1 10Fin
alOforOprinting.pdf, Washington DC: World Bank, 2009.
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settled in the world market with the control and availability Russian grain output. The
company is positioned to profit in the grain trade, while maintaining the interests of
national food security. Therefore, Russian government agriculture policy should be
examined understanding that the profitability of UGC is now included in the equation of
food self-sufficiency and production strength; a healthy farm producing sector equates to
a highly profitable UGC, thus setting additional incentives for the nation to become a
dominant supplier of grains to a developing world market. The research attempts to
determine whether policies responses, beginning in 2008, to exogenous events were
designed to position wheat as a strategic foreign policy tool utilizing the legalities and

nuances of the market and administrative system.

Reinvigorating a Capital Investment Program

UGC made no significant capital investment its initial 8 years from 2007 to 2015.
In 2015 this reversed, and UGC’s capital expenditure was significant at RUB 3.4 billion,
accounting for ~19.9% of yearly revenue. Of the total capital expenditure, ~NRUB 1.1
billion was spent on modernization of transshipment facilities and the construction of
new facilities as part of the modernization program for the terminal of PJSC NKHP
(Figure 52). In 2016, capital expenditure was slightly higher at RUB 3.9 billion of which
RUB 1.8 billion was spent on purchasing rolling stock, another RUB 1.8 billion was
spent on reconstruction of NKHP and RUB 266 million was spent on ‘others’. In 2017,

UGC incurred capital expenditure of RUB 3.0 billion of which RUB 1.6 billion was spent
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on purchasing rolling stock, RUB 1.0 billion sent on reconstruction of NKHP and RUB

429.5 million spent on ‘others’.

Table 48. UGC Capital Expenditures 2015-2017

Figures in RUB million 2015 2016 2017
Total Capex -3,449.2 -3,929.1 -3,039.4
% of sales -19.9% -32.4% -18.7%
Rolling stock -1,834.6 -1,587.5

% of revenue from trading -28.0% -17.5%
Reconstruction of NKHP, Krasnodar Territory -1,080.1 -1,828.2 -1,022.4
% of revenue from Port transshipment -31.1% 61.7% -23.1%
Others -2,369.1 -266.3 -429.5

Source: Author’s estimate, UGC documents

A. Port transshipment cargoes

Port transshipment cargoes segment saw cumulative capital expenditure of RUB
3.9 billion between 2015 and 2017 and accounted for 36% of the cumulative sales of
RUB 10.9 billion during that period. With higher investments, a 49% growth in segment
revenues from RUB 3.0 billion in CY2016 to RUB 4.4 billion in CY2017. Segment
EBITDA stood at RUB 1.8 billion and RUB 3.0 billion for CY2016 and CY2017 with
EBITDA margin remaining at ~62.4% and 67.3%, respectively. This growth was

significant.
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Figure 46. Port Throughput for Export Mix
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Figure 47. Port Throughput for Export Mix II

B. Wagon and Rail: Trade and transport services
Trade and transport services segment revenues to increase due to recent capital

expenditure in procuring rolling stock (wagons); the segment revenues increased by
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33.2% from RUB 6.8 billion in CY2016 to RUB 9.1 billion in CY2017. Increase in trade
and transport services segment revenues was led by 38.7% increase in trade related
revenue from RUB 6.5 billion in CY2016 to RUB 9.1 billion in CY2017. According to
CY2017 annual report, there was no transport service provided in 2017, which could be
because there was no intervention in CY2017?2!. In 2015 & 2016, UGC rendered
transportation and accompanying services for grain transportation of the Federal
Inventory Fund, provided by the Ministry of Agriculture within the framework of the
Government Decrees on support of flour producers in Moscow and the Moscow region.
Revenues from transport services were ~RUB 1.4 billion and RUB 269.4 million in
CY2015 and CY2016%*%.

In 2016 and 2017, for expanding trading activities and providing transportation
services to third parties, UGC acquired rolling stock consisting of hopper wagons for
grain transportation?”?. UGC ordered 1,500 grain hoppers in July 2016 for EUR 66
million?**. UGC's capital expenditure for rolling stock as reported in their IFRS accounts
were RUB 1.8 billion and RUB 1.6 billion in 2016 and 2017 (~EUR 20 million per year).
This implies that they are taking delivery of 500 hoppers every year and that capital
expenditure of RUB 1.5 billion would be incurred in 2018 for purchasing 500 more
wagons.

Incremental revenue from trade segment was RUB 2.5 billion in 2017, which

works out to be RUB 5.1 million per new wagon purchased (assuming all wagons

221 United Grain Company, 2017 Annual Report English Translated, 13/32.

222 United Grain Company, 2016 Annual Report English Translated, 10/17.

223 United Grain Company, 2017 Annual Report English Translated, 17/32.

224 railway-news.com. "United Wagon Co Supply Grain Hoppers". July 18, 2016.
https://railway-news.com/united-wagon-supply-grain-hoppers/ (accessed July 22, 2018).
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purchased at the end of the year). Accordingly, we expect yearly incremental revenue of
RUB 2.5 billion each in CY2018 and CY2019 due to procurement of new wagons (500
wagons per year) and expect segment revenue to grow by 27.9% to RUB 11.6 billion in

CY2018 and by 21.8% to RUB 14.2 billion in CY19.

C. Investment projects®?

Reconstruction of NKHP, Krasnodar Territory: The main port asset of UGC in the
Southern grain corridor is PJSC NKHP. UGC plans to scale up the transshipment
capacity of PJSC NKHP from 3.5 million tonnes to 6.1 million tonnes per year. The
completion of the project is scheduled for late 2018. UGC has made an investment of
RUB 3.9 billion on the project between 2015 and 2017.

Development of its own transport infrastructure: UGC aims to create transporting
capacity of 3 million tonnes of agricultural products per year through acquisition of 1,500
grain wagons and creation of a railway operator with a wagon fleet of 3,000 units of grain
carriers through a joint venture. Their own fleet of grain-carriages will serve the
Southern and Eastern grain corridors. UGC has made an investment of ~RUB 3.4 billion
and 1s expected to receive delivery of 1,000 wagons in 2018 and incur an additional
capital expenditure of RUB 1.5 billion for purchasing 500 more wagons.

Construction of a specialized grain terminal in the port of Zarubino, the Far East:

As part of the development of the Eastern Grain Corridor, the construction of the Far

225 United Grain Company (UGC). “Investment projects”. 2018.
http://www.oaoozk.com/investments/ (accessed July 20, 2018).
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Eastern Grain Terminal has begun, which would allow Russia to qualitatively increase
the volume of export supplies of cereals and their derivatives to the countries of the Asia-
Pacific region and to provide promising transit cargo flows of neighboring countries. The
project is to be completed in three stages. In stage 1 (2016-2020), in addition to design
and survey work, the facilities of the first start-up complex with a capacity of 3 million
tonnes of grain a year is to be constructed. The transshipment capacity is to be increased
to 10 million tonnes per year in stage 2 (2021-2023) and to 33.5 million tonnes per year
in stage 3.

Creation of grain cargo-forming hubs, Stavropol Territory: Grain cargo-forming
units (ZGFU) are designed to consolidate batches of grain supplied by road and send
cargo by rail trains in the direction of consumers - mainly, sea ports. Currently, JSC
Elevator has storage capacity of 137k tonnes, acceptance rate from vehicles of 3.5k
tonnes/day, shipment capacity of grain on the railway of 2.1k tonnes/day. New work
would include reconstruction of railway infrastructure, increasing capacity for shipment
by rail to 3.5k tonnes/day, increasing acceptance rate from vehicles to 6k tonnes/day and
construction of buffer tanks for shipment to the railway transport capacity of 16k tonnes.

Details of construction period and required capital expenditure have not been announced.

Ziyavudin Magomedov and the UGC “Sale”

Under conditions agreed for entry to the World Trade Organization, UGC

increased its share capital by 50% in a secondary offering via a closed bidding process.
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Press reports claim that the global major grain trading firms of Bunge and Louis Dreyfus
were participants. The Dagostan Oligarch Magomedev, through his Summa Group
holdings, won the UGC auction bid. Summa has no known experience in the sector, nor
the balance sheet capacity to meet over $2.0bln of near term investments according to the
FT. The offering was priced at 4x 2011 gross profit (approximately $200 million) or
valuing UGC at an EV of RUB 24 billion (0.8x 2012 EV/revenue) and 16.4X 2012
EV/EBITDA.>2¢??7 The government still holds 50% of the shares post offering and
maintains a control through a super voting “golden share”, under the auspices of strategic
interest and national security. The super voting structure was acceptable under WTO
terms, and was common practice in the privatization of many EU state assets.??®
Nevertheless, UGC’s Chairman Sergei Alexashenko has stated “that the golden share will
stay with the government and that “it is technically planned that the government will
entirely withdraw from the company” (ITAR-TASS 2011).%?° In September 2017, the
Ministry of Economic Development selected VEB Capital as an investment consultant to

prepare proposals to the Government of the Russian Federation on the sale of 50% plus

one share of the Russian Federation's share in UGC?°, The transport and port logistics

226 Summa Group. “United Grain Company has chosen Summa Group as a strategic
investor”. May 29, 2012. https://www.summagroup.ru/press/news/en/70/view/ (accessed July 25,
2018).

227 This multiple is somewhat in line with the average cash flow multiple for other public
comparable according to bloomberg data.

228 The golden share has since been ruled in violation of the EU common market treaty
for open competition.

229 The WTO agreement has yet to be signed. The only requirement for the IPO is that
the government sells more than 50% to the investing public by 2012.

20 Veb Capital. “Press room”. 09 04, 2017. http://www.vebcapital.ru/press/172/
(accessed July 25, 2018).
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sectors raise particular concern to the State cronyism that has surfaced. >*! The exchange

as outlined directly from a Financial Times article on the subject is below.

(Mr Magomedev’s) lack of experience in managing huge
infrastructure holdings and ties with officials close to Mr
Medvedev have put Summa at the centre of the controversy
over the proposed sell-off, meaning the stakes it buys and the
amount it pays are becoming a crucial test of Moscow’s ability
to distance itself from earlier, tainted privatisations and thus
bolster the market economy....Investors questioned the
acquisition, because the deal did not technically cost Summa
anything. In a complicated merger deal, the London-traded
Novorossiysk port group first borrowed $2.1bn from the
state’s Sberbank to buy Primorsk port on the Baltic Sea from
Summa and Transneft. Summa and Transneft then used the
cash to acquire Novorossiysk from its former owners, who
included Arkady Rotenberg, President Vladimir Putin’s
former judo partner.” (Belton 2012)

This formation and private sale is analogous to other national champions formed
under Putin; where the state consolidates assets through bankruptcy or tax violations,
develops a cohesive strategy, and then privatizes the business through sales to Putin
insiders.**

In March 2018, Ziyavudin Magomedov was arrested and charged with

"racketeering and embezzlement of state funds"*****. On April 1, 2018, a press release

21 Approximately 15% of grain is lost in Russia annually due to inadequate storage.
Storage will be modernized an increased to 8.4million tons (mt), and the port capacity to 16mt.

22 The nation’s bankruptcy law was amended in 2002 to adjust the debt threshold to
$3,500; the level of debt that allows creditors to initiate bankruptcy proceedings and ultimately
seize assets in tax arrears. Tax penalties are calculated at 0.3% of overdue amounts per day, or
200% annually. The cumulative nature of fines is enormous.

233 Summa Group. "SUMMA'S OFFICIAL STATEMENT REGARDING LEGAL
ACTIONS AGAINST ITS CHAIRMAN ZIYAVUDIN MAGOMEDOV". April 1, 2018.
https://www.summagroup.ru/press/news/en/284/view/ (accessed July 25, 2018).

24 Max, Seddon. "Russian billionaire changed with embezzlement,” Financial Times.
April 1, 2018. https://www.ft.com/content/0a562720-351b-11e8-8b98-2f31af407cc8 (accessed
July 25, 2018).
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issued by Summa Group mentioned that there was an ongoing legal action against its
Chairman Magomedov but that all businesses were functioning in the regular mode. I
conduct this analysis at a critical time in Russian leadership’s history, and while
leadership is not the focus of this paper, it is critical for a thorough understanding of the
wheat market’s evolution. Ziyavudin Magomedov brother Magomed was also recently
arrested in Dubai under a joint Russia/UAE operation. According to Reuters press
accounts, the two had been acting with impunity for a number of years (racketeering,
intimidation, several murders). In the aftermath of the 2018 presidential election, this was
seen as a warning to potential opponents to President Putin — in particular Medvedev,
who was close to the brothers — not to expand their power base to proportions which
might threaten the President. I do not expand on these domestic political dynamics
despite their importance. These arrests also are a likely signal that UGC will be sold
again in the near future. The next step for the company is unknown, however major
grain traders Bunge Corporation is for sale, and Louis Dreyfus is being take over from
within by Russian born Margarita Louis-Dreyfus (a.k.a. Margarita Bogdanova born in St.

Petersburg).

Comparable Companies

UGC is unique in its mandate and operations in Russia, yet there are a number of
companies that have privately managed operations comparable to that of UGC elsewhere.
The companies below are all private sector operators without government control and

trade publicly on various stock exchanges globally. The figures are translated in US
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Dollars ($). These companies trade at a 2017 EV/EBITDA ranging from 7.6X (Agricola
SLCE3 BZ in Brazil) to 30.4X (Wilmar WIL SP in Singapore). Graincorp (GNC AU in
Australia) with operations most similar to UGC trades at a 2017 EV/EBITDA of 9.3X.
UGC’s total size is considerably smaller than the international comparable; UGC has a
Total Enterprise Value of roughly $230 million compared with § 34 Billion for Archer

Daniels Midlands.

In millions of USD (unless stated otherwise), except per share data which is in USD. Exchange Rate (31/12/2107)
Company uGc GRAINCORP SLC AGRICOLA WILMAR OLAM INT. ARCHER-DANIELS BUNGE
Code GNC AU SLCE3 BZ WIL SP OLAM SP ADM US BG US
Location Russia AU BR SG SG us us
52 week High/Low price 7.0 5.6 20.7 6.1 26 2.2 1.9 1.3] 52.1 38.6f 83.2 61.2]
6M average daily value traded 4.0 8.7 12.0 4.7 158.2 108.3
Beta 0.8 0.1 1.1 0.6 0.9 1.0
Capitalization
Shares Outstanding (Mn) 7.0 228.9 95.3 6,400.0 3,270.0 596.7 141.0
Options/Converts
Fully Diluted Shares Outstanding (Mn) 7.0 228.9 95.3 6,400.0 3,270.0 559.7 141.0
Share price 29.4 6.5 171 23 1.4 49.5 67.4
Equity Market Capitalization 206.7 1,494.2 1,628.8 14,484.2 4,425.6 27,729.5 9,506.2
Net Debt (22.1) 543.6 (260.0) 12,366.9 7,219.5 6,689.0 3,722.0
Minority Interest 37.5
Total Enterprise Value (TEV) 222.1 2,037.8 1,368.8 26,851.1 11,645.1 34,418.5 13,228.2
Net Revenues 2017 240.3 33.9%| 3,575.4 10.0% 563.0 11.9%| 32,966.9 5.9%( 19,7541 27.6% 60,828.0 -2.4%| 45,794.0 7.3%
% growth 2016 179.5  -30.1%| 3,249.0 -1.1% 503.0 3.0%| 31,129.3 -6.6% " 15,478.9 5.6%| 62,346.0 -7.6%| 42,679.0 -0.1%
2015 256.7 -7.1%| 3,286.5 2.8% 488.5 7.5%| 333114  2.8% I 14,664.9 -1.4%| 67,4582 -16.9%| 42,7295 -25.2%
4-Yr CAGR 11-15 2011 429.8 2,168.7 304.7 33,616.6 11,882.2 80,676.0 56,097.0
-12.1% 11.0% 12.5% -0.2% 5.4% -4.4% -6.6%
EBITDA 2017 49.2 20.5%] 220.2 6.2%)| 180.0  32.0%) | 884.2 2.7%| : 1,160.2 5.9%) 1,659.0 2.7%) 565.0 1.2%)
(margin) 2016 227 12.7%) 121.1 3.7%)| 33.9 6.7%| | 1,130.1 3.6%| | 927.1 6.0%) 1,877.0 3.0%| 1,287.0 3.0%]|
2015 37.5 14.6%) 2255 6.9%)| 111.6  22.8%) 1,781.0 5.3%| 872.9 6.0%) 3,101.4 4.6%) 2,043.3 4.8%)|
Average 11-15 10.6%) 9.0%] 23.9%| 5.2%| 6.1%) 3.9% 3.0%)|
Net income 2017 13.6 5.7%| 97.6 2.7%)| 111.8 19.9%' 916.5 2.8%: 436.8 2.2%) 1,595.0 2.6%] 160.0 0.3%)|
(margin) 2016 3.6 2.0%| 25.0 0.8%)| 4.8 1.0%] L 730.8 2.3%)| L 263.9 1.7%] 1,279.0 2.1%| 745.0 1.7%)|
2015 16.0 6.2%) 54.0 1.6%) 35.0 7.2%| 925.6 2.8%| 269.4 1.8%) 1,519.4 2.3%) 820.3 1.9%)
Average 11-15 -0.2% 3.7%)| 6.3%| 3.0%]| 2.3%] 2.1%) 1.0%)|
EPS 2017 1.9 273% 04 291% 12 219% L 01" 25% " 0.1 66% 27 23% 1.1 -78.5%
Growth % 2016 05 -77.3% 0.1 -53.7% 0.4 0.0% L 0.1 -21.0% L 0.1 -20% 22 -27.1% 53 -9.2%
2015 23 288.3% 0.2 37.5% 04 70.3% 0.1 6.5% 0.1 -39.4% 3.0 -131% 58 59.3%
4-Yr CAGR 11-15 126.3% -20.3% 9.1% -6.4% -4.4% 10.6% -3.4%
TEV/Sales 2017 0.9x 0.6x 2.4x 0.8x 0.8x 0.6x 0.3x
2016 1.2x 0.6x 2.7x 0.9x 0.8x 0.6x 0.3x
2015 0.9x 0.6x 2.8x 0.8x 0.8x 0.5x 0.3x
TEV/EBITDA 2017 4.5x 9.3x 7.6x 30.4x 12.6x 18.3x 10.3x
2016 9.8x 16.8x 40.3x 23.8x 12.6x 18.3x 10.3x
2015 5.9x 9.0x 12.3x 15.1x 13.3x 11.1x 6.5x
PIE 2017 15.2x 15.3x 14.6x 15.8x 10.1x 18.5x 59.4x
2016 56.7x 59.8x 335.9x 19.8x 16.8x 21.7x 12.8x
2015 12.9x 27.7x 46.5x 15.6x 16.4x 18.3x 11.6x
Net Debt/EBITDA Latest (3.2) x 3.1 x (2.9) x 7.7 x 6.7 x 1.8 x 2.4 x

Russian Equity Market Valuation and risk premium

Like Western democracy, the world markets are entering a period of adjustment.

Global stock markets are up significantly since the lows reached during central bank
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interventions, but the Russian stock market perhaps reflecting the effects of the sanctions
have remained amongst the cheapest in the world. In reviewing the cyclically adjusted
price earnings ratio (CAPE), a measure used in financial market analysis to adjust the
equity market stock price to earnings ratio for economic cycles the MSCI Russia index
trades at the lowest level amongst comparable countries. CAPE measure are used as a
barometer of long term equity market valuation and it adjusts for short term swings and
smoothens the fundamentals across countries. The Russian Equity market premium
(adjusted for country risk) is at 10.84%, the lowest level globally, a number that reflects
the markets perception of increased risks of investing in Russia.?*> UGC potential

transition to new ownership will occur against this backdrop.

235 Damodaran, Aswath. “Country Default Spreads and Risk Premiums,” January 2018.
http://pages.stern.nyu.edu/~adamodar/New_Home Page/datafile/ctryprem.html (accessed
October 24, 2018)
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Figure 48. Global current and Median CAPE values

3% Authers, John. "Emerging markets have a new champion as stocks grow cheaper while
values become compelling and their currencies drop". October 23, 2018.
https://'www.bloomberg.com/view/articles/2018-10-22/emerging-markets-have-their-champions-
again (accessed October 23, 2018).
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Final Thoughts

Several possible interpretations in the recent events of State agriculture deserve a
final review.??” In one sense, the State’s strategy in developing the sector can be
interpreted as highly effective for the overall good of Russia’s prosperity. In less than
four years, the State reorganized an entire sector of the economy setting its foundation to
compete globally for the long term. This efficiency far surpasses what liberal orthodox
free market policies would have been able to accomplish within the given period.>*® The
State also positioned farm producers to receive ongoing State subsidies under the
endorsement of the WTO. It also formed a nation champion with sufficient scale to raise
capital and modernize infrastructure to improve farm production profitability.
Agriculture and the farm worker have played an enormous role in Russian history, and in
this context, we understand the actions of the State to be long overdue. Statism has a
benevolent tone in this view.

Another interpretation is that the reconstruction of agriculture appears to maintain
a monopoly of political control around Putin’s inner circle of doverennye (trusted)
comrades. This is perhaps evident through the agents involved. ?*° The secondary view
in this context questions the role of greed played in the construction of UGC and

formalizing the sector. In this case, the evidence is purely a guess. However, the sale of

27 Philip Hanson’s essay on Statism as a template. P. 197

238 In this vain, the most professional farming company in Russia’s private sector today is
Black Earth Farming (BEF). After nearly 7 years, BEF is still loss making, has negative free cash
flow from operations, and just raised new capital to help fund operations. BEF yields are 4x
greater than the national average, but still roughly 1/3 below EU averages.

23 The RSPP’s involvement in WTO agriculture subsidy policy approvals will likely help
United Russia’s rural political standing.
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UGC to Summa and the control of Novorossiysk ports are the most telling signal of such
cronyism. 240

Research is abundant in broad examination of Russian foreign policy from a
military and diplomatic perspective. Research in Russian foreign policy using gas and oil
export is also rich with examination. Agricultural policy and specifically wheat grain
export in the context of its strategic influence to broader policy, however, is somehow
regularly overlooked. The examination of Russian wheat policies in a geopolitical context
is a neglected area of research and should be considered as an inherent component of the
multidimensional challenges facing the United States.. The product of this research will
also attempt to illustrate that Russian wheat grain production and trade be considered for
American agricultural policy planning, underscoring broader ramifications to its geo-
political relationships. The paper will conclude by exploring the related economic and
geo-political implications of Russian wheat exports as a strategic tool of influence on

wheat importing nations and the global economy. There is sufficient evidence available

to make the case that this topic deserves further inquiry.

240'We can find analogies of UGC to the Gazprom as a distributor and Gunvor as a trader
and the oil and gas sectors. Both companies have had press reporting of inside dealings,
cronyism and condominium versions of State driven capitalism.
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Appendix

Glossary

Cereal yield: Expressed in thousands of hectogram per hectare; one hectogram is 1/10" of a
kg

CAGR: Compound annual growth rate

European Union: Countries included are Austria, Belgium, Bulgaria, Croatia, Cyprus,
Czech Republic, Denmark, Estonia, Finland, France, Germany, Greece,
Hungary, Ireland, Italy, Latvia, Lithuania, Luxembourg, Malta, Netherlands,
Poland, Portugal, Romania, Slovakia, Slovenia, Spain, Sweden, United
Kingdom

Export ban: Ban on export of wheat
Export tax: Imposition of a tax on any wheat exports
FSI: Food, Seed, Industrial

Government procurement intervention: Purchase of grains from the market place; executed
through United Grain Company [2008, 2009, 2011, 2013-14, 2014-15, 2015-
16, 2016-17]

Import dependency ratio (IDR): IDR = Imports x 100/(production + imports - exports). All
cereal IDR (three year average figure) sourced from FAO;
http://www.fao.org/faostat/en/#data/FS

Marketing year (MY): July to June for Russia; Differs for each country. Data sourced from
USDA and International Grain Council is marketing year data. Data sourced
from FAO and Trademap are non-marketing year data and instead show
figures based on a calendar year.

MENA Countries: Countries included: Algeria, Bahrain, Djibouti, Egypt, Ethiopia, Iran
(Islamic Republic of), Iraq, Israel, Jordan, Kuwait, Lebanon, Libya, Malta,
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Morocco, Oman, Qatar, Saudi Arabia, Sudan, Syrian Arab Republic, Tunisia,
Turkey, United Arab Emirates, Yemen

Realization: Realization of the stocks of the Federal Intervention Fund 2018 is sale of

wheat by the Federal Intervention Fund; executed through United Grain
Company

Self-sufficiency ratio: Production/utilization. FAO definition: The self-sufficiency ratio
(SSR) is defined as: SSR = production x 100/(production + imports - exports).
http://www.fao.org/docrep/015/i2490¢/12490e05.pdf

State Commodity Intervention: Sale of grains from the Intervention fund; executed through
United Grain Company [2011, 2012, 2012-13]

Stock to use ratio: Closing stock as percentage of utilization; indicates the level of

carryover stock for any given commodity as a percentage of the total use of
the commodity

Wheat type: There are 5 grades of wheat in Russia sorted depending on the protein and
gluten content: 1st class 14.5 protein / 32 % wet gluten, 2nd class 13.5 protein
/ 28 % wet gluten, 3rd class 12.5 protein / 23 % wet gluten, 4th class. 11
protein / 18 % wet gluten, 5th class. Feed wheat has no minimum
protein/gluten
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Interventions Overview

UGC had reported RUB 372 million and RUB 474 million of revenue from their
agency function segment in 2015 and 2016 which was 1.7% and 4.1% of the RUB 21.6
billion and RUB 11.5 billion worth of intervention purchase during that period. Though,
there was no intervention sale/purchase carried out in CY2017, UGC reported RUB 388
million of revenue from agency function on account of managing grains of the
Intervention Fund. Under the Russian privatization plan, aimed reducing the state budget
deficit, and approved before President Donald Trump signed new U.S. sanctions earlier

in August, UGC is to be privatized by 2019.%*!

A. Mechanism

Intervention purchases/sales are done in the account of Federal Intervention
Fund?** (Intervention fund), which was created in 2001 under the Ministry of Agriculture
and was funded with RUB 2 billion.

All purchases are paid for by means of loans from OJSC Rosselkhozbank (state
agricultural bank). Storage and insurance of all cereals bought by the intervention fund is

carried out on a competitive basis by companies on the basis of direct contracts issued by

241 Polina, Nikolskaya. "Russia continues with privatizations, ends bids for advising on
United Grain". August 18, 2017. https://uk.reuters.com/article/us-russia-privatisation-ugc/russia-
continues-with-privatizations-ends-bids-for-advising-on-united-grain-idUKKCNI1AY1YH
(accessed October 20, 2018).
42 Wegren, Stephen K. "Russia’s Policy Challenges: Security, Stability and
Development". New York: Routledge, 2015.
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the Ministry of agriculture of the Russian Federation. The beneficiary under insurance
contracts is OJSC Rosselkhozbank. In accordance with these contracts, grain products for
the Federal Intervention Fund are transferred to the pledge of Rosselkhozbank.

All operations for the purchase and sale of grain products are carried out on the
commodity exchange (National Commodity Exchange CJSC) under the control of the
Ministry of Agriculture of the Russian Federation. Cash receipts from commodity
interventions, net of loan repayments and interest, as well as other direct costs and tax
payments, are sent to the Ministry of Agriculture of the Russian Federation. Any loss for

commodity interventions is reimbursed by the state.

To understand the state interventions, we have used marketing year (July to June)
data from USDA. However, for cross country comparison, we have used FAO data. We
have detailed each of these actions chronologically below to understand their impact on

grain trade, wheat price, etc.

B. Details of Russian State Wheat Market Interventions
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Source: Author’s estimates, FAO, Trademap, USDA2432% UGC?*»

Figure 49. Wheat Market Invention Summary

While Russia does not directly control wheat prices, it has intervened in the wheat
market at least 15 times since 2003/04 by means of taxes, bans and procurement or
commodity interventions through its agent, the United Grain Company (UGC) (Appendix
1). Interventions include imposition of export tax on wheat in 2003/04, 2007/08 and
2014/15, an export ban in 2010/11 and 11 interventions (7 procurement and 4 commodity
interventions) through UGC. Government procurement intervention [2008, 2009, 2011,
2013/14,2014/15, 2015/16, 2016/17] was to purchase grains from producers.
Procurement intervention reduces supply of wheat in the market place. State Commodity
Intervention [2011, 2012, 2012/13 and 2018%] is to sell grains held by the intervention
fund into the market. This increases supply of wheat in the market place (Figure 28).
Interventions by means of imposing export taxes helps increase the Russian exchequer’s

revenucs.

C. Price Impact of Interventions: Pre and Post

243 USDA Foreign Agricultural Service. ""Russian Federation Grain and Feed 2008"."
USDA Foreign Agricultural Service. 4 1, 2008.
https://apps.fas.usda.gov/gainfiles/200804/146294162.pdf (accessed July 25, 2018).

244 USDA Foreign Agricultural Service. “Russian Federation: Wheat Export Duty
Lifted". USDA Foreign Agricultural Service. May 15, 2015.
https://gain.fas.usda.gov/Recent%20GAIN%20Publications/ Wheat%20Export%20Duty%20Lifte
d Moscow_ Russian%20Federation_5-15-2015.pdf (accessed July 25, 2018).

245 United Grain Company. "Activity”. 2018. http://www.oaoozk.com/state-intervention/
(accessed July 30, 2018).

246 Realization of the stocks of the federal intervention fund 2018 is similar to state
commodity intervention and commenfigure ced on 06/20/2018
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Table 49. Pre-announcement wheat market price change

Chicago Black Sea Class 3

Interventions 2month 1 month 2month 1 month 2 month 1 month
Export tax 2003/04 129% 10.1%

Export tax 2007/08 4.2%  -14.0% 17.0% 1.1% 1.7%  8.7%
Government procurement intervention 2008 19.8% -1.1% 25.6% 14.5% 38.8% 22.8%
Government procurement intervention 2009 -7.8% 1.5% -9.1% -8.7% -3.5%  -6.0%
Export ban 2010/11 81.8% 59.5% 14.9% 20.5% 27.6%  25.3%
State Commodity Intervention 2011

State procurement intervention 2011 -9.2% -2.5% 0.7% -0.2%
State Commodity Intervention 2012 -4.4% -4.3% 7.1% -0.4% 16.1% 11.1%
State Commodity Intervention 2012-2013 -4.3% -0.8% 10.4% 5.6% 128% 4.7%
Government procurement interventions 2013-2014 -12.6% -2.8% -4.2% -6.2%
Government procurement interventions 2014-2015 23.7% 16.2% 1.0% 4.1% -5.6% -0.3%
Export tax 2014/15 13.7% 6.3% 8.5% 3.6% 2.5% -0.5%
Government procurement interventions 2015-2016 1.9% -1.1% -16.1% -9.2% -2.2% 3.0%
Government procurement interventions 2016-2017 -2.0% 0.3% -1.5% -0.4% 11.7% 8.5%
Realization of the stocks of the federal intervention fund 2018 5.7% -3.4% -4.4% -4.5% 13.8% 9.6%
Source: Author’s estimate, UGC, FAO?*¥, Quandl.com**®
Table 50. Post Announcement Market Price Impact of Russian Interventions

Chicago Black Sea Class 3

Interventions 1 month 2 month 1 month 2 month 1 month 2 month
Export tax 2003/04 -7.3% -4.4%

Export tax 2007/08 9.6% 9.5% 1.1% 4.5% 1.9% 4.8%
Government procurement intervention 2008 -13.8% -18.0% -1.1% -18.2% 6.2% 1.2%
Government procurement intervention 2009 0.7% 19.6% 3.7% 12.4% 1.0% 8.0%
Export ban 2010/11 -10.6% -15.6% 25.6% 44.2% 38.5% 32.9%
State Commodity Intervention 2011

State procurement intervention 2011 0.8% 2.5% -11.6% -13.8%
State Commodity Intervention 2012 -5.6% -1.8% -2.3% -3.4% 11.1% -3.6%
State Commodity Intervention 2012-2013 4.8% -1.9% -5.3% 0.0% 7.8% 12.8%
Government procurement interventions 2013-2014 4.9% 1.6% -11.2%  -14.2%
Government procurement interventions 2014-2015 0.5% -8.0% 0.7% -0.5% 10.1%  18.0%
Export tax 2014/15 -17.3% -15.8% -0.2% -7.8% -8.4% -13.1%
Government procurement interventions 2015-2016 -8.7% -6.5% -3.2% -11.1% 6.5% 7.6%
Government procurement interventions 2016-2017 2.1% 3.3% 3.2% 7.3% 4.9% 9.8%
Realization of the stocks of the federal intervention fund 2018 5.2% 12.4% 4.6% 4.7% -3.0% 0.7%

Source: Author’s estimate, UGC, FAO?*°, Quandl.com?*°

247 Food and Agriculture Organization of the United Nations (FAO). "GIEWS FPMA
Tool — monitoring and analysis of food prices”. 2018. http://www.fao.org/giews/food-
prices/tool/public/#/dataset/international (accessed July 30, 2018).

248 Quandl.com. Wheat Futures, Continuous Contract #1 (W) (Front Month). 2018.
https://www.quandl.com/data/CHRIS/CME_W 1-Wheat-Futures-Continuous-Contract-1-W1-

Front-Month (accessed July 30, 2018).

2% Food and Agriculture Organization of the United Nations (FAO). "GIEWS FPMA
Tool — monitoring and analysis of food prices”. 2018. http://www.fao.org/giews/food-
prices/tool/public/#/dataset/international (accessed July 30, 2018).

230 Quandl.com. Wheat Futures, Continuous Contract #1 (W1) (Front Month). 2018.
https://www.quandl.com/data/CHRIS/CME_W 1-Wheat-Futures-Continuous-Contract-1-W1-

Front-Month (accessed July 30, 2018).
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Individual Interventions: Each in Sequential Order in Detail

1) 2003/04 Export tax in Marketing Year MY
A decline in wheat production in MY2003/04 due to lower area harvested and
lower yield prompted the Russian Federation to intervene with an export tax. According
to Grain & Feed®!' report 2004 of USDA, on December 11, 2003, the Russian Federation
introduced a temporary export tax of EUR 0.025 per kg of wheat effective from January

16, 2004 to May 1, 2004.

Production of wheat had declined by 33% from 50.6 million tonnes in
MY2002/03 to 34.1 million tonnes in MY2003/04. High winterkill resulted in a decline
in area harvested from 25.7 million hectares in MY2002/03 to 22.2 million hectares in
MY2003/04. Wheat yield declined from 19.7k hg/ha to 15.4k hg/ha during the same
period. Russia exported 3.1 million tonnes of wheat, a decline of 75.3% from 12.6
million tonnes exported in MY2002/03. Stock to use ratio declined from 14.3% to 7.5%
with closing stock declining from 5.6 million tonnes in MY2002/03 to 2.6 million tonnes

MY2003/04.

Table 51. Intervention - Export tax 2003/04

IUSDA Foreign Agricultural Service, “Grain & Feed report Russia 2004,” Accessed
August 20, 2018.
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Export tax: 2003/04: Export tax: EUR 0.025/kg
Announcement 12/11/2003 Marketing year (MY) 2002/03 2003/04 2004/05
Start 1/16/2004 Area (million hectares) 25.7 22.2 24.2
End 5/1/2004 Yield (‘000 hg/ha) 19.7 15.4 18.8
Production 50.6 34.1 454
Pre-announcement wheat price change % change 44.4% -32.5% 33.1%
Chicago 13% 2mth Utilization 39.3 35.5 37.4
10% 1mth % change 6.3% -9.7% 5.4%
Export 12.6 3.1 8.0
% change 2424.2% -75.3% 155.3%
Closing stock 5.6 2.6 3.9
Stock to use ratio 14.3% 7.5% 10.4%

Source: Author’s estimate, USDA?2, FAO?*, Trademap?*, Quandl.com?3

“?USDA Foreign Agricultural Service, “Grain & Feed report Russia 2004,” Accessed
August 20, 2018.

3 Food and Agriculture Organization of the United Nations (FAO). "Food Balance
Sheets". 2018. http.//www.fao.org/faostat/en/#tdata/OC (accessed October 18, 2018).

2% Trademap. “query: product 1001 wheat and meslin,”. 2018.
https://trademap.org/Country_SelProduct TS.aspx?nvpm=1]||[|1001]|4[1|1]2|2]1]2]2|1 (accessed
July 20, 2018).

255 Quandl.com. Wheat Futures, Continuous Contract #1 (W1) (Front Month). 2018.
https://www.quandl.com/data/CHRIS/CME_W 1-Wheat-Futures-Continuous-Contract-1-W1-
Front-Month (accessed July 30, 2018).
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2) 2007/08 Export tax In the Marketing Year (MY) 2008

Imposition of export tax helped raise revenues for the Russian Federation and
reduced prices in the domestic market. In a sharp contrast to the situation that prevailed in
2003/04, production increased by 10% from 44.9 million tonnes in 2006/07 to 49.4
million tonnes in 2007/08. Despite, a higher production, Russia imposed an export tax of
10% (but not to be less than EUR 22 per tonne) effective from November 10, 2007. On
January 29, 2008, the export tax on wheat was raised to 40% (but not to be less than EUR
105 per tonne). The Export tax period was extended from until May 1, 2008 to July 1,
2008.

Russia exported 12.2 million tonnes of wheat in 2007/08. Assuming that exports
were distributed evenly, Russia exported ~33,500 tonnes of wheat daily. The State would
have earned a minimum tax of EUR 58.2 million in the first 79 days of intervention
period (i.e. EUR 22 per tonne * 79 days * 33,500 tonnes). In the remaining 155 days of
the intervention period, Russia would have earned a minimum tax of EUR 545.2 million
(i.e. EUR 105 per tonne * 155 days * 33,500 tonnes). Collectively, Russia earned tax
revenues of EUR 603.4 million or RUB 22 billion (RUB/EUR 36.4).

According to Grain & Feedreport 2008 of USDA, high domestic and international
demand for grain resulted in increased wheat prices. **° Price of Class 3 wheat increased
by 27% from $207 per tonne in June 2007 (end of MY07) to $262 per tonne in November
2007 (Russia imposed export tax on wheat in November). Wheat price (Chicago) gained

48% from $221 per tonne to $328 per tonne during the same period.

“%USDA Foreign Agricultural Service, “Frain & Feed report Russia 2008,” Accessed
August 20, 2018.
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Assuming 2.4 million of wheat stock at the beginning of the year was the desired

level of stock (assumption is based on the good production in previous three years —

2004/05, 2005/06 and 2006/07) and 37 million tonnes of normalized utilization, Russia

had 12.4 million tonnes of surplus to export (Production 49.4 million tonnes + import 0.4

million tonnes — utilization 37 million tonnes). And Russia exported 12.2 million tonnes

of wheat, which was 13.3% higher than 10.8 million tonnes exported in 2006/07.

Domestic consumption increased by only 3.6% from 36.4 million tonnes in 2006/07 to

37.7 million tonnes in 2007/08.

Table 52. Intervention - Export tax 2007/08

Export tax 2007/08: 11/10/07 to 01/28/08: Higher of 10% or EUR 22 per tonne; 01/29/08 to
07/01/08: higher of 40% or EUR 105 per tonne

Announcement 11/10/2007

Start 11/10/2007
End 7/1/2008
Pre-announcement wheat price change
Chicago 4% 2mth
-14% 1mth
Black Sea 17% 2mth
1% 1mth
Class 3 12% 2mth
9% Tmth

Marketing year (MY)  2006/07 2007/08 2008/09

Area (million hectares) 23.7
Yield ('000 hg/ha) 18.9
Production 449
% change -5.9%
Utilization 36.4
% change -5.2%
Export 10.8
% change 1.2%
Closing stock 2.4
Stock to use ratio 6.5%

24.5
20.2
49.4
10.0%
37.7
3.6%
12.2
13.3%
2.3
6.1%

26.7
23.9
63.7
28.9%
38.9
3.2%
18.4
50.5%
10.5
26.9%

estimate, USDA?7, FAO*¥, Trademap?*°, Quandl.com?®

Source: Author’s

»7USDA Foreign Agricultural Service, “Grain & Feed report Russia 2004,” Accessed

August 20, 2018.

% Food and Agriculture Organization of the United Nations (FAO). "Food Balance
Sheets". 2018. http.//www.fao.org/faostat/en/#tdata/OC (accessed October 18, 2018).

2 Trademap. “query: product 1001 wheat and meslin,”. 2018.
https://trademap.org/Country SelProduct TS.aspx?nvpm=1]|[[|[1001]|4[1|1]2]2]1]2]2|1 (accessed

July 20, 2018).

260 Quandl.com. Wheat Futures, Continuous Contract #1 (W1) (Front Month). 2018.
https://www.quandl.com/data/CHRIS/CME_W 1-Wheat-Futures-Continuous-Contract-1-W1-

Front-Month (accessed July 30, 2018).
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3) 2008/09 Purchases: Government procurement intervention
Government procurement intervention 2008 was announced on March 25, 2008 to
purchase class 3, class 4, class 5 wheat (also Rye and Barley) of 2008 crop. 2! Though the
actual procurement of wheat took place between August 2008 and March 2009. Russia’s
class 3 wheat price declined by 34% from $373.1 per tonne in March 2008 to $244.7 per
tonne in August 2008 (i.e. announcement of intervention to start of procurement).
Further, Russia’s class 3 wheat price declined by a 34% during the intervention period
from 244.7 in August 2008 to $161.5 per tonne in March 2009. Pre-announcement price
change on Black sea wheat was 26%.%%

According to data sourced from USDA?, a total of 6.4 million tonnes of wheat
was procured from the market for RUB 31.4 billion, which translates to average
intervention price per tonne of RUB 4,944 or $151. The procurement included 2.0 million
tonnes of class 3, 2.3 million tonnes of class 4 and 2.1 million tonnes of class 5 wheat of
2008 harvest. Class 3 wheat was procured for an average price of RUB 5,824 per tonne or
$174 per tonne, which was 12% lower than the average market price of class 3 wheat of
$198 per tonne.

Production of wheat increased by 28.9% from 49.4 million tonnes in MY2007/08
to 63.7 million tonnes in MY2008/09. Intervention procurement volume of 6.4 million
tonnes was 61.4% of Russia’s wheat closing stock of 10.5 million tonnes and 34.6% of
wheat exports of 18.4 million tonnes in MY2008/09. Russia’s wheat closing stock

increased from 2.3 million tonnes in MY2007/08 to 10.5 million tonnes in MY2008/09.

261 United Grain Company. "Activity”. 2018. http://www.oaoozk.com/state-intervention/
(accessed July 30, 2018).
262 2 months before the date of announcement
263 USDA Foreign Agricultural Service (USDA). "“Gain Report number RS9023”."
USDA Foreign Agricultural Service. March 31, 2009.
https://apps.fas.usda.gov/gainfiles/200903/146347662.pdf (accessed August 20, 2018).
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However, 10.5 million tonnes of closing stock also included intervention purchase and
the non-restricted closing stock increased from 2.3 million tonnes in MY2007/08 to 4.1
million tonnes in MY2008/09. Russia’s wheat export increased by 50.5% from 12.2

million tonnes to 18.4 million tonnes during the same period.

Table 53. Intervention — Government procurement intervention 2008/09

Government procurement intervention 2008

Announcement 3/25/2008 Marketing year (MY) 2007/08 2008/09 2009/10
Start Aug 2008 Area (million hectares) 24.5 26.7 28.7
End Mar 2009 Yield ('000 hg/ha) 20.2 23.9 21.5
Production 49.4 63.7 61.7
Pre-announcement wheat price change % change 10.0%  28.9% -3.1%
Chicago 20% 2mth Utilization 37.7 38.9 41.2
-1% 1mth % change 3.6% 3.2% 5.9%
Black Sea 26% 2mth Export 12.2 18.4 18.0
14% 1mth % change 13.3%  50.5% -2.1%
Class 3 39% 2mth Closing stock 2.3 10.5 13.2
23% 1mth Stock to use ratio 6.1%  26.9% 32.0%
Price Premium/(-
Intervention asset details Volume ('000 tonnes)  (USD/ton) discount) mkt price
‘Wheat 3rd class harvest of 2008 -2,007 174 -12% Class 3
Wheat_4th class_harvest of 2008 -2,275 149
Wheat_5th class_harvest of 2008 -2,073 120
Rye_group A crop of 2008 -206 116
Barley forage crop 2008 -1,260 111
‘Total wheat intervention -6,355 151 -33% Chicago
As a % of closing stock -60.6%
As a % of export -34.6%

Source: Author’s estimate, UGC?%, FAO, Trademap, Quandl.com

264 United Grain Company. "Activity”. 2018. http://www.oaoozk.com/state-intervention/
(accessed July 30, 2018).
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4) 2009 Government procurement intervention
Government procurement intervention 2009 was announced on March 27, 2009,
around six months ahead of start of intervention period (11/2/2009 to 4/15/2010). Class 3
wheat price declined by 6% from $159.3 per tonne in March 2009 to $149.5 per tonne in
October 2009 (the period from announcement of intervention to start of procurement).
Further, class 3 wheat price declined by 14% during the intervention period to $127.9 per

tonne in April 2010. Pre-announcement price change on Black sea wheat was (-9%).

A total of 1.8 million tonnes of wheat was purchased which included 1.4 million
tonnes of class 3 wheat of 2009 crop and 370,000 tonnes of class 4 wheat of 2009 crop.
Total cost of purchase was RUB 7.1 million and the average price per tonne was RUB
3,955 tonne or $134 per tonne. Class 3 wheat was purchased at an average price of RUB

4,068 per tonne ($137) and was 4% discount to market price of $143 per tonne.

Total wheat production was 61.7 million tonnes in MY2009/10, 3% lower than
63.7 million tonnes produced in MY2008/09. Utilization increased by 5.9% from 38.9
million in MY2008/09 to 41.2 million tonnes in MY2009/10. Exports at 18 million
tonnes remained at the level of MY2008/09. Closing stock reached 13.2 million tonnes
with addition of 2.7 million tonnes during the year pushing the stock to use ratio to 32%,
highest since 2001. The closing stock of 13.2 million tonnes included total intervention
purchase of 8.2 million tonnes of wheat and the non-restricted closing stock of 5.0
million tonnes. Total purchase through intervention fund in MY2009/10 was 10% of the

total wheat export of 18.0 million tonnes in MY2009/10.
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Table 54. Intervention — Government procurement intervention 2009

Announcement 3/27/2009 Marketing year (MY) 2008/09 2009/10 2010/11
Start 11/2/2009 Area (million hectares) 26.7 28.7 26.6
End 4/15/2010 Yield ('000 hg/ha) 23.9 21.5 15.6
Production 63.7 61.7 41.5
Pre-announcement wheat price chanae % change 28.9% 3.1% -32.7%
Chicago -8% 2mth Utilization 38.9 41.2 38.6
1% 1mth % change 3.2% 5.9% -6.3%
Black Sea -9% 2mth Export 18.4 18.0 4.0
-9% 1mth % change 50.5% 21%  -77.9%
Class 3 -3% 2mth Closing stock 10.5 13.2 13.5
-6% 1mth Stock to use ratio 26.9% 32.0% 35.1%
Price  Premium/(-discount)
Intervention asset details Volume (‘000 tonnes) (USD/ton) mkt price
Wheat 3rd class harvest of 2009 -1,435 137 -4% Class 3
Wheat_4th class_harvest of 2009 -370 119
Rye group A crop of 2009 -66 79
Total wheat intervention -1,805 134 -30% Chicago
As a % of closing stock -13.7%
As a % of export -10.0%

Source: Author’s estimate, UGC?%, FAO, Trademap, Quandl.com

265 United Grain Company. "Activity”. 2018. http://www.oaoozk.com/state-intervention/
(accessed July 30, 2018).
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5) Export ban in Marketing Year (MY) 2010/11
Russia imposed an export ban on wheat on August 5, 2010 for a period starting from
August 15, 2010 to December 12, 2010. However, export of wheat started again in July
2011.

Russia’s wheat production decreased by 33% from 61.7 million tonnes in
MY2009/10 to 41.5 million tonnes in MY2010/11 led by decrease in harvested area from
28.7 million hectare to 26.6 million hectare and yield from 21.5k hg/ha to 15.6k hg/ha
during the same period. I estimate that the export ban resulted in an increase in wheat
supply in the domestic market by roughly ~5.4 million tonnes. There was sufficient
wheat available above consumption and storage to continue export. The 5.4 million
tonnes is calculated as [opening stock 14.5 million tonnes* plus the reported production
of 41.5 million tonnes plus the import of 0.1 million tonnes less the domestic utilization
of 38.6 million tonnes less the actual export of 4 million tonnes less 8.2 million tonnes of

restricted wheat in intervention fund].

Table 55. Intervention — Export ban 2010/11

Announcement 8/5/2010 Marketing year (MY)  2009/10 2010/11 2011/12
Start 8/15/2010 Area (million hectares) 28.7 26.6 24.8
End 12/1/2010 Yield ('000 hg/ha) 21.5 15.6 22,7
Production 61.7 41.5 56.2

Pre-announcement wheat price change % change 3.1% -32.7% 35.5%
Chicago 82% 2mth Utilization 41.2 38.6 38.0
59% 1mth % change 59% -6.3% -1.6%

Black Sea 15% 2mth Export 18.0 4.0 21.6
20% 1mth % change 2.1% -77.9% 443.0%

Class 3 28% 2mth Closing stock 13.2 13.5 10.9
25% 1mth Stock to use ratio 32.0% 35.1% 28.7%

Source: Author’s estimate, UGC?7, FAO, Trademap, Quandl.com

29 According to USDA data, closing stock in 2009/10 and opening stock in 2010/11 are
different figures.
267 United Grain Company. "Activity”. 2018. http://www.oaoozk.com/state-intervention/

(accessed July 30, 2018).
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6) 2011Sale: State commodity intervention

There were two interventions, the —export ban initiated by the Government which
restricted the export of wheat, increasing wheat available for domestic supply, followed
by a State commodity intervention, or sale of wheat directly into the market. The export
ban of 2010 was followed by a State commodity intervention 2011, which started on
February 4, 2011 and ended on June 16, 2011. Class 3 wheat price per tonne declined by
10% from $257.6 to $231.7 during the intervention period.

Wheat of 2005, 2008 and 2009 crops were sold from the intervention fund (we
have no data on when 2005 and 2008 crop wheat were bought by Intervention fund).
Wheat sold were 2 to 6 years old. According to a study made by University of Arkansas,
safe grain storage period for wheat can maximum be 270 days*®. A total of 673,046
tonnes of wheat was sold for RUB 4,357 million. The average price per tonnes works out
to be RUB 6,473 or $227, which was at 6% discount to the average market price of class
3 wheat of $241 per tonne. Quantity of wheat sold was 16.9% of total export in

MY2010/11.

Table 56. Intervention — State commodity intervention 2011

268 Sammy Sadaka, Griffiths Atungulu, Gbenga Olatunde. Safe Grain Storage Period.
University of Arkansas Cooperative Extension Service Printing Services, n.d.
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Announcement - Marketing year (MY) 2009/10 2010/11 2011/12
Start 2/4/2011 Area (million hectares) 28.7 26.6 24.8
End 6/16/2011 Yield ('000 hg/ha) 21.5 15.6 22.7
Production 61.7 41.5 56.2
% change -3.1% -32.7% 35.5%
Utilization 41.2 38.6 38.0
% change 5.9% -6.3% -1.6%
Export 18.0 4.0 21.6
% change -2.1% -77.9% 443.0%
Closing stock 13.2 13.5 10.9
Stock to use ratio 32.0% 35.1% 28.7%
Price  Premium/(-discount)
Intervention asset details Volume ('000 tonnes)  (USD/ton) mkt price
Wheat_3rd class_harvest of 2005 40 233
Wheat_4th class_harvest of 2005 5 218
Wheat_3rd class_harvest of 2008 255 233
Wheat_4th class_harvest of 2008 236 223
Wheat_5th class_harvest of 2008 126 223
Wheat_3rd class_harvest of 2009 3 227
Wheat_4th class_harvest of 2009 8 220
Rye_3rd class_crop of 2008 34 217
Barley crop 2008 166 255
Total wheat intervention 673 227 -20% Chicago
As a % of closing stock 5.0%
As a % of export 16.9%

Source: Author’s estimate, UGC?%°, FAO, Trademap, Quandl.com

269 United Grain Company. "Activity". 2018. http://www.oaoozk.com/state-intervention/

(accessed July 30, 2018).
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7) 2011Purchase: State procurement intervention
Procurement intervention 2011 was announced on March 31, 2011, around eight
months ahead of start of actual intervention purchase. Procurement of wheat started on
November 29, 2011 and ended on March 6, 2012. Class 3 wheat price per tonne declined
by 29% from $259.4 in March 2011 to $183.1 in November 2011 (the period from
announcement of the intervention to the start of the intervention). However, class 3 wheat

price increased by 15% to $210.3 per tonne during the intervention period.

A total 0f 419,310 tonnes of wheat was purchased which included 308,880 tonnes
of class 3 wheat of 2011 crop and 110,430 tonnes of class 4 wheat of 2011 crop. Total
cost of purchase was RUB 1.9 billion and the average price per tonne was RUB 4,583 or
$150. Class 3 wheat was purchased at an average price of $152 per tonne and was 23%

discount to market price of $198 per tonne.

Table 57. Intervention — State procurement intervention 2011
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Announcement 3/31/2011 Marketing year (MY) 2010/11 2011/12 2012/13

Start 11/29/2011 Area (million hectares) 26.6 24.8 21.3

End 3/6/2012 Yield ('000 hg/ha) 15.6 22.7 17.7

Production 415 56.2 37.7

Pre-announcement wheat price change % change -32.7%  35.5% -32.9%

Chicago -9% 2mth Utilization 38.6 38.0 33.6

-2% 1mth % change -6.3% -1.6% -11.7%

Black Sea na 2mth Export 4.0 21.6 11.3

na 1mth % change -77.9% 443.0% -47.8%

Class 3 1% 2mth Closing stock 13.5 10.9 5.0

0% 1mth Stock to use ratio 35.1% 28.7% 14.8%

Price Premium/(-
Intervention asset details Volume (‘000 tonnes) (USD/ton) discount) mkt price
Wheat_3rd class_harvest of 2011 -309 152 -23% Class 3

Wheat_4th class_harvest of 2011 -110 145
Wheat_5th class_harvest of 2011 - -
Rye_3rd class_crop of 2011 - -
Barley crop 2011 - -
Corn_3rd class harvest 2011 - -

Total wheat intervention -419 150 -36% Chicago

As a % of closing stock -3.8%
As a % of export -1.9%

Source: Author’s estimate, UGC?"°, FAO, Trademap, Quandl.com

270 United Grain Company. "Activity”. 2018. http://www.oaoozk.com/state-intervention/
(accessed July 30, 2018).
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8) 2012 Sale: State commodity intervention

Immediately after the State procurement intervention 2011, State commodity
intervention 2012 commenced. There was no impact on wheat prices. A total of 1.9
million tonnes of wheat of 2005, 2008 and 2009 crop was sold from the intervention fund
between April 4, 2012 and June 7, 2012. Wheat was sold at an average price of $183 per
tonne, 18% discount to the average class 3 wheat market price of $224 per tonne.

Both the State procurement intervention 2011 and State commodity intervention 2012
took place in MY2011/12. Total wheat production was 56.2 million tonnes in
MY2011/12, 35% higher than 41.5 million tonnes produced in MY2010/11. Exports
increased by 443% from 4 million tonnes in MY2010/11 to 21.6 million tonnes in
MY2011/12.

Closing stock declined from 13.5 million tonnes in MY2010/11 to 10.9 million
tonnes in MY2011/12 pushing the stock to use ratio to 28.7%, lower than 35.1% in
MY2010/11. A net of 1.5 million tonnes of wheat was sold from the intervention fund
and the restricted wheat in the intervention fund declined from 7.5 million tonnes in
MY2010/11 to 6.0 million tonnes in MY2011/12. Net intervention sale of 1.5 million
tonnes of wheat was 6.5% of the total wheat export of 21.6 million tonnes and 13.8% of

the closing stock of 10.9 million tonnes in MY2011/12.

214



Table 58. Intervention — State Commodity intervention 2012

Announcement - Marketing year (MY) 2010/11 2011/12 2012/13

Start 4/4/2012 Area (million hectares) 26.6 24.8 21.3

End 6/7/2012 Yield ('000 hg/ha) 15.6 22.7 17.7

Production 41.5 56.2 37.7

Pre-announcement wheat price change % change -32.7% 35.5% -32.9%

Chicago -4% 2mth Utilization 38.6 38.0 33.6

4% 1mth % change -6.3% -1.6% -11.7%

Black Sea 7% 2mth Export 4.0 21.6 11.3

0% 1mth % change -77.9% 443.0% -47.8%

Class 3 16% 2mth Closing stock 13.5 10.9 5.0

11% 1mth Stock to use ratio 35.1% 28.7% 14.8%

Price  Premium/(-discount)

Intervention asset details Volume (‘000 tonnes)  (USD/ton) mkt price

Wheat_3rd class_harvest of 2005 7 180
Wheat_4th class_harvest of 2005 21 168
Wheat_3rd class_harvest of 2008 102 208
Wheat_4th class_harvest of 2008 871 191
Wheat_5th class_harvest of 2008 572 158
Wheat_3rd class_harvest of 2009 162 202
Wheat_4th class_harvest of 2009 152 178
Rye_3rd class_crop of 2008 80 142
Rye_3rd class_crop of 2009 13 141
Barley crop 2008 208 154

Total wheat intervention 1,887 183 -22% Chicago

As a % of closing stock 17.3%
As a % of export 8.7%

Source: Author’s estimate, UGC?”!, FAO, Trademap, Quandl.com

271 United Grain Company. "Activity”. 2018. http://www.oaoozk.com/state-intervention/
(accessed July 30, 2018).
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9) 2012-2013 Sale: State Commodity Intervention

State Commodity Intervention 2012-2013 was announced on August 8, 2012. Sale
of wheat started on August 23, 2012 and ended on July 31, 2013. Russia’s class 3 wheat
price increased by 23% from $242.3 per tonne at announcement to $298.0 at the
beginning of intervention. However, class 3 wheat price declined by 32% during the
intervention period to $202.1 per tonne. Pre-announcement price change on Black sea
wheat was 10%.

A total of 3.4 million tonnes of wheat was sold for RUB 28.6 billion at an average
price per tonne of RUB 8,345 or $267. The average intervention sale price was 17%
lower than the average market price of class 3 wheat of $321 per tonne during the
intervention period. Wheat from crop of 2008, 2009 and 2011 were sold from the
intervention fund.

Total wheat production was 37.7 million tonnes in MY2012/13, 33% lower than
56.2 million tonnes produced in MY2011/12. Utilization declined by 11.7% from 38
million tonnes in MY2011/12 to 33.6 million tonnes in MY2012/13. Exports declined by
47.8% from 21.6 million tonnes in MY2011/12 to 11.3 million tonnes in MY2012/13.
Closing stock declined to 5 million tonnes from 10.9 million tonnes during the year. Sale
of wheat by intervention fund was 30.3% of the export and 69% of the closing stock.
After the commodity intervention MY2012-13, wheat in the intervention fund declined

from 6.0 million tonnes in MY2011/12 to 2.6 million tonnes in MY2012/13.

Table 59. Intervention — State commodity intervention 2012/13
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Announcement 10/8/2012 Marketing year (MY) 2011/12 2012/13 2013/14

Start 10/23/2012 Area (million hectares) 24.8 21.3 23.4
End 7/31/2013 Yield ('000 hg/ha) 22.7 17.7 22.3
Production 56.2 37.7 52.1

Pre-announcement wheat price change % change 35.5% -32.9% 38.1%
Chicago -4% 2mth Utilization 38.0 33.6 34.1
-1% 1mth % change -1.6% -11.7% 1.6%

Black Sea 10% 2mth Export 21.6 11.3 18.5
6% 1mth % change 443.0%  -47.8% 64.2%

Class 3 13% 2mth Closing stock 10.9 5.0 5.2
5% 1mth Stock to use ratio 28.7% 14.8%  15.3%

Price Premium/(-
Intervention asset details Volume (‘000 tonnes)  (USD/ton) discount) mkt price

Wheat_3rd class_harvest of 2005 - -
Wheat_4th class_harvest of 2005 -
Wheat_3rd class_harvest of 2008 1,461 265

Wheat_4th class_harvest of 2008 625 275
Wheat_5th class_harvest of 2008 159 264
Wheat_3rd class_harvest of 2009 881 266
Wheat_4th class_harvest of 2009 155 265
Wheat_3rd class_harvest of 2011 54 258
Wheat_4th class_harvest of 2011 88 279
Rye 3rd class_crop of 2008 87 188
Rye_3rd class_crop of 2009 15 189
Barley crop 2008 185 224
Total wheat intervention 3.423 267 -4% Chicago

As a % of closing stock 69.1%

As a % of export 30.3%

Source: Author’s estimate, UGC?’?, FAO, Trademap, Quandl.com
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10) 2013-14 Purchase: Government procurement intervention
Government procurement intervention 2013-14 was announced on March 30, 2013, about
8 months before the commencement of the intervention procurement. Procurement of
wheat started on December 4, 2013 and ended on February 18, 2014. Russia’s class 3
wheat price decreased by 36% from $361.7 per tonne at announcement to $232.0 at the
beginning of intervention. There was no significant change in wheat prices during the
intervention period.

A total of 467,775 tonnes of wheat was procured, which included 308,610 tonnes
of class 3, 112,320 tonnes of class 4 and 46,845 tonnes of class 4 wheat of 2013 harvest.
The average intervention price per tonne was $180. Class 3 wheat was purchased at an
average price of $183 per tonne, which was 22% lower than average class 3 wheat market
price of $235 per tonne. Volume procured through intervention was 9% of 5.2 million
tonnes of the closing wheat stock and 2.5% of 18.5 million tonnes of wheat export in
MY2013/14. Wheat stock in the intervention fund (restricted wheat stock) increased from
2.6 million tonnes in MY2012/13 to 3.1 million tonnes in MY2013/14.

Total wheat production was 37.7 million tonnes in MY2012/13, 33% lower than
56.2 million tonnes produced in MY2011/12. Utilization declined by 11.7% from 38
million tonnes in MY2011/12 to 33.6 million tonnes in MY2012/13. Exports declined by
47.8% from 21.6 million tonnes in MY2011/12 to 11.3 million tonnes in MY2012/13.
Closing stock declined to 5 million tonnes from 10.9 million tonnes during the year. Sale
of wheat by intervention fund was 30.3% of the export and 69% of the closing stock.
After the commodity intervention 2012-13, wheat in the intervention fund declined from

6.0 million tonnes in MY2011/12 to 2.6 million tonnes in MY2012/13.
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Table 60. Intervention — Government procurement intervention 2013/14

Announcement 3/30/2013 Marketing year (MY) 2012/13 2013/14 2014/15
Start 12/4/2013 Area (million hectares) 21.3 23.4 23.6
End 2/18/2014 Yield ('000 hg/ha) 17.7 22.3 25.0
Production 37.7 52.1 59.1
Pre-announcement wheat price change % change -32.9% 38.1% 13.4%
Chicago -13% 2mth Utilization 33.6 34.1 35.5
-3% 1mth % change -11.7% 1.6% 4.1%
Black Sea na 2mth Export 11.3 18.5 22.8
na 1mth % change -47.8% 64.2%  23.0%
Class 3 -4% 2mth Closing stock 5.0 5.2 6.3
-6% 1mth Stock to use ratio 14.8% 15.3%  17.7%

Price Premium/(-

Intervention asset details

Volume ('000 tonnes)

(USD/ton) discount) mkt price

Wheat_3rd class_harvest of 2013 -309 183 -22% Class 3

Wheat_4th class_harvest of 2013 -112 177

Wheat_5th class_harvest of 2013 -47 167

Rye_3rd class_crop of 2013 - -

Barley crop 2013 -142 147

Corn 3rd class _harvest 2013 - -

Total wheat intervention -468 180 -18% Chicago
As a % of closing stock -9.0%
As a % of export -2.5%

Source: Author’s estimate, UGC?”, FAO, Trademap, Quandl.com
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(accessed July 30, 2018).

219


http://www.oaoozk.com/state-intervention/

11) 2014-15 Purchase: Government procurement intervention

A procurement intervention was announced on March 26, 2014, about 6 months
before the commencement of the intervention procurement. Procurement of wheat started
on September 30, 2014 and ended on June 30, 2015. Russia’s class 3 wheat price
decreased by 10% from $224.6 per tonne at announcement to $202.5 at the beginning of
procurement. Class 3 wheat prices further declined by 12% during the intervention period
to $177.2 per tonne. Pre-announcement price change on Black sea wheat was negligible.

A total of 973,350 tonnes of wheat was purchased for an average price per tonne
of $175. The procurement of wheat included 541,215 tonnes of class 3, 292,275 tonnes of
class 4 and 139,860 tonnes of class 5 wheat of 2014 crop. The class 3 wheat was
purchased at an average price of $184 per tonne, which was 3% lower than the average
class 3 wheat market price of $190 per tonne.

Wheat procured through the intervention in MY2014/15 was 15% of Russia’s
wheat closing stock of 6.3 million tonnes, which increased by 1.1 million tonnes (21%)
from 5.2 million tonnes in MY2013/14. Increase in closing stock was mainly due to
intervention purchase. Wheat stock with the Intervention Fund (restricted closing stock)
increased from 3.1 million tonnes to 4.0 million tonnes during the same period.

Wheat production increased by 13.4% from 52.1 million tonnes in MY2013/14 to
59.1 million tonnes in MY2014/15. Utilization increased only marginally. Exports
increased by 23% from 18.5 million tonnes in MY2013/14 to 22.8 million tonnes in
MY2014/15. Having a procurement intervention looks logical in a year characterized by
high production and high exports. However, imposition of an export tax might have not

been to discourage exports but to increase the Russian exchequer’s revenue.
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Table 61. Intervention — Government procurement intervention 2014/15

Announcement 3/26/2014 Marketing year (MY) 2013/14 2014/15 2015/16
Start 9/30/2014 Area (million hectares) 23.4 23.6 25.6
End 6/30/2015 Yield ('000 hg/ha) 22.3 25.0 23.9
Production 52.1 59.1 61.0
Pre-announcement wheat price change % change 38.1% 13.4% 3.3%
Chicago 24% 2mth Utilization 34.1 35.5 37.0
16% 1mth % change 1.6% 4.1% 4.2%
Black Sea 1% 2mth Export 18.5 22.8 25.5
4% 1mth % change 64.2% 23.0% 12.0%
Class 3 -6% 2mth Closing stock 5.2 6.3 5.6
0% 1mth Stock to use ratio 15.3% 17.7% 15.2%
Price Premium/(-
Intervention asset details Volume ('000 tonnes)  (USD/ton) discount) mkt price
Wheat 3rd class harvest of 2014 -541 184 -3% Class 3
Wheat_4th class_harvest of 2014 -292 165
Wheat_5th class_harvest of 2014 -140 157
Rye_3rd class_crop of 2014 -94 93
Barley crop 2014 -114 95
Corn 3rd class _harvest 2014 - -
Total wheat intervention -973 175 -10% Chicago
As a % of closing stock -15.5%
As a % of export -4.3%

Source: Author’s estimate, UGC?’*, FAO, Trademap, Quandl.com
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12) 2014/15Export tax in in the MarketingYear (MY)

On December 29, 2014, in the middle of the procurement intervention period (see
interventions carried though UGC), Russia imposed an export tax of 15% of the customs
price plus EUR 7.5 per tonne. Overall this was expected to result in a minimum export
tax of EUR 35 per tonne. The export tax was applicable from February 1, 2015 to June
30, 2015.

Russia’s class 3 wheat price declined by 8% from $201.1 per tonne at
announcement to $184.2 per tonne at the beginning of tax period. However, class 3 wheat
price remained more or less at this level during the tax period.

Wheat production increased by 13.4% from 52.1 million tonnes in MY2013/14 to
59.1 million tonnes in MY2014/15. Utilization increased only marginally from 34.1
million tonnes in 2013/14 to 35.5 million tonnes in MY2014/15. Exports increased by
23% from 18.5 million tonnes in MY2013/14 to 22.8 million tonnes in MY2014/15.
Imposition of an export tax in a year characterized by high production and high exports,
might have not been to discourage exports but to increase the Russian exchequer’s
revenue. We estimated that Russia must have earned at least RUB 22.2 billion or $ 362

million in tax from imposition of export tax in MY2014/15.
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Table 62. Intervention — Export tax 2014/15

Announcement  12/29/2014 Marketing year (MY) 2013/14 2014/15 2015/16
Start 2/1/2015 Area (million hectares) 23.4 23.6 25.6
End 6/30/2015 Yield ('000 hg/ha) 22.3 25.0 23.9
Production 52.1 59.1 61.0

Pre-announcement wheat price change % change 38.1% 13.4% 3.3%
Chicago 14% 2mth Utilization 34.1 35.5 37.0
6% 1mth % change 1.6% 4.1% 4.2%

Black Sea 9% 2mth Export 18.5 22.8 25.5
4% 1mth % change 64.2% 23.0% 12.0%

Class 3 3% 2mth Closing stock 5.2 6.3 5.6
0% 1mth Stock to use ratio 15.3% 17.7% 15.2%

Source: Author’s estimate, UGC?”, FAO, Trademap, Quandl.com
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13) 2015-16 Purchase: Government procurement intervention

Government procurement intervention 2015-16 was announced on March 31,
2015, about 6 months before the commencement of the intervention procurement.
Procurement of wheat started on September 15, 2015 and ended on April 6, 2016.
Russia’s class 3 wheat price decreased by 16% from $180.1 per tonne at announcement
to $151.8 at the beginning of the procurement. However, Class 3 wheat prices increased
by 7% during the intervention period to $161.9 per tonne. Pre-announcement price
change on Black sea wheat was (-16%).

A total of 1.7 million tonnes of wheat was purchased for an average price per
tonne of $149. The procurement of wheat included 879,120 tonnes of class 3, 682,849
tonnes of class 4 and 100,440 tonnes of class 5 wheat of 2015 crop. The class 3 wheat
was purchased at an average price of $155 per tonne, which was 3% lower than the
average class 3 wheat market price of $159 per tonne.

Wheat procured through the intervention in 2015/16 was 30% of Russia’s wheat
closing stock of 5.6 million tonnes, which decreased by 678,000 tonnes from 6.3 million
tonnes in 2014/15. Wheat stock with the Intervention Fund (restricted closing stock)
increased from 4.0 million tonnes to 5.7 million tonnes during the same period and
accounted for 100% of the Russia’s wheat closing stock.

Wheat production increased by 3.3% from 59.1 million tonnes in MY2014/15 to
61.0 million tonnes in MY2015/16. Utilization increased from 35.5 million tonnes to 37.0
million tonnes and exports increased by 12% from 22.8 million tonnes to 25.5 million

tonnes during the same period.
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Table 63. Intervention — Government procurement intervention 2015/16

Announcement 3/31/2015 Marketing year (MY) 2014/15 2015/16 2016/17
Start 9/15/2015 Area (million hectares) 23.6 25.6 27.0
End 4/6/2016 Yield (‘000 hg/ha) 25.0 239 26.9
Production 59.1 61.0 72.5

Pre-announcement wheat price change % change 13.4% 3.3% 18.8%
Chicago 2% 2mth Utilization 35.5 37.0 40.0
-1% 1mth % change 4.1% 4.2% 8.1%

Black Sea -16% 2mth Export 22.8 25.5 27.8
-9% 1mth % change 23.0% 12.0% 8.9%

Class 3 -2% 2mth Closing stock 6.3 5.6 10.8
3% 1mth Stock to use ratio 17.7% 15.2%  27.1%

Price Premium/(-

Intervention asset details

Volume (‘000 tonnes)

(USD/ton) discount) mkt price

Wheat 3rd class harvest of 2015 -879 155 -3% Class 3

Wheat_4th class_harvest of 2015 -683 146

Wheat_5th class_harvest of 2015 -100 124

Rye_3rd class_crop of 2015 -18 99

Barley crop 2015 -21 106

Corn 3rd class _harvest 2015 0 0

Total wheat intervention -1,662 149 -16% Chicago
As a % of closing stock -29.6%
As a % of export -6.5%

Source: Author’s estimate, UGC?’%, FAO, Trademap, Quandl.com
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14) 2016-17 Purchase: Government procurement intervention

Government procurement intervention 2016-17 was announced on March 18,
2016, 5 months before the commencement of the intervention procurement. Procurement
of wheat started on August 19, 2016 and ended on December 14, 2016. Russia’s class 3
wheat price decreased by 5% from $161.9 per tonne at announcement to $153.8 at the
beginning of the procurement. However, Class 3 wheat prices increased by 16% during
the intervention period to $178.2 per tonne. Pre-announcement price change on Black sea
wheat was insignificant.

A total of 857,520 tonnes of wheat was purchased for an average price per tonne
of $153. The procurement of wheat included 142,560 tonnes of class 3, 575,235 tonnes of
class 4 and 139,725 tonnes of class 5 wheat of 2016 crop. The class 3 wheat was
purchased at an average price of $165 per tonne, which was in line with the average class
3 wheat market price of $167 per tonne.

Wheat procured through the intervention in MY2016/17 was 8% of Russia’s
wheat closing stock of 10.8 million tonnes, which increased by 5.2 million tonnes from
5.6 million tonnes in MY2015/16. Wheat stock with the Intervention Fund (restricted
closing stock) increased from 5.7 million tonnes to 6.6 million tonnes during the same
period and accounted for 61% of the Russia’s wheat closing stock.

Wheat production increased by 18.8% from 61.0 million tonnes in MY2015/16 to
72.5 million tonnes in MY2016/17. Utilization increased from 37.0 million tonnes to 40.0
million tonnes and exports increased by 8.9% from 25.5 million tonnes to 27.8 million

tonnes during the same period.
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Table 64. Intervention — Government procurement intervention 2016/17

Announcement 3/18/2016 Marketing year (MY) 2015/16 2016/17 2017/18

Start 8/19/2016 Area (million hectares) 25.6 27.0 27.2

End 12/14/2016 Yield (‘000 hg/ha) 23.9 26.9 31.3

Production 61.0 72.5 85.0

Pre-announcement wheat price change % change 3.3% 18.8% 17.2%

Chicago -2% 2mth Utilization 37.0 40.0 45.0
0% 1mth % change 4.2% 8.1% 12.5%

Black Sea -2% 2mth Export 25.5 27.8 36.0
0% 1mth % change 12.0% 89%  29.5%

Class 3 12% 2mth Closing stock 5.6 10.8 15.3
9% 1mth Stock to use ratio 15.2% 27.1% 34.1%

Premium/(-

Intervention asset details Volume ('000 tonnes) Price (USD) discount) mkt price

Wheat_3rd class harvest of 2016 -143 165 -1%

Wheat_4th class_harvest of 2016 -575 154

Wheat_5th class_harvest of 2016 -140 131

Rye 3rd class_crop of 2016 - -

Barley crop 2016 -48 124

Corn 3rd class harvest 2016 - -

Total wheat intervention -858 153 3% Chicago

As a % of closing stock -7.9%
As a % of export -3.1%

Source: Author’s estimate, UGC?”7, FAO, Trademap, Quandl.com
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15) 2018 Sale: From Federal Intervention fund

Realization of the stocks of the federal intervention fund 2018, the latest intervention
started on June 20, 2018, the last month of MY20017/18. This is equivalent to the State
commodity intervention selling wheat stored into the market to suppress prices. It is
likely this wheat is being sold internationally. Until July 19, 2018, 137,012 tonnes of
wheat has been sold from the intervention fund. Wheat sold includes class 4 & 5 of 2008
crop, class 3 of 2009 crop, class 3 & 4 of 2011 crop and class 3, 4 & 5 of 2013 crop. We
have observed no significant change in market price of class 3 wheat.

According to USDA estimates, production of wheat increased by 17.2% from
72.5 million tonnes in MY2016/17 to a record level of MY85 million tonnes in
MY2017/18. Exports touched all-time high at 36.0 million tonnes in MY2017/18, an
increase of 29.5% from 27.8 million tonnes in MY2016/17. Also, utilization increased to
an all-time high of 45 million tonnes in MY2017/18, a 12.5% increase from 40.0 million
tonnes in MY2016/17.

Despite high production and export, Russia opted for a commodity intervention
that could be due to high stock levels. According to USDA estimates, Russia’s wheat
closing stock touched an all-time at 15.3 million tonnes by the end of 2017/18. The

foreign policy implications of this action are not known at the time of this writing.
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D. Summary of Intervention Details

Table 65. Wheat Market Invention Summary
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Table 66. Volume and Price Specific Details of the Wheat Market Inventions

, Intervention Intervention Average
Average Intervention Russia Intervention
' __Salel(-purchase) ~ price (Per wheat mkt price class 3 price
Intervention period Volume ___tonne)  price premium/(-  wheatmkt premium/ (-
Date of (‘000 Value (Chicago) discount)to  price (USD/ discount) to
Intervention /7, announcement Start End Basic assets as announced [5] tonnes) (Mn RUB) RUB USD __ (USD/tonne) mktprice tonne) mkt price
1[ Export ) ) Export tax of EUR 0.025/kg
2003/04 [6, 7] 121112003 171612004 51172004 na 810 896 31 145 na na na
11/10/07 to 01/28/08: Higher of
2| Export tax 10% or EUR 22 per tonne;
2007/08 (8] 072007 ATA02007 7112008 | 04/29/08 to 07/01/08: higher of
40% or EUR 105 per tonne na 21,964 327 na " 313 na
Wheat_3rd class_hanvest of 2008___-2,007__-11,691__ 5,824___174. T 198 2%
3 Wheat_4th class_harvest of 2008 -2,275 11,374 4,999 149
Government
procurement 325/2008  Aug 2008 Mar 2000 Wheat_5th class_hanest of 2008 2,073 4,031 120
intervention 2008 Rye_group A_crop of 2008 206 3,800 116
Barley forage crop 2008 1,260 3,729 111
Total wheat 6.355 4,944 151 223 -33%
Covermment Wheat_3rd class_harvest of 2009 ___-1,435__ T 143 2%
4 orocurement 3/27/2009  11/2/2009 4/15/2010 ~Wheat_4th class_harvest of 2009 =379
intervention 2009 Rye_group A_crop of 2009 66
Total wheat 1,805 193 31%
12/1/2010 | Export ban
Export ban: 8/5/2010  8/15/2010  (ended
2010/11 9] July 2011) na na na na na
Wheat_3rd class_harvest of 2005 20
Wheat_4th class_hanvest of
6 Wheat_3rd class_harvest of
Wheat_ath class_harvest of
Corsn‘:\fd’t 2142011 6116/2011 Mheal St class_hanest of
o o011 : Wheat_3rd class_harvest of 2009
Wheat_4th class_harvest of 2009 8
Rye._3rd class_crop of 2008 34
Barley crop 2008 166
Total wheat 673 290 22% 241 6%
Wheat_3rd class_harvest of 2011____-309 198 23%
Wheat_4th class_harvest of 2011 ___-110
7 State Wheat_5th class_harvest of 2011 - - - -
procurement 3/31/2011  11/28/2011 3/6/2012 Rye, 3rd class. crop of 2011 - - N N
intervention 2011 Barley crop 2011 - - N -
Com_3rd class_harvest 2011 - B N N
Total wheat 419 1,022 4583 150 236 -36%
Wheat_3rd class_harvest of 2005 7 38 5514 180
Wheat_ath ciass_harvest of 2005 21 1085152 168
Wheat_3rd class_harvest of 2008 102 652 6,377 208
8 Wheat_ath ciass_harvest of 2008 871 5106 5,862 191
State Wheat_5th class_harvest of 2008 572 2,761 4,825 158
Commodity - 41412012 6/7/2012  Wheat_3rd class_harvest of 2009 162 1,002 6,179 202
Intervention 2012 Wheat_4th class_harvest of 2009 152 829 5455 178
Rye_3rd class_crop of 2008 80 347 4,347 142
Rye_3rd class_crop of 2009 3 58 4311141
Barley crop 2008 208 o796 4714 154
Total wheat 1,887 10,496 5561 183 235 22% 224 -18%
Wheat_3rd class_harvest of 2005 - - - -
4th class_hanvest of 2005 - - N -
3rd class_harvest of 2008 __ 1,461 ___ 12,069 __8.261
9 4th class_harvest of 2008 8,599
State ‘Wheat_5th class_harvest of 2008 8,230
Wheat 3rd class_harvest of 2009 8,319
ommedly | 10/8/2012  10/23/2012 7/31/2013 'Wheat 4th class_harvest of 2009 155 1
Sors Wheat_3rd class_harvest of 2011 4
Wheat_4th class_harvest of 2011
Rye _3rd class_crop of 2008 5,876
Rye 3rd class_crop of 2009 5,807
Barley_crop 2008 185 7.008
Total wheat 3,423 568 8,345 278 -4% 321 7%
Wheat_3rd class_hanvest of 2013 ___-309 __-1,919__ 6,220 235 22%
10 Wheat_4th class_hanest of 2013 -112 675 6,014
Government
procurement I o Wheat_5th class_harvest of 2013 47 266 5,685
. 3/30/2013  12/4/2013 2/18/2014 Ryg 3rd class. orop of 2013 - - - -
2013-2014 Barley crop 2013 EPD) 714999 147
Com_3rd class_hanest 2013 - - N -
Total wheat 468 2861 6,117 180 222 -19%
Wheat_3rd class_harvest of 2014____-541 9,975 190 3%
Government Wheat_4th class_harvest of 2014____ 202 8.9:
11 Wheat_5th class_hanvest of 2014140 8,492
procurement 3 9/30/2014  6/30/2015 Rye_3rd class_crop of 2014 -94 4
interventions -
o 0ie Barley crop 2014 14 B85 5,149 95
Com_3rd class_harvest 2014 - - N -
Total wheat 75 5196 9448 175 193 9%
P ) 15% of the customs price + EUR
xport tax
2014/15 [10) 12/29/2014 2/1/2015  6/30/2015 | 7.5 per tonne; would be no less
than 35 euros tonne na 22,174 184 na 191 na
Wheat_3rd class_hanest of 2015____-879___ 0,553 __10,866__ 155, 159 3%
o Wheat_4th class_harvest of 2015 683 6,988 10,233 146
Government 2= —
13 ement Wheat_5th class_harvest of 2015____-100 874 124
Intementions 9/15/2015  4/6/2016  Rye_3rd class_crop of 2015 18 123 99
orem01e Barley crop 2015 21 153 106,
Com_3rd class_hanest 2015
Total wheat 1,662 7,414 10,475 149 178 -16%
Wheat_3rd class_harvest of 2016 ___-143___-1,500 10,521 165 67 %
Gowermment ‘Wheat_4th class_harvest of 2016____ 575 09,788
14 Wheat_5th class_hanvest of 2016140 161 8,308
p'{’““’e'l"em 3/18/2016  8/19/2016 12/14/2016 Rye_3rd class_crop of 2016 - N - -
o Barloy crop 2016 8 375 7877 424
Com_3rd class_harvest 2016 - - N -
Total wheat 858 8291 0660 153 150 2%
Wheat soft 4th class 2008 harvest 9 78 8600 136
15 Wheat soft 5th class 2008 harvest 5 47 9220 146
Realization of Wheat soft 3rd class 2009 harvest 16 119 7,600 120 __
e e Wheat soft 3rd class 2011 crop 9 75 8,660 137
T T
) eat soft 3rd class, harves .
inervention fund NA 62012018 Ongoing e e honedt 36 e
Wheat soft 5th class 2013 harvest 4 93
Total wheat 137 1,000 7,956 127 182 -30% 162 22%
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Table 67. List of Interventions Relative to Export

Based on FAO data

Mkt Mkt
| Mkting Closing volume Cumulative Restricted | Export volume Russia-  Intervention
Intervention period year (MY) stock change restricted stockitotal I (000  change, production  purchase
Date of (uly- (000  %of stock(000 closing !tonnes) % of Wheat (000 as % of
Intervention /1] Start End June) tonnes) stock __tonnes) stock [11] __ Export | Crop year class _tonnes) ducti
Export tax: ,
2003/04 f6, 7] 12/11/2003 11612004 BI2004 1 p003104 2,645 na na nal 3114 na 2003 34,070 na
Export tax 11/10/2007  11/10/2007 7/1/2008
2007/08 [8] !
2007/08 2300 na na naj 12220  na 2008 63,765 na
2008 3d 22,424 9.0%
2008 4th 25245 9.0%
Government o,
procurement 3/25/2008  Aug 2008 Mar 2009 2008 Sth 14,300 -14.5%
intervention 2008
2008/09 10,479 -61% 6,355 61%, 18,393 -34.6% , Aggregate 61,969 -10.3%
P 2009 3d 21,712 5.6%
procurement 3/27/2009  11/2/2009 4/15/2010 2009 4th 24,443 1.5%
2009
intenvention 2009 200910 13179 -14% 8,160 62%] 18,000 -10.0% | Aggregate 46,154 3.9%
12/1/2010
Export ban:
2010/11 [9] 8/5/2010  8/15/2010  (ended 201011 13,535 na naj 3,983 2010 41,508
July 2011)
2005 3d 16,744 2%
(2005 4th 18,851 0.0%
2008 3rd 22,424 1.1%
[ 2008 4th 25,245 0.9%
State r 2008 Sth 14,300 0.9%
c it - 2/4/2011  6/16/2011 g -9%
It 11 ! 2009 3d 21,712 0.0%
2009 4th 24,443 .0%
2010/11 13,535 5% 7,487 55%. 3,983 16.9% Aggregate 143,718 0.5%
2011 3d 19,778 6%
[ 2011 4th 22,265 -0.5%
2011 11/29/2011 3/6/2012
201112 10899 -4% 7.807 73%| 21,627 -1.9% | Aggregate 42,043 -1.0%
2005 3d 16,744 0.0%
r 2005 4th 18,851 0.1%
y 2008 3d 22,424 0.5%
r 2008 4th 25,245 3.5%
State ;2008 Sth 14,300 4.0%
Commodity - 4/4/2012  6/7/2012 r 2009 3d 21,712 0.7%
Intervention 2012 v 2009 ath 24,443 0.6%
201112 10,899 17% 6,019 55%) 21,627 8.7% Aggregate 143,718 1.3%
2008 3d 22,424 5%
2008 4th 25,245 2.5%
state rojos  aa  atgte 4t
‘m:&";""gf%m 10/8/2012  10/23/2012 7/31/2013 2009 ath 24,443 0.6%
T 2013 (2011 3rd 19,778 0.3%
F 2011 4th 22,265 0.4%
2012113 4952 69% 2,596 52%) 11.289 30.3% | Aggregate 150,166 2.3%
2013 3rd 19,500 6%
2013 4th 19,000 0.6%
Government
curen 2013 5th 11,900 0.4%
procurement 3/30/2013  12/4/2013 2/18/2014
interventions
2013-2014
201314 5209 -9% 3,064 59%| 18,534 -25% | Aggregate 50,400 0.9%
2014 3d 20,000 27%
Government F 2014 4th 24,800 -1.2%
procurement | 2014 Sth 13,400 -1.0%
procureme: 3/26/2014  9/30/2014 6/30/2015
interventions
2014-2015
201415 6285 -15% 4,037 64%) 22,800 -43% ! Aggregate 58,200 1.7%
Export tax o U015 6/A0/5015
2014/15 [10] 12/29/2014 2/1/2015  6/30/2015
2014/15 6,285 na na naj 22800  na 2015 61,786 na
2015 3d 21,600 41%
Government r 2015 4th 26,500 2.6%
Crocurement | 2015 5th 11,900 -0.8%
procureme: 3/31/2015  9/15/2015  4/6/2016
interventions
2015-2016
2015/16 5607 -30% 5,699 102%] 25543 -65% | Aggregate 60,000 2.8%
2016 3d 15,900 0.9%
Govemment [ 2016 4th 35,100 -1.6%
Coeurement [ 2016 5th 20,500 0.7%
p 3/18/2016  8/19/2016 12/14/2016
interventions
2016-2017
2016/17 10,830 -8% 6,557 61%, 27,809 -3.1% Aggregate 71,500 -1.2%
Realization of
the stocks of the
federal
intervention fund NA 6/20/2018  Ongoing
2017/18__ 15,330 1% 6.420 42%} 36,000 0.4%
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List of UGC Assets

PJSC "Novorossiysk combine of bread products"

Location: Novorossiysk Port: A high-tech port transshipment complex, which
includes two elevators and a complex of port facilities. The total storage capacity:
140,000 tons, the depth at the berthing wall allows to handle DW vessels up to 70
thousand tons; Mill's production: a three-grade wheat grinding mill with a capacity of 150
tons per day. Supply region: Krasnodar region; Middle East, Southeast Asia and the Far
East

Regions of grain delivery for transshipment: Krasnodar, Stavropol, Rostov,
Volgograd, Voronezh, Lipetsk, Saratov, Oryol, Samara

Accreditation: the keeper of grain (the basis of the delivery of goods) within the
framework of exchange trades of JSC "National Commodity Exchange"dealer in the
framework of exchange trades of JSC "National Commodity Exchange"

http://www.oaoozk.com/pao-%C2%ABnovorossijskij-kombinat-

xleboproduktov%C2%BB.html

JSC "Elevator"

Location: Stavropol Territory, a procurement and transshipment complex located
on two autonomous production sites. The enterprise's assets include two grain elevators
and nineteen grain storage facilities. The total storage capacity is 253 thousand tons.

Region of activity: Stavropol territory including other districts Budennovsky,
Gratny, Novoselitsky, Sovetsky, Stepnovsky, Arzgir, Levokumsky, Neftekumsky,
Alexandrovsky.

Accreditation: Grain keeper of Federal Intervention Fund
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http://www.oaoozk.com/pao-%C2%ABnovorossijskij-kombinat-xleboproduktov%C2%BB.html

http://www.oaoozk.com/a0-%C2%ABelevator%C2%BB.html

JSC "Ardatov hlebopriemnoe enterprise"

Location: Republic of Mordovia, a procurement complex that includes ten
warehouses for storage of grain with a capacity of 30,600 tons, a high-performance grain
cleaning and grain drying equipment.

Region of activity: Ardatovsky, Atyashevsky, Dubensk

Accreditation: Grain keeper of Federal Intervention Fund

http://www.oaoozk.com/0ao0-%C2%ABardatovskoe-xlebopriemnoe-

predprivatie%C2%BB.html

OJSC Buturlinovskiy Melkombinat

Location: Voronezh region, a high-tech processing complex with two silos with a
storage capacity of 56 thousand tons, Feed mill with a capacity of up to 450 tons per day;
a flour mill with a capacity of 500 tons per day; cereal shop with a capacity of up to 80
tons a day for processing grain in cereals and flour from cereals.

Region of activity: Arhangelsk, Belgorod, Bryansk, Voronezh, Kaliningrad,
Krasnodar, Leningrad, Moscow, Novgorod, Saratov and Tula

Accreditation: Grain keeper of Federal Intervention Fund, the keeper of grain (the
basis of the delivery of goods) within the framework of exchange trades of JSC "National
Commodity Exchange"

http://www.oaoozk.com/0a0-%C2%ABbuturlinovskij-

melkombinat%C2%BB.html
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0OJSC "Grachevsky elevator"

Location: Stavropol Territory, a procurement and transshipment complex, which
includes two elevators and two lines of mechanized grain storage facilities. The total
storage capacity of the enterprise is 129 500 tons.

Region of activity: Grachevsky, Shpakovsky, Petrovsky, Aleksandrovsky and
Trunovsky

Accreditation: Grain keeper of the federal intervention fund

http://www.oaoozk.com/0a0-%C2%ABgrachevskij-elevator%C2%BB.html

OJSC "Obrochinskoye Grain-Receiving Enterprise”

Location: Republic of Mordovia, a procurement complex, which includes twenty
mechanized grain stores with a passport capacity of 38 400 tons.

Region of activity: Ichalkovsky , Bolsheignatovsky

Accreditation: Grain keeper of the federal intervention fund

http://www.oaoozk.com/0a0-%C2%ABobrochinskoe-xlebopriemnoe-

predprivyatie%C2%BB.html

0OJSC "Orsky elevator"

Location: Orenburg region, a procurement and transshipment complex, includes
an elevator and two lines of storage warehouses (currently not in operation). The total
storage: 85 200 tons.

Region of activity: Orenburg Region - Eastern Zone

Accreditation: Grain keeper of the federal intervention fund
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http://www.oaoozk.com/0a0-%C2%ABorskij-elevator%C2%BB.html,

http://oaoorskelev.mya5.ru/ http://www.oaoozk.com/0a0-%C2%ABobrochinskoe-

xlebopriemnoe-predprivatie%C2%BB.html

Pallasovsky Elevator JSC

Location: Volgograd Region, procurement and transshipment complex, includes
two elevators and mechanized grain warehouses (currently not in operation). The total
storage capacity: 183 300 tons.

Region of activity: Volgograd Region, Saratov Region

Accreditation: Grain keeper of the federal intervention fund, the keeper of grain
(the basis of the delivery of goods) within the framework of exchange trades of JSC
"National Commodity Exchange"

http://www.oaoozk.com/0a0-%C2%ABpallasovskij-elevator%C2%BB.html

http://pallas-elevator.ru/ http://www.oaoozk.com/0a0-%C2%ABobrochinskoe-

xlebopriemnoe-predprivatie%C2%BB.html

JSC "Port elevator"

Location: Kaliningrad, a specialized sea grain terminal, which includes three
elevators located on the territory of the Kaliningrad Sea Commercial Port. In operation,
JSC "Port Elevator" has 2 berths, the depth of which allows to load vessels DW up to 10
000 tons. The total capacity of a one-time storage of elevators is 46,000 tons.

Supply region: Norway, Germany, Belgium, Poland, Lithuania, Netherlands,
Spain, Denmark, England, Sweden, Iceland

http://www.oaoozk.com/0a0-%C2%ABportovyij-elevator%C2%BB.html
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http://www.elevator-port.ru

OAOQ "Reservehleb"

Location: St. Petersburg, a procurement complex, which includes an elevator and
three lines of grain storage. All these assets are provided by railways with a length of 5.4
km. The total storage capacity of the company is 97,700 tons.

Region of activity: St. Petersburg, the Leningrad Region, Omsk

http://www.oaoozk.com/0a0-%C2%ABrezervxleb%C2%BB.html

JSC "Surovikinskiy elevator”

Location: Volgograd Region, Procurement and transshipment complex, which
includes two elevators and lines of mechanized grain storage. The total storage capacity:
183,000 tons; The railway infrastructure of the enterprise allows forming on its territory
direct routes (up to 60 cars) in the direction of the ports of the Azov-Black Sea and
Caspian basins; The assets of the production complex: a wheat mill with a capacity of 60
tons per day, as well as a feed mill with a granulation line of 200 tons per day.

Region of activity: olgograd region, Rostov region, Moscow, Nizhny Novgorod

Accreditation: Grain keeper of the federal intervention fund, the keeper of grain
(the basis of the delivery of goods) within the framework of exchange trades of JSC
"National Commodity Exchange"

http://www.oaoozk.com/0a0-%C2%A Bsurovikinskij-elevator%C2%BB.html

http://www.surelevator.ru/
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The Global Food Basket

Global Food Basket Trends
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Figure 50. Global Food Basket Trends (kg/capita/yr)

8 Ciat.cgiar.org. The changing global diet. https:/ciat.cgiar.org/the-changing-global-
diet/ (accessed November 2, 2018).
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Safe Grain Storage Period

Table 68. Safe storage period for wheat (days)

Rice or Wheat Moisture Content of Rice and Wheat (% Wet Basis)

Temperature
(°F) 14 15 16 17 18 19 20 21 22 23 24
a8 40 20 8 5 3
81 120 40 10 10 5 5 3
77 160 40 20 20 10 5 5 5 3
68 <270 80 40 40 20 10 10 10 5 5 5
59 =270 160 80 60 40 20 20 10 10 10 5
50 =270 =270 160 90 80 50 40 20 15 10 10
41 =270 =270 >270 <270 120 80 50 40 30 20 10

*It should be mentioned that these values assumed about 0.5% dry matter loss.
Source: Sammy Sadaka, Griffiths Atungulu, Gbenga Olatunde. Safe Grain Storage Period. University of
Arkansas Cooperative Extension Service Printing Services, p 3.
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OPEC Wheat Consumption

Table 69. Russian Wheat relative to OPEC’s Consumption

wheat import from Russia, % of  wheat import from Russia, % of
Wheat import (‘000 tonnes) total wheat import wheat utilization
2001 2010 2017 2001 2010 2017 2001 2010 2016
OPEC 15,383.8 15,341.8 11,910.4 0.8% 2.0% 6.0% 0.4% 0.8% 1.6%
OPEC Countries
Algeria 4,538 5,232 8,079 2.9% 0.1% 0.0% 1.9% 0.0% 0.7%
Angola 15 0 169 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Congo 71 74 186 0.0% 0.0% 63.4% 0.0% 0.0% 0.0%
Ecuador 533 612 1,131 0.0% 0.0% 5.1% 0.0% 0.0% 1.6%
Equatorial Guinea 0 0 0 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Gabon 69 90 97 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Iran (Islamic Republic of) 6,439 869 0 0.0% 14.5% 0.0% 0.0% 0.9% 2.8%
Iraq 0 0 0 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Kuwait 179 182 484 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Libya 0 1,059 0 0.0% 17.1% 0.0%
Nigeria 2,190 3,972 0 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Qatar 52 139 0.0 0.0% 0.0% 62.1%
Saudi Arabia 1 1,619 1,025 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
United Arab Emirates 0 0 0 0.0% 0.0% 0.0% 0.0% 0.0% 7.6%
Venezuela (Bolivarian Republic of) 1,297 1,495 740 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%

Source: Author’s estimate; FAO, Trademap

To calculate ‘wheat import from Russia, % of total wheat import’ for 2017 and ‘wheat
import from Russia, % of wheat utilization’ for 2016, we have used latest available
figures in case 2017 and 2016 data is not available.
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MENA Food Consumption Pattern

Table 70. Food Consumption pattern of MENA (available Calories)

@ Staples O Sugarloil O Other crop = Animal

kealfcapita/day
4000
3000 |
2000 |
1000

0 i . . i .

1547 | 2027 01517 | 2007 01517 | 2027 01517 | 2027 01547 | 2027
MENA North Africa Gulf States Other Western Asia LDC

Source: OECD/FAO (2018), “OECD-FAO Agricultural Outlook 2018-2027”, Chapter 227

Table 71. Staple Consumption pattern of MENA

EWheat ORice OMaize @ Other coarse grains
kg/cap
300
250 F
200 F
150 |
100 |
50 F
0
201517 | 2027 01517 2027 201517 | 2027 201517 | 2027
MENA Region Gulf States LDCs Morth Alr\ca Other Western Asia

Source: OECD/FAO (2018), “OECD-FAO Agricultural Outlook 2018-2027”, Chapter 2.

279 OECD/FAO (2018), “OECD-FAO Agricultural Outlook 2018-2027”, Chapter 2.
http://www.fao.org/docrep/i9166¢/i9166¢_Chapter2.pdf (accessed on November 4, 2018)
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Table 72. Rising share of animal diet in MENA food consumption

Pulses 1 Meat/eggs M Dairy Fish # Other

M Cereals

o
2505

ety
i*i*i_iﬁ*i

tels!
Hete!
G55

TR
S SIS

L
L

50
55

2005 2007 2009 2011 2013 2015 2017 2019 2021 2023 2025  20%
Source: OECD/FAO (2018), “OECD-FAO Agricultural Outlook 2018-2027”, Chapter 2.
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LNG in Europe

All Data and Figures are courtesy of Dr. Thierry Bros?*
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Methods and Open Questions

The data is clear, Russian wheat export policy created disruptive wheat price
distortions in global markets affecting nation states with the potential to negatively
impact Russian gas exports for the long term. Although this theory has surfaced in
reputable journals such as “Foreign Affairs”, it is guesswork. I attempt to interpret
Russian agents’ strategy, using a mix of government, company, and private sector
sources to conduct the effort, but there is nothing conclusive. The events related to this
research are still unfolding; the sector provides insights into several levels of Russian
Statist actions.

I recognize the limits to covering this topic, and even generally within the given
framework of an introductory paper. Despite this, I believe the area of focus is rich with
supporting information. I do not explore in detail in the institutional structure of Russia,
its layers of actors, and broad motivations of those actors and related policy actions. This
research examines Russian foreign policy through the lens of its’ agricultural grain export
sector with an emphasis on the recent period of 2008 to the present. I thus examine
wheat with the caveat that further research is required to detail the multi-dimensional
policy actions of Russian leadership.

The Russian nation is entering a post-election period against the backdrop of its
worst political and economic crisis since the fall of the Berlin wall. Although the country
has a relatively strong balance sheet and foreign reserves, its cash flow is down as the
export market price of oil and gas have declined significantly. It is also facing restrictions
on international economic activity through sanctions imposed for its military invasion of

a Ukraine, and the Crimea. The ruble, its currency, has also depreciated significantly.
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And according to the Financial Times, it faces a crisis of confidence with leadership that
does not appear to offer direction nor solace internationally. President Putin is a strong
leader. However, his leadership is subject to challenge at this writing. Putin has managed
his nation balancing an information asymmetry between a domestic elite inner circle, and
the general population. As this analysis is occurring, this model of leadership will be
tested.

My initial question was “to what extent does Russia use its wheat grain export in
its foreign policy.” The hypothesis is that “Russian wheat production and its export
policies were methodically crafted by the Russian government to become an important
short-term tool used to secure long-term government budget revenues generated from its
primary export commodity of gas sold into Europe.” I tested this hypothesis by using
evidence gleaned from monographs, academic and trade journals, newspapers, non-
governmental organizations, and observable market price and trade data. I also employ
observational empirical studies through active interviews with agents in the wheat grain
trade. Statistical data is also calculated and analyzed. In sum, Russian wheat is used in its
domestic and foreign policy regularly. The potential for wheat to be an explicit strategic
tool of influence is real. The conclusion that wheat export was used to prevent pipeline

competition is circumstantial.
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