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Executive Summary 

 

1. Main findings. Concerns that a Russian “United Grain Company” (UGC) could be 
able to play a dominating role on world grain markets do not seem justified. While 
Russia’s grain production and grain exports are expected to rise significantly and the UGC 
would control a large part of Russia’s exports, these exports would likely not be large 
enough to control global markets in the long-term although short-term influence could be 
significant. In addition, international experience demonstrates that the establishment of a 
state owned grain trading company may not yield substantial benefits for the functioning of 
domestic grain markets and availability of supply. There are preferable ways to achieve 
better functioning markets and food security for citizens: through the promulgation of an 
effective competition policy, by maintaining a system of grain standards and quality 
certification, and through supporting investments in infrastructure for grain trading that 
have public good characteristics, such as the rail system and waterways. 

2. In July 2008, the Russian Ministry of Agriculture announced its intention to 
transform the Agency for the Regulation of the Food Market (AFM), an open joint stock 
company already mandated to carry out state procurement and exports of grain, into a 
major Russian grain trader, the "United Grain Company" (UGC). The UGC was 
established by Presidential Decreee on March 20, 2009. The government plans envisage 
the consolidation under the UGC of 33 joint stock companies (JSCs) in 19 Russian regions 
in which the government is holding not less than 25 percent of the shares and where 
specific technical and financial criteria are met. These JSCs include major ("strategic") 
grain elevators and export terminals. The envisaged ownership structure would provide the 
State with a minimum 25 percent share, while up to 75 percent of the shares could be 
offered to commercial grain-trading companies, with preference given to Russian 
companies. 

3. Against the background of the recent global food crisis and heightened concerns over 
inflation and food security, the proposed grain trading company and its functioning are of 
global interest. The World Bank undertook a desk review of empirical evidence of state 
grain trading and analyzed the potential impact of likely options – depending on objectives 
pursued and the resulting mandate and structure – of the UGC in order to contribute to 
informing the current debate within Russia and among major trading partners of the 
Russian Federation. 

4. This Note presents the results of this review in three parts: a theoretical analysis of 
the impact of market power and rents; a review of empirical evidence from grain State 
Trading Enterprises (STEs) in Canada and Australia; and an analysis of the likely impact 
of the envisaged UGC and potential options of accompanying regulations on Russia's grain 
markets and exports, domestic producers and consumers, Russian and foreign exporters, 
and foreign importers of Russian grain. The Note expands its analysis beyond the currently 
envisaged structure of the UGC by considering alternative or complementary scenarios and 
regulations.  

5. Today, the Russian grain market is characterized by a concentration level that is 
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comparable to that of the EU. Sixty percent of grain exports are currently controlled by 
nine firms, half of which is accounted for by foreign firms. Russia has the objective to 
increase its grain production from currently1 about 75 to 125 million tons annually by 
2020. A doubling of exports from about 13 to 25 million tons per year is expected for the 
current marketing year. Its expected share of 25 percent in total grain exports would 
guarantee UGC a significant, if not controlling, role in Russian grain exports. Furthermore, 
the consolidation of state assets in grain storage and loading facilities, estimated at an 
aggregate asset value of US$ 300-400 million, will also exert significant influence over the 
domestic grain supply chain. Whatever the final ownership structure and accompanying 
regulations, the UGC would become a major player on Russian grain markets. 

6. Some international observers have voiced concerns that the UGC may influence and 
eventually control world grain markets, especially if the UGC were granted exclusive 
export rights for Russian grain. These concerns do not seem justified. In the short run, an 
unexpected reduction or increase in exports by one of the major exporters may influence 
prices, as observed during the tight market conditions in 2007/2008 when prices reacted 
strongly to announcements of new or tightened export restrictions by exporters such as 
Argentina or Ukraine. However, growing export surpluses in other regions of the world 
have already created a diversified market, limiting the scope for a sustained price increase 
of this nature in the long run. A cartel involving several or all of the major grain exporting 
nations (a "grain OPEC") would be able to drive up world market prices, but only if the 
necessary supply discipline could be established and maintained. Critical differences 
between grain and other commodities such as oil and gas (supply structure, natural harvest 
fluctuations, perishable good and costly storage, alternative uses) make the success of such 
a cartel highly unlikely. 

7. Price discrimination strategies, if they were pursued, are unlikely to succeed given 
UGC’s envisaged role in the market and Russian grain characteristics. Price discrimination 
is a strategy whereby a seller charges different prices (beyond the differences in marginal 
costs of supply) for the same product in different markets. Such a strategy can be pursued 
on domestic markets (with a view to increasing exports and raising producer returns, or to 
restricting exports and lowering domestic food prices) or vis-à-vis foreign importers (with 
a view to increasing export revenues). 

(i) Since domestic grain markets are less price-responsive than export markets, one 
strategy of price discrimination involves charging domestic consumers higher 
prices than consumers in export markets. This would raise returns to producers 
while effectively subsidizing exports and leading to a higher share in global grain 
markets. For this strategy to work without subsidies to make up its losses on 
exports relative to domestic prices, the UGC would need exclusive rights to sell 
on domestic markets, which is not currently envisaged. It would also imply 
indirect taxation of consumers and reduced food security in Russia. Furthermore, 
the resulting implicit export subsidization would also invite criticism in global 
trade negotiations. Another price discrimination strategy frequently seen in 

                                                 
1 Average of the years 2005-2007. The year 2008 saw an exceptionally high production of above 100 million 
tons. OECD (http://webnet.oecd.org/wbos/) and USDA (2009). 
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relatively poor countries involves restricting exports, lowering domestic food 
prices and lowering returns to farmers.  This strategy would be similar in effect to 
an export tax regime, except that the revenues arising from the gap between 
domestic prices and export returns would accrue to the UGC instead of to 
government revenue. Like an export tax regime, it would reduce production and 
increase consumption in Russia, and hence reduce exports. This strategy would 
require UGC to have a monopoly on exports, something that is not currently 
envisaged. 

(ii) Under a second scenario, different prices are charged to different importers of 
grain, depending on their price-responsiveness. However, Russian grain is, in 
terms of its quality, not a commodity sui generis. Hence, such a price 
differentiation strategy would invite price undercutting by exporters from other 
countries (and by other exporters from Russia unless UGC had a monopoly on 
exports). Some immediate neighbors such as Armenia, Azerbaijan and Georgia 
are highly reliant on imports from Russia. But they only account for a small share 
of Russian grain exports with little capacity to absorb the projected export growth. 

8. Global experience confirms the limited success of price discrimination as an export 
strategy. The Australian and Canadian Wheat Boards (AWB, CWB), for example, through 
their single-desk status, did have some market power at their disposal. Both claim that they 
have succeeded in using this market power to extract price premiums from world markets 
by price discriminating between different importers, thus increasing overall sales revenues. 
However, the empirical evidence of this success is inconclusive. Most studies that agree 
with the Boards’ claims have been produced by or for the Boards themselves, have not 
been subject to peer review, or are not replicable because they are based on data that are 
not publicly available. There is some evidence that the Canadian Wheat Board has sold 
much of its wheat and barley at lower prices than expected given the quality of the product. 

9. The expansion of the presence of foreign firms in the Russian grain market has been 
monitored with growing concern by Russian policy-makers, based on the perceived risk of 
supply shortages on domestic markets and price increases, and/or that these firms could 
use their market power to depress farm-gate prices. Rightly or wrongly, foreign companies 
are widely seen as putting their commercial interest over Russian food security interests. 
Foreign companies currently account for about one third of all grain export from Russia, 
up from 6 percent six years ago, with a rising trend. As a response, the UGC is expected to 
offer up to 75 percent of its shares to a selected group of (most likely Russian) grain 
traders. In fact, the "Explanatory Note" to the draft Presidential Decree states that the 
establishment of the UGC pursues the objective of forming "a grain market participant that 
is able to compete with foreign grain companies". However, crowding out foreign traders 
would come at significant cost for Russia's producers, tantamount to an implicit taxation. 
Reduced competition in Russia's grain market would decrease the efficiency of the 
marketing system, reduce farm-gate prices for Russian producers, and ultimately reduce 
the producers' incentives for productivity- and efficiency-enhancing investments. Such 
investments, however, are vital for future productivity increases that, after all, made the 
creation of UGC attractive in the first place. Even the Wheat Boards in Australia and 
Canada, provided with exclusive rights over grain trade, have explicitly relied on private 



 
- xii - 

grain traders, including large multi-national enterprises, to execute significant proportions 
of their export transactions. A grain trading system without the participation of competing 
private firms, including multi-nationals, is likely to be less efficient. 

10. If the UGC were provided with the exclusive right to regulate Russian grain exports, 
it would be in a position to restrict exports to exert downward pressure on farm-gate 
prices and, ultimately, consumer prices.  Indeed, during the food crisis of 2007/2008, a 
number of countries applied this policy in an attempt to control food price inflation and to 
ensure national food security. Experience shows that these measures can yield the desired 
results in the short-term, yet their long-term development impact is costly and damaging 
for the domestic agriculture sector: First, protecting consumers, especially the poor, from 
increased food prices can be achieved more efficiently through a targeted social assistance 
program. Second, suppressing domestic prices through export restrictions reduces 
incentives for producers and eventually for productivity- and efficiency-enhancing 
investments and innovation. Such investments, however, are needed to realize the future 
productivity gains and increased output that are ultimately required to ensure sufficient 
supply and national and global food security. In addition, discretionary use of export 
quotas and licenses may also create opportunities for rent seeking behavior. Finally, export 
restrictions damage the country’s reputation as a reliable exporter. For large players on 
grain markets, such as Russia and Ukraine, these negative effects have a global dimension, 
pushing up world prices. If, despite these concerns, Russia wanted to restrict exports of 
wheat, it could do so without an STE. Export taxes are unrestrained by WTO rules, as are 
temporary export restrictions intended to prevent or relieve critical shortages of foodstuffs 
(GATT Article XI, para 2). 

11. Consolidation of state-owned assets and assets of firms that purchase shares in the 
UGC might contribute to the efficiency and/or equity of the grain market in Russia by 
exploiting economies of scale in grain marketing. Such efficiency gains, which would 
accrue to growers in the form of higher farm-gate prices, seem possible, although they are 
difficult to estimate in the absence of more detailed information. In Australia and Canada, 
however, there is little evidence that AWB and CWB have succeeded in exploiting 
economies of scale in grain marketing. Instead, there is some evidence that these boards 
have had a tendency to provide more expensive and sometimes excess grain marketing 
services that increase marketing costs for grains and thus lower the returns to growers. For 
the CWB, administrative expenses increased from 1.83 to 3.47 $/t between 1995-1997 and 
2005-2007 (three-marketing-year averages), an average annual increase of 6.6 percent. 

12. Maintaining effective competition would be an important prerequisite to staying clear 
of the negative impacts of a monopolistic market structure. A consolidated UGC would 
wield considerable monopoly power in some regions in Russia. There would be temptation 
to use this power against producers to decrease farm-gate prices, or to use political 
influence and/or control over bottlenecks in the grain marketing system to crowd out 
otherwise competitive foreign traders. Under these scenarios, the UGC would benefit at 
best a part of the Russian grain marketing system at the expense of the rest, resulting in 
reduced investments and innovation and ultimately in reduced efficiency and 
competitiveness. The exorbitant costs that an inefficient grain trading system imposes on 
producers have become very apparent in the aftermath of the 2008 bumper grain crop in 
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Russia. There is well documented evidence that the state should restrict its role to 
promulgate an effective competition policy, to maintain a system of grain standards and 
quality certification that is attuned to market needs, and to undertake supporting 
investments in infrastructure for grain trading that have public good characteristics, such as 
the rail system and waterways. 
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Introduction – Russian plans to establish a state grain trading enterprise 

1. In July 2008, the Russian Ministry of Agriculture announced its intention to 
transform the Agency for the Regulation of the Food Market (AFM), an open stock 
company already mandated to carry out state procurement and exports of grain, into a 
major Russian grain trader, the “United Grain Company” (UGC). A draft Presidential 
Decree has been prepared, pending signature. The AFM is an open Joint Stock Company 
fully owned by the State. It was created at the beginning of 2008 on the basis of the former 
Federal Agency for the Regulation of the Food Market which had the status of a Federal 
state unitary enterprise - a legal form with limited property rights.2 The AFM's current 
mandate is to (a) carry out state procurement and commodity (selling) interventions; (b) 
control over quality and quantity of the state intervention fund at the elevators, points of 
grain deliveries, flour mills which store these grain stocks; (c) serve as the main state grain 
exporter; (d) supply foods in accordance with Russia's international agreements, including 
UN World Food Program. The government plans envisage the consolidation under the 
UGC of 33 joint stock companies (JSCs) in 19 Russian regions in which the government is 
holding not less than 25 percent of the shares and where specific technical and financial 
criteria are met. These JSCs include major (“strategic”) grain elevators and export 
terminals. The envisaged ownership structure would provide the State with a minimum 25 
percent share, while up to 75 percent of the shares could be offered to commercial grain-
trading companies, with preference given to Russian companies. 

2. The announcement of these plans came at a time when the world was reeling from a 
major food price shock that heightened global concerns over inflation and food security.3 
While prices for key grains such as wheat have since fallen from extreme highs in mid-
2008, they remain high and are projected to remain well above the average levels of the 
last three decades in the coming years (Figure 1, next page). Some analysts (e.g. von 
Witzke et al., 2008) even argue that the world has entered a new era of relative food 
scarcity in which supply will struggle to keep pace with demand and real food prices will 
follow an increasing trend. 

3. Russia’s plans that have been announced only refer to the transfer and consolidation 
of assets in which the Government of Russia already owns a controlling or blocking 
interest. It is not clear at this point4 what fundamental objectives are being pursued, 
whether this transfer of assets is a prelude to further steps to shape or control Russia’s 
grain trade, and what impact these steps would have. 

                                                 
2 In accordance with the RF Civil Code, a unitary enterprise (UE) is not endowed with the right of ownership 
of property allocated to it by the owner; the property of a UE is indivisible and cannot be distributed 
according to contributions (or participatory shares), including among the workers of the UE. 
3 Mitchell (2008) and Trostle (2008) examine the factors behind the rapid increase in international food 
prices since 2002. 
4 The “Explanatory Note to the Draft Presidential Decree” states that “[in] parallel with the state assets 
consolidation, the Medium-term Strategy for the UGC Development will be elaborated. This Strategy will 
define approaches and mechanisms to attract assets of private investors for further UGC development.” 
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Figure 1: World market wheat prices – 1990-2008 and World Bank/OECD forecasts 

Note: Prices are for US Hard Red 
Winter #2 wheat in current US$/t. 2008 
is the average of January through 
November. 

4. At the core of 
international questions is 
whether the Russian plans 
would create or lead to the 
creation of a state trading 
enterprise (STE). The term 
STE has acquired a specific 
meaning and has become an 
important issue in 
international (agricultural) 
trade negotiations under the 
auspices of the WTO. The WTO has endorsed STEs as legitimate partners in trade while at 
the same time attempting to regulate their behavior in accordance with general WTO rules 
(OECD, 2001). Some WTO members (e.g. the EU and the USA) are concerned that 
exporting STEs in other members (e.g. the Canadian Wheat Board) distort agricultural 
trade and should therefore be subjected to stronger disciplines. 

5. Defining exactly what is meant by an STE has proven difficult, and it was not until 
1994 that the Understanding on the Interpretation of Article XVII of the General 
Agreement on Tariffs and Trade defined STEs as:  

“Governmental and non-governmental enterprises, including marketing boards, which 
have been granted exclusive or special rights or privileges, including statutory or 
constitutional powers, in the exercise of which they influence through their purchases 
or sales the level or direction of imports or exports.” 

6. The crucial phrase in this definition is “exclusive or special rights or privileges” (and 
not whether the enterprise is state-owned). Whether the UGC is granted such rights or 
privileges in connection with Russia’s grain trade will determine what impact it has on 
grain markets in Russia and worldwide. Legally, it will determine whether the UGC is an 
STE according to the WTO definition. Russia is not a WTO member, and Russian leaders 
have recently signaled that Russia intends to withdraw from several trade agreements 
(including the agreement on low-tariff imports of poultry and pig meat) that it feels 
contradict its interests.5 This could have implications for Russia’s ongoing negotiations on 
WTO accession with the members of its Working Party. The establishment of an STE for 
grains could also become an issue in these negotiations; at the least, Russia would have to 
respond – on request – to any member of the Working Party which asks about the status of 
the UGC. Current proposals for Russia’s accession to the WTO do not include an STE for 
                                                 
5 AgraFood East Europe (August 28, 2008): Russia may slash US meat imports. AgraFood East-Europe 
Weekly, Issue No. 337. 
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grains, and it is likely that Russia would need to make additional concessions in some 
other area in order to add it to the proposed accession package. 

7. Regardless of whether it is explicitly granted special rights and privileges, the UGC 
will be a major player on Russian grain markets simply by virtue of its size. If the 
Government of Russia uses the UGC in the pursuit of domestic policy goals, for example 
to influence domestic grain prices, impacts on Russia’s grain trade will be an automatic 
consequence. Furthermore, leading agricultural policy makers in Russia have publicly 
advocated the establishment of an international organization to coordinate grain production 
and trade globally, an organization that has been likened to a ‘grain OPEC’.6 Hence, 
whether or not the UGC can ultimately be classified as an STE, the recently announced 
Russian plans raise many of the same issues (i.e. competition on domestic and world 
markets, state influence, market power and possible distortion of trade) that have been 
raised in connection with STEs in other countries.7 

8. The impact of STEs on domestic and international grain markets has been studied 
extensively over the years, generating a considerable body of theoretical and empirical 
evidence. The aim of this Note is to draw on this body of evidence to analyze possible 
options for Russia’s future state involvement in grain trade. The Note covers the following 
three parts: 

 Outline of the potential economic impacts of STEs in grain trade from an economic  
perspective; 

 Review of some of the global experience with STEs that are involved in grain 
exports; and 

 Evaluation of options for state involvement in grain trade in Russia.  

9. The coverage in this Note is limited to grains and to the impacts of STEs in countries 
that are net exporters of grain. Of the major grains, the Note focuses on wheat which is by 
far the most important Russian export grain. Importing STEs are much more numerous 
than exporting STEs worldwide. However, unlike Ukraine, which has jumped between net 
export and net import situations for wheat as recently as 2003/04, it appears that Russia has 
become a consistent exporter since the beginning of this decade, even in years with 
relatively poor crop conditions. The Note is further limited to the analysis of STEs and not 
grain market regulation in general (i.e. market and price support, income support for grain 
producers). However, as is discussed below, such regulation can be used to help an STE 
pursue certain objectives by enhancing its market power, and STEs are generally 
implemented as part of an overall grain market regulation strategy. 

                                                 
6 See: Russia-IC (June 21, 2007): Russia suggested forming „grain OPEC“, http://www.russia-
ic.com/news/show/4190/; RIA Novosti (August 24, 2007): Ukraine, Kazakhstan backe ‚grain OPEC‘ idea – 
Russian Minister, http://en.rian.ru/russia/20070824/74207548.html; and Web-portal of Ukrainian 
Government (May 6, 2008): Russia offers Ukraine to set up „grain OPEC“, 
http://www.kmu.gov.ua/control/en/publish/article?art_id=130406387&cat_id=2291893.  
7 “State trading occurs when a government or a government-backed agency determines the essential terms 
(including prices or quantities) on which exports and imports have to take place (Kostecki, 1982). 
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A. The possible impacts of an STE for grains 

10. The impact that an STE has on market outcomes (production, consumption, trade and 
prices) depends on: 

 the rights and privileges that it enjoys (explicitly or implicitly);  

 the specific objectives it pursues using these rights and privileges; and  

 its ability to make use of its rights and privileges in pursuit of these objectives. 

11. The crucial underlying issue is market power which an STE’s special rights and 
privileges can create or enhance. Depending on the nature of these rights and privileges, a 
grain exporting STE can exercise market power with respect to three sets of partners, 
individually or in combination. These are i) the farmers from whom it procures grain, ii) 
domestic consumers and processors in the country in which it operates, and iii) the foreign 
importers of grain to whom it sells. Since the analysis of real STEs in Canada and 
Australia (Part B) and Options for Russia (Part C) will be based on market power and rents 
and their effects on producers, consumers and traders, the following paragraphs shall 
provide a basic overview of the underlying theoretical concepts. 

The theory of market power and rents 

12. Under conditions of perfect competition, individual enterprises (buyers and sellers) 
are individually too small to influence market outcomes. Each seller or buyer is referred to 
as a ‘price taker’ under these conditions because he is too small to influence the market 
price by changing the amount that he sells or buys. However, individual enterprises that 
attain a significant size with respect to the market in question (due to growth, fusion with 
other enterprises, or by virtue of special rights granted by the state) have market power that 
can be used to influence market outcomes. In the extreme case in which there is only one 
seller of a product, the result is a monopoly. A monopolist can cause the market price to 
rise (fall) by reducing (increasing) the amount that he sells, and he can use this control to 
choose the quantity of sales that maximizes his profit, subject to demand conditions on the 
market in question and possible regulation by state authorities. The analogous case in 
which there is only one buyer is referred to as monopsony. In this case the buyer knows 
that demanding more (less) will drive the price up (down), knowledge which can also be 
used to choose a price/quantity combination that maximizes profits (or some other goal). 

13. Figure 2 illustrates market outcomes under perfect competition and monopoly. Under 
perfect competition the quantity Qc is both supplied and demanded at price Pc. Only this 
combination of price and quantity represents an equilibrium outcome. If less than Qc is 
supplied, the price that consumers will be willing to pay for the last unit will be higher than 
the price that producers need to receive to produce that unit. This profit will stimulate more 
production until Qc is reached. If more than Qc is supplied, then some producers will be 
unable to find consumers who are willing to pay a price that is high enough to cover their 
costs of production. These producers will leave the market until production is reduced to 
Qc. 
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Figure 2: Market solutions 
under perfect competition and 
monopoly, and the monopoly 
rent 
 

14. In the monopoly case, the 
quantity Qm is sold at price Pm. 
The monopolist makes use of the 
fact that he can choose to produce 
and sell at any point on the 
demand curve. Reducing the 
quantity he produces from Qc to 
Qm means that he sells less, but at 
the same time the price received 
on the remaining Qm units 
increases, from Pc to Pm. 
Carefully weighing these two effects allows the monopolist to determine the combination 
of price and quantity that maximizes profit.8 

15. The monopoly outcome has two important characteristics. First, it maximizes the 
monopolist’s profit but it leads to losses for the economy as a whole. Since the quantity 
exchanged falls and the price rises, consumers are clearly worse off as a result of the 
exercise of monopoly power; they pay more and get less than they would under perfect 
competition. The monopolist captures some, but not all of the consumers’ losses; a net loss 
remains due to the fact that (Qc – Qm) units are no longer produced, even though 
consumers would be willing to pay more for these units than suppliers would require to 
produce them.  

16. Second, the monopoly outcome leads to the creation of what are referred to as 
monopoly rents. In Figure 2 these are depicted by the shaded area. These rents are a pure 
profit for the monopolist that result from the fact that the last unit produced is sold at a 
price (Pm) that is higher than the cost of producing it by the amount (A – B) in Figure 2.  

17. Rents lead to what is referred to as ‘rent seeking’. Potential competitors will be 
willing to pay up to the amount (A – B) for the right to sell a unit of output on the market 
in question. The monopolist will clearly be interested in protecting this rent against 
potential competitors and against regulation that threatens to reduce it. At the limit, the 
monopolist will be willing to invest as much as the rent itself in order to protect and 
perpetuate the rent, hiring lobbyists to argue his case with political decision makers, 
perhaps even paying bribes in an attempt to influence political and regulatory decisions. 
Rent seeking adds to the economy-wide losses that result from the exercise of monopoly 
                                                 
8 The mathematical procedure used to determine Pm and Qm under ‘textbook’ conditions is not depicted in 
Figure 2. The monopolist equates marginal cost (depicted by the supply curve) with marginal revenue (a 
downward sloping curve to the left of the demand curve). Marginal cost and marginal revenue intersect at 
point B, which defines the monopolist’s optimal production level. In practice, an enterprise with monopoly 
power will attempt to approach the optimal solution by some combination of market analysis and trial and 
error. 
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power. Resources that are invested in rent seeking are wasted from the economy-wide 
perspective because they do not contribute to the production of any new goods and 
services. Rent seeking essentially means wasting a part of a country’s economic output in a 
struggle over the distribution of that output; the more rent seeking takes place, the less net 
output is left to be consumed and invested in future production.  

18. Monopolies and monopsonies are relatively straightforward to analyze, but so-called 
oligopolies and oligopsonies are much more common. Oligopoly and oligopsony are 
intermediate in the sense that they refer to situations with more than one, but less than 
many sellers and buyers, respectively. Oligopoly and oligopsony are more difficult to 
analyze than the extremes of perfect competition and monopoly/monopsony, because they 
can produce a spectrum of intermediate outcomes depending on the behavior of the few 
buyers or sellers involved. If the buyers that make up an oligopoly coordinate their actions 
with one another (collusion), they can act together as if they were a monopolist. The 
‘prize’ that results from collusion is the monopoly rent outlined above. At the other end of 
the spectrum, even a few buyers can compete with one another so intensely that the 
outcome is identical to perfect competition. Between these extremes, many different types 
of behavior can prevail. Oligopolists who do not actively collude can nevertheless develop 
implicit rules of conduct by watching one another carefully and by trial and error, learning 
to anticipate each others’ moves over time. The better they get at this game, the more the 
market outcome will depart from the competitive ideal, and the more it will resemble that 
of a monopoly.  

19. Most countries have competition authorities (e.g. anti-monopoly committees) that 
monitor market structures and outcomes, and attempt to determine when collusion is taking 
place, or whether there is a danger that an industry is becoming so concentrated that 
individual firms might acquire monopoly/monopsony power. These institutions often have 
the power to forbid fusions between firms if it is deemed that these would threaten 
competition, and to regulate existing monopolies, for example by determining the 
maximum price that a monopoly is permitted to charge. 

20. The international wheat trade can be characterized as an oligopoly, with a small 
number of major exporting nations9 selling wheat to a relatively large number of importing 
countries. However, international grain trade is more complex than this because it is 
largely in the hand of a small number of multinational enterprises (MNEs) that purchase 
grain in the (few) exporting nations and sell it in the (many) importing nations. Since these 
MNEs are privately owned, information on their operations (e.g. prices and cost structures) 
is difficult to come by. This makes it difficult to conclusively demonstrate whether and to 
what extent they are able to exercise market power. However, as Atkin (1995, p. 125) 
argues, “there can be absolutely no doubt that any market distortions they cause are 
insignificant compared to the distortions engendered by agricultural policy makers”.  

21. In some exporting countries (e.g. the EU), MNEs purchase directly from farmers or 
farm cooperatives and local traders. In other countries (e.g. Canada) they purchase from 
                                                 
9 Eight exporters are responsible for roughly 90% of all wheat trade. These are: Argentina, Australia, Canada, 
the EU, Kazakhstan, Russia, Ukraine and the USA. See Figure 5 below. 
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STEs that have exclusive rights to collect grain (or certain types of grain) for export. In 
some cases these STEs negotiate export transactions directly with importers, and the 
MNEs only provide handling and shipping services between the exporting and the 
importing countries. In many importing nations, STEs have exclusive rights to import 
grain. This gives them some degree of monopsony power vis-à-vis grain exporting 
countries and MNEs.  

22. Hence, while grain trade between countries appears, to be reasonably competitive, the 
establishment of STEs sometimes leads to monopolistic structures within individual 
exporting and importing countries. How the resulting market power is used depends on the 
objectives pursued. These objectives may include profit maximization, but more often 
involve price stabilization, producer price support and/or lowering consumer prices. The 
use of market power also depends on the practical ability of the STE in question to put its 
market power to optimal use, given imperfect information, uncertainty about future market 
conditions (e.g. harvests and prices), and the usual failings of any institution (agency 
problems, rent seeking, etc.). 

How an STE can use its market power 

23. As mentioned above, a grain exporting STE can exercise market power with respect 
to farmers, domestic consumers and foreign importers. These three cases are considered in 
the following, with reference to 
Figure 3. Figure 3 depicts the 
break-down of an STE’s 
revenues from the sale of grain 
on domestic and export markets 
in a given year into the major 
cost components (i.e. the 
production costs and land rents 
that are paid for out of the farm 
gate price) and marketing 
margins. 

 

Figure 3: The composition of 
an exporting state trading 
enterprise’s revenues 

 

STEs and domestic producers 

24. With respect to farmers, an STE can act as a monopsonist, depressing the prices 
received by farmers (Pfarm in Figure 3). All other things being equal, this will increase the 
domestic and international marketing margins, which include the STE’s profits. The scope 
for this behavior depends on competition. If other traders besides the STE can freely bid 
for grain from farmers, the STE’s market power will be limited. Even if the market 
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structure is oligopsonistic, with only the STE and a few traders purchasing most of the 
farmers’ grain production, the market outcome might be effectively competitive if there is 
no collusion. However, since grain production and trade takes place in space, an individual 
trader might be able to exert local monopsony power with respect to farmers who are 
located close to its elevators, despite competition at the national level. Alternatively, an 
STE might be granted rights that enable it to coerce other traders to join it in paying lower 
prices to farmers. For example, if the STE is granted rights to distribute a limited supply of 
mandatory export certificates (i.e. export quotas), it will be in a position to limit other 
traders’ ability to compete for farmers’ grain. At the extreme, an STE can be granted 
exclusive rights to market farmers’ grain, with other traders either being obliged to 
purchase grain exclusively from the STE, or being eliminated outright.  

25. If farm gate prices are reduced, and assuming that production costs (fertilizer, fuel, 
etc.) cannot be changed in the short run, then land rents and profits will have to fall. 
Higher-cost farms, for whom production costs account for most of or the entire farm gate 
price, might find themselves unable to cover their production costs. Falling rents and 
profits reduce producer incentives for investment in agriculture, thus reducing production 
and exports in the medium and long run. 

26. Depressing the prices paid to farmers for grain makes sense if the STE’s objective is 
profit maximization. However, an STE may have a mandate to support farm prices above 
the level that would prevail under competition. Unless the additional money needed to pay 
these prices can be extracted from sales to domestic consumers or importing countries (see 
below) an STE that supports prices will necessarily make losses that have to be covered by 
the state (in Figure 3, increasing Pfarm squeezes the domestic and international marketing 
margins). The share of total domestic production that is purchased at higher prices by the 
STE will depend on the volume of losses the state is willing and able to absorb; beyond 
this share the competitive export parity price will prevail. This raises the question of 
distribution, i.e. which farms get to sell how much grain to the STE at the higher support 
price, and this in turn raises issues of rent seeking and possible corruption. 

STEs and domestic consumers and processors 

27. With respect to domestic consumers, one option for a profit maximizing STE is to 
endeavor to exert monopoly power, limiting sales and driving prices (Pdomestic in Figure 3) 
above the level that would prevail under competition. The scope for this behavior depends 
on competition from other traders and on special rights granted to the STE that limit or 
eliminate such competition. An STE that has exclusive rights to sell grain domestically 
will be able to charge monopoly prices. The extent to which it does so is limited by the 
tariff that applies on imports, which is, in turn, limited by the country’s bound tariff at 
WTO. 

28. If the STE’s objective is not profit maximization but rather ensuring ‘cheap food’ for 
domestic consumers, it might endeavor to lower, not raise, Pdomestic. In an export situation 
this is most easily accomplished by restricting exports, for example by the use of export 
quotas that reduce the flow of exports and increase the supply of grain to the domestic 
market. Two points are important in this regard. First, steps to reduce domestic prices will 
increase the profitability of exports, even as the right to export is limited. Essentially, this 
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use of monopoly power mimics the effect of an export tax or quota, except that the rents 
associated with the restriction on exports accrue as profits to the STE. As with all rents, 
however, issues of rent seeking and corruption will need to be considered. Second, an STE 
that is mandated both to support farm prices and to lower domestic (food) prices will see 
its domestic marketing margin squeezed from both ends, increasing its dependence on 
budgetary support. 

STEs and their impact on world markets 

29. With respect to world markets, both a profit maximizing STE, and one that aims at 
increasing the welfare of some domestic group such as consumers or producers, will 
attempt to use market power to extract as much revenue as possible from importing 
countries. There are two related ways in which this can be done. 

1) Markup on world grain prices  

30. First, if an STE controlled enough of the world’s grain trade it might be able to raise 
the overall level of world prices (Pworld in Figure 3, also compare Pm in Figure 2). To do 
this, it would have to restrict the amount that it supplies to world markets, for example by 
paying domestic producers lower prices so that they produce less, by imposing a domestic 
production quota, or by imposing export quotas (which both reduce exports and domestic 
prices)10. However, it appears unlikely that any one grain exporter is in a position to 
increase world prices in a sustained manner. In the short run, an unexpected reduction or 
increase in exports by one of the major exporters may influence prices, as observed during 
the tight market conditions in 2007/2008 when prices reacted strongly to announcements 
of new or tightened export restrictions by exporters such as Argentina or Ukraine. 
However, growing export surpluses in other regions of the world have created a diversified 
market, limiting the scope for a sustained price increase of this nature. 

31. A cartel involving several or all of the major grain exporting nations (the “grain 
OPEC” mentioned above) would be able to drive up world market prices, provided the 
necessary supply discipline could be established and maintained. However, every 
(temporarily) successful cartel contains the possible seeds of its own demise. High prices 
create powerful incentives to increase production and exports, and thus undermine the 
cartel. Grain is costly to store once produced (one cannot simply ‘turn off the tap’ and keep 
it in the ground like oil and gas) and it is fungible. At the farm level, supply is influenced 
by natural yield fluctuations and the fact that grain can be used directly in agriculture as 
feed, which allows farmers to influence the volume of marketable surpluses. As a result, 
there has been no example of a successful export cartel for grains, and it is highly unlikely 
that such a cartel could succeed in the future.  

32. The experience of the US grain embargo of the Soviet Union in 1980 illustrates the 
difficulties associated with exerting market (and political11) power in international grain 
                                                 
10 Stockholding is also an option, but only in the short run because grain storage is costly and not indefinitely 
possible. Hence, stocks that are withheld now must be sold later, when they will depress world market prices. 
11 The quote "Control the oil and you can control entire continents. Control food and you control people" is 
attributed to Henry Kissinger in 1970, when he was Assistant to the US President for National Security. 
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trade. Although other major grain exporters such as Canada and the EU stated that they 
would also cut exports to the Soviet Union and thus support the embargo, it is clear in 
retrospect that neither Soviet imports nor these countries’ exports declined significantly as 
a result of the embargo (Luttrell, 1980). Other exporters may not have blatantly 
undermined the embargo by selling directly to the Soviet Union, but their exports to other 
importers did increase, putting these importers in a position to export grain or feedstuffs or 
livestock products to the Soviet Union. Thus, the US grain embargo demonstrated just how 
complex the flows and substitution relations in international grain trade are. The 1980 
embargo also damaged the USA’s reputation as a reliable supplier of grain, prompting 
many countries to diversify their import structures to reduce dependence on the US. 

2) Price discrimination 

33. A second way in which market power with respect to world markets can be expressed 
is in the form of price discrimination. Price discrimination describes a situation in which a 
seller charges different prices for the same product in different markets, and in which the 
price differences are not exclusively due to differences in marginal costs of supplying these 
markets. Price discrimination can only function if the different markets in question can be 
isolated from one another, so that no one can arbitrage the price difference. A textbook 
example of price discrimination is the film theatre that sells tickets for Saturday night 
shows at a higher price than tickets for e.g. Wednesday night shows. In this example, the 
markets are clearly isolated for one another in time, so no arbitrage is possible. A price 
discriminating theatre will charge more on Saturday night, when demand is less responsive 
to price increases, than on Wednesday night, when a discount might attract more 
customers.  

34. On grain markets, an STE might attempt to discriminate between domestic markets 
and international markets. If competition by other traders is limited or eliminated by 
special rights and privileges granted to the STE on domestic markets, then the STE will be 
able to force domestic buyers to pay higher prices. The resulting revenues can either be 
used to boost the STE’s profits or, if it is mandated to do so, to subsidize producers by 
increasing the prices that they receive. A detailed exposition of this strategy is provided in 
Appendix 1. 

35. Of course, this strategy will only succeed if arbitrage between international markets 
and the higher-priced domestic market is precluded, for example by import tariffs or if the 
STE is granted exclusive rights to sell on domestic markets. Moreover, this price 
discrimination strategy is incompatible with a ‘cheap food’ policy. It essentially involves 
extracting a surplus from domestic consumers and using this surplus to subsidize exports to 
the rest of the world. Indeed, critics of STEs have argued that price discrimination of this 
nature is a hidden form of export subsidization. The EU for example has insisted in the 
ongoing Doha Round WTO negotiations that its offer to eliminate its explicit subsidies on 
agricultural exports be matched by disciplines on the ability of STEs to provide hidden 
subsidies via price discrimination.  

36. Another form of price discrimination involves charging different prices to different 
importers of grain. The idea is that an STE may be able to extract higher prices from less 
price-responsive importers. While STEs such as the Canadian Wheat Board have argued in 



 
- 12 - 

the past that they are able to price discriminate in this manner, little hard evidence has been 
produced to support this claim.12 Unless an importing country voluntarily binds itself to a 
single exporter or is highly dependent on a type of grain that only this exporter can deliver, 
any STE will always face competition on foreign markets. This competition will make 
demand in foreign markets relatively price-responsive and thus limit the scope for price 
discrimination. Moreover, while an STE may have rights and privileges that enable it to 
isolate its domestic market from the rest of the world, it will not be able to preclude 
arbitrage between different importing markets. Finally, a successful price discrimination 
strategy requires large amounts of detailed and precise information about market 
conditions and the behavior of competitors. In a constantly changing market environment, 
this information will be costly and probably impossible to obtain completely. Hence, 
translating ‘textbook’ price discrimination into effective practice will be difficult.  

37. Current WTO disciplines on the use of price discrimination by STEs are weak. 
Article XVII of the General Agreement on Trade and Tariffs (GATT) states that:  

"The charging by a state enterprise of different prices for its sale of a product is not 
precluded by the provisions of this Article, provided that such different prices are 
charged for commercial reasons, to meet conditions of supply and demand in export 
markets."  

38. The key term here is “commercial reasons” which has not been clearly defined. 
Neither STEs nor private grain traders can be forced to reveal the details of individual 
transactions. In the grain trade, such transactions can be very complex, with the final price 
depending on many factors such as the volume of a shipment, numerous quality 
parameters, timing, the exact conditions of delivery, which party is responsible for 
insurance up to what point in the transaction, etc. As a result, it is difficult to conclusively 
prove that an STE has engaged in price discrimination, and it has proven correspondingly 
difficult to design binding disciplines on this sort of behavior in the WTO. 

Efficiency of the domestic grain marketing system 

39. One final area in which STEs can have an impact on grain market outcomes, and 
which is sometimes cited as a justification for the creation or maintenance of STEs, 
concerns the efficiency of the grain marketing system. Traders transform grain physically 
(assembly of lots, grading, cleaning, blending), in space (transportation) and in time 
(storage). The efficient provision of these marketing services is a complex logistical 
challenge that has a defining influence on prices, margins and competitiveness. In Figure 
3, the efficiency of the grain marketing system is reflected in the size of the marketing 
margins. An efficient system will cost less, requiring lower margins and therefore allowing 
for a higher Pfarm for any given level of Pworld. It is well documented that grain marketing 
systems in countries of the Former Soviet Union such as Russia and Ukraine are relatively 
inefficient and that this depresses the farm gate prices that farmers receive (Liefert and 
Liefert, 2008; von Cramon-Taubadel et al, 2008).  

                                                 
12 The evidence is discussed in greater detail in the following section of this Note. 
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40. It seems reasonable to assume that economies of scale exist in grain marketing, for 
example that larger traders will be able to utilize elevator, terminal, transport and 
laboratory/testing capacities to a fuller extent, that they will be better able to assemble 
large, uniform lots of grain and manage traceability systems, etc. Larger traders will also 
be in a better position to bear the fixed costs of maintaining information and market 
intelligence networks that provide a competitive edge on domestic and international 
markets. The very fact that the international grain trade is concentrated in a handful of 
MNEs is evidence of significant economies of scale (Fulton et al., 1999). 

41. If there are economies of scale to be realized in grain marketing, then the 
establishment of a large STE could generate significant benefits. More efficient, less costly 
grain marketing could produce savings that could be used to increase Pfarm and/or reduce 
the prices charged to customers to the benefit of both domestic consumers and 
international competitiveness. The resulting potential win-win-win situation is attractive 
and presumably a factor that contributes to calls for the establishment of STEs in some 
countries. 

42. Of course, if significant unexploited economies of scale exist, it is worth asking why 
traders have not grown to take advantage of them already. Furthermore, there is reason to 
question whether an STE can capture economies of scale in grain marketing, especially in 
a sustainable, dynamic sense. The larger an enterprise becomes, the more economies of 
scale it can capture, but the less it is subject to competition. Lack of competition can lead 
to complacency and loss of efficiency. This danger is especially present when an enterprise 
has attained its size due to special rights and privileges that protect it from competition on 
what would otherwise be a contestable market. An enterprise in this situation is likely to 
begin focusing its attention and resources on protecting its rights and privileges and 
maintaining its special status (i.e. rent seeking), rather than on improving the quality and 
efficiency of the services that it provides through innovation and investments. This risk is 
especially present in the case of state-owned enterprises that are subject to soft budget 
constraints and periodic political pressures that make it difficult to focus on the long-run 
pursuit of efficiency.  

43. Furthermore, the establishment or maintenance of an STE might be interpreted as 
creating an uneven playing field for existing and potential private grain traders. Traders 
who worry that they might depend on an STE’s arbitrary use of special rights and 
privileges in the future (i.e. when export quotas are allocated) will be less likely to invest, 
reducing the inflow of innovations and know-how and thus the sources of future efficiency 
growth in the grain marketing system. 

 

 

 



 
- 14 - 

 

 

 



 
- 15 - 

B. A review of global evidence 

Case studies from Canada and Australia 

1) The Canadian Wheat Board 

44. The Canadian Wheat Board (CWB) was first established to market the Canadian 
wheat crop under the special conditions prevailing immediately after the First World War 
in 1919. It was initially seen as an extraordinary measure, and was disbanded after one 
year. In 1929 with the onset of the Great Depression and the collapse of wheat prices, the 
Canadian federal government intervened with loans to support prices. This ad hoc 
involvement was formalized by the enactment of the Canadian Wheat Board Act in 1935 
(CWB, 2008a). Initially the CWB was only responsible for wheat, and farmers delivered 
on a voluntary basis. But in 1943 deliveries became compulsory as the CWB was used to 
administer price controls for grains to combat inflation in the Second World War. In 1949, 
the CWB’s control was expanded to include barley and oats, but in 1974 domestic sales of 
wheat, barley and oats for use in animal feed were removed from the CWB’s remit. In 
1989 oats was removed completely from the CWB’s authority, leaving it responsible for 
export and domestic human consumption of wheat (including durum) and barley. Farmers 
in Western Canada are required by law to market their wheat and barley for export or 
human consumption via the CWB. 

45. CWB grain is marketed either directly by the CWB itself or by approximately 15 
accredited exporters, some of whom are Canadian trading enterprises, some of whom are 
grain trading MNEs (Informa Economics, 2008). In the former case the CWB itself 
arranges shipment of the grain to the importing customer (i.e. chartering ocean vessels, 
etc.); in the latter case it negotiates terms with accredited exporters, who purchase the grain 
from the CWB and resell it to the importer. According to the CWB (2008b), “competing 
bids from accredited exporters against other accredited exporters and against direct 
business” are compared. There is some uncertainty concerning how much grain the CWB 
exports via accredited exporters. Informa Economics (2008) cites sources that indicate that 
almost one-half of the CWB’s wheat exports and well over one-half of its malt barley 
exports are sold through accredited exporters. The CWB claims that “the majority” of its 
sales are direct; a recent source (CWB, 2008b) for example reports that two-thirds of its 
barley exports are direct. The justifications provided for the use of accredited exporter 
include better market access to some importers because of traditional connections between 
private grain traders and these importers, and the possibility of package shipments that 
include other commodities (for which the STE might not enjoy special privileges).  

46. Over time, the governance of the CWB has changed. For many years it was a 
government agency managed by three to five full-time Commissioners appointed by the 
Canadian government. The Commissioners received input from an Advisory Committee of 
farmers who were appointed until 1975, after which they were subject to election. A major 
change was instituted in 1998. Since then, a 15-member Board of Directors including a 
President and CEO is responsible for managing the CWB. Ten of the Directors are elected 
by Western Canadian grain farmers, and the remaining 5 (including the President and 
CEO) are appointed by the government. This change in the governance structure was 
designed to address the criticism that the CWB was not sufficiently accountable to farmers. 
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47. The CWB has always been a controversial institution. Farmers in Canada have been 
concerned about accountability and whether the CWB is able to increase farm returns, 
either by exploiting market power to increase sales prices, or economies of scale in 
marketing to reduce costs. Foreign competitors (e.g. the US and the EU) have especially 
focused on whether the CWB effectively subsidizes Canadian grain production or exports. 
Before turning to these questions, three additional arguments that have been proposed to 
justify the CWB bear repetition. 

48. First, through its so-called ‘price pooling’, the CWB provides Canadian wheat 
farmers with a form of risk management. When they deliver their wheat or barley to an 
elevator, farmers receive an initial payment from the CWB, usually equivalent to 70-85% 
of the final price (GAO, 1996). All proceeds from the sale of CWB grain on domestic and 
export markets are pooled, and CWB operating costs and the costs of the initial payments 
are deducted from this pool. The remainder is divided among farmers as a final payment to 
ensure that each gets the same return on his grain, net of the cost of delivery to the nearest 
point of export and corrected for the quality of the grain that he has delivered. The main 
effect of price pooling is to ensure that two farmers who are located at the same distance 
from the nearest point of export, and who produce equal amounts of the same qualities of 
grain, receive the same returns regardless of when in the crop year they deliver their grain 
to the local elevator. Hence, price pooling results in Western Canadian grain farmers 
sharing the risk associated with price fluctuations in the course of a crop year. Since this 
system creates an incentive for all farmers to deliver all of their grain immediately after the 
harvest, which would increase the costs of handling and storage, a system of so-called 
contract calls and terminations controls the timing of the flow of grain from farmers to the 
CWB. 

49. Second, CWB claims that it engages in market development, developing niche 
markets and acquiring new customers for Canadian grain. To the extent that this is true, it 
might enhance the CWB’s market power and its ability to price discriminate, because niche 
markets for specialized products will presumably be less price responsive than bulk 
markets. However, some analysts argue that market development could be provided with 
equal or greater efficiency by the private grain trade (e.g. Carter and Wilson, 1998).  

50. Third, the CWB claims that it “adds value for western Canadian farmers by enabling 
them to capitalize on Canada’s reputation for grain quality, consistency, food safety, 
customer service and reliability” (CWB, 2007, p. 36). If true, this occurs in concert with 
other institutions. The Canadian Grain Commission (CGC) is responsible for licensing and 
monitoring grain handlers, and it determines and enforces grain quality standards in 
Canada. Other agencies are responsible for approving and registering grain varieties. 
Careful control of the registration of new varieties in particular is seen as making a major 
contribution to the consistency of Canadian wheat quality (Agriculture and Agri-Food 
Canada, 2004). This might help the CWB assemble larger, more homogeneous lots of 
specified types of grain for export at a lower cost, and thus extract premium prices on 
world markets. The question here is whether the CWB actually contributes to the 
reputation for quality and consistency, or whether it just benefits from it, just as any private 
trader who sells Canadian grain might (Piggott, 1992). 
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51. The exercise of market power in the form of price discrimination between domestic 
and foreign markets is most likely not an issue in the case of the CWB (Fulton et al, 1999; 
OECD, 2001, p. 22). US and Mexican grain can enter the Canadian market duty free under 
the terms of the North American Free Trade Agreement (NAFTA), thus limiting the scope 
for price discrimination against domestic consumers.13 

52.  Whether the CWB succeeds in exerting market power to price discriminate and 
extract premium prices on world markets has been analyzed in a number of studies. Carter 
(1993) and Pick and Carter (1994) test for evidence of price discrimination in CWB sales 
of barley and wheat, respectively. Only in the case of wheat sales to Japan are Pick and 
Carter (1994) unable to reject the hypothesis that the CWB price discriminates. However, 
Japan only accounted for 7.1% of Canada’s wheat exports in the study period between 
1982 and 1992 (Carter and Wilson, 1997, Table 1). 

53. Informa Economics (2008) includes a detailed study of the CWB’s performance in 
exporting wheat, durum wheat and barley. The authors of this study analyze the prices at 
which the CWB has sold wheat into individual import markets and find that the “prices 
achieved by Canadian wheat were occasionally higher than other exporting countries, but 
not consistently” (Informa Economics, 2008, p. 1-2). They report similar findings for 
barley. However, more detailed analysis based on the classes of wheat and barley sold 
indicates that the CWB achieves lower prices than would be possible based on price 
spreads for different qualities on world markets. In other words, while sometimes higher, 
export prices for Canadian wheat and barley are not as high as they should be given the 
qualities that Canada exports. The study concludes that “[c]ontrary to the long-claimed 
belief that Canada is able to extract premium prices for wheat, durum and barley in world 
markets, the analysis shows the opposite in almost all cases” (Informa Economics, 2008, p. 
49).  

54. The authors of the Informa Economics (2008) study suggest that this finding is not 
surprising, given that Canada’s world market shares for wheat and barley are 14.5% and 
11%, respectively. These shares are considerably lower than the 25% market share 
threshold that they consider a “generally accepted” indicator of ability to influence world 
market prices of wheat and barley (Informa Economics, 2008, p. 11).  

55. The CWB cites several studies (CWB, 2008d; CWB, 2008e) that find that price 
discrimination has led to higher returns (e.g. over 10$/t for wheat in 2000/01). It has 
countered the Informa Economics (2008) study by arguing that it is based on simplifying 
assumptions and that it “ignores the crucial fact that the wheat market is not homogeneous, 
but made up of many segments that purchase specific kinds of wheat”. In its rebuttal, the 
CWB maintains that “[i]n certain segments, the CWB will hold a very large market share 
for a particular kind of wheat and thus earn substantial premiums” (CWB, 2008c). Of 
course, this rebuttal essentially begs the question. Moreover, critics argue that most of the 
studies that do find evidence of a positive impact of price discrimination were produced 
either by or for the CWB, were not subject to peer review, and are not replicable, as they 
are based on data which are not publicly available. 

                                                 
13 Import licensing applies to grains for which support levels exceed those in Canada (i.e. US grains). 
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56. Besides market power, economies of scale leading to reduced average marketing 
costs were also listed as a possible benefit of an STE in Section A above. In the case of the 
CWB, Carter et al. (1998) present evidence that the CWB system provides excess 
marketing services that increase the marketing margins for grains and, therefore, lower 
returns to growers. The authors argue that this results from the natural propensity of 
bureaucracies to maximize their own budgets, and the CWB’s monopsony status vis-à-vis 
farmers. Informa Economics (2008) confirms this finding by comparing the export basis 
(the cost of moving a product from the farm to an export position) for CWB crops (wheat 
and barley) and non-CWB crops such as canola. 

57. On the issue of subsidies, the Canadian government does guarantee the initial 
payments that farmers receive for their grain deliveries. Hence, if the CWB’s pooled 
proceeds from the sale of grain are not high enough to cover the initial payment, the 
government will underwrite the CWB’s losses. This has been rarely utilized, however, the 
most notable exception being the 1990-91 crop year, when the pool deficit amounted to 
almost $US 700 million. GAO (1996, Table 3.3) reports total pooling deficits of $US 1.2 
billion between 1943 and 1996 (including the 1990-91 episode).  

58. Government underwriting might also improve the CWB’s credit rating, enabling it to 
negotiate better conditions in its dealings with service providers (e.g. suppliers of shipping 
or storage services) and provide customers with more attractive credit conditions. 
Furthermore, the CWB does administer export credit guarantees provided by the Canadian 
government. However, Fulton et al. (1999) point out that Canadian export credits appear to 
be less concessionary than those provided by the US.14 Overall, the Canadian 
government’s subsidies in the form of underwriting and export credit guarantees appear to 
conform to Canada’s WTO commitments (Fulton et al., 1999). Over the past decade, the 
US government has launched eight studies or investigations of the CWB, without ever 
being able to find evidence of unfair trading practices (CWB, 2008f). 

59. Overall, the evidence on the impact of the CWB, while not entirely conclusive, 
suggests that it neither delivers reduced average costs in the grain marketing system, nor is 
able to extract significant price premiums on world markets. The CWB maintains that it is 
successful in both regards, but most empirical studies fail to find compelling evidence in 
favor of these claims.  

60. The CWB does channel some subsidies to Canadian grain farmers in the form of 
(rarely invoked) underwriting and export credits, and its price pooling system provides a 
measure of risk reduction to Western Canadian wheat and barley producers. These benefits 
must be weighed against the marketing inefficiencies that some analysts have found. Given 
this mixed picture, it is puzzling that countries such as the EU and the US have been so 
emphatic in their calls for the elimination or major reform of the CWB; it may well be that 
this would make Canadian wheat and barley exports more, not less, competitive.  

                                                 
14 Grain transportation subsidies are sometimes mentioned in connection with the CWB. These were 
provided under the terms of the Crow’s Nest Pass Agreement signed in 1897, which was modified by the 
1983 Western Grain Transportation Act.  However, these subsidies were discontinued in 1995. 



 
- 19 - 

2) The Australian Wheat Board 

61. The Australian Wheat Board (AWB) historically shared many similarities with the 
CWB, to the extent that they were seen “almost as sister agencies” (Carter and Wilson, 
1997). Both employed price pooling and enjoyed export monopolies as well as monopoly 
power on their respective domestic markets. Both also benefited from government 
underwriting of their payments to producers and of the export credits that they extend to 
customers. Because of these similarities, the two Boards are often directly compared (e.g. 
Carter and Wilson, 1997; OECD, 2001) and many issues and finding discussed above in 
connection with the CWB are relevant in the case of the AWB as well.  

62. However, there are some differences between the two Boards. Most important, 
beginning in the late 1980s, the CBW and the AWB began to diverge, mainly because the 
latter was subjected to a series of increasingly far-reaching reforms. Most recently, this 
reform process has culminated in the AWB effectively losing so-called ‘single desk’ status 
as the sole exporter of Australian wheat. As a result, the AWB reform process has 
sometimes been considered a possible model for the CWB (e.g. Groenewegen et al., 2005) 

63. Like the CWB, the AWB was established during the First World War. It was created 
as a compulsory pool for Australian wheat in 1915, and initially remained in operation 
until 1921. It was reestablished at the beginning of the Second World War in 1939. In 
1948, the Australian Wheat Industry Stabilization Act was passed, providing for five years 
of AWB operation (Whitwell and Sydenham, 1991). A series of seven five-year acts 
extended this mandate until 1988. As a result, and in contrast to the CWB, the AWB 
operated subject to a sunset-clause that resulted in review and scrutiny at five-year 
intervals. Regular review likely contributed to an environment that was more conducive to 
reform.15 

64. In 1989 the Wheat Marketing Act introduced several major changes (Ryan, 1994). 
First, the AWB’s objective was changed from that of maximizing export values to that of 
maximizing producer returns. Second, the domestic wheat market was deregulated, ending 
the AWB’s monopoly on sales within Australia. Since wheat imports to Australia are 
banned by quarantine regulations, domestic monopoly power had provided the AWB with 
considerable scope for price discrimination between domestic and foreign markets. Third, 
after 1989 the Australian government stopped underwriting the Guaranteed Minimum 
Price (GMP), the Australian equivalent of Canada’s initial payment. It continued to 
underwrite AWB borrowing for a limited time, which ultimately ended in 1999 (OECD, 
2001). However, the prospect that this underwriting would come to an end forced the 
AWB to establish its own capital base by imposing a 2% levy on farm gate prices for 
wheat. Furthermore, in conjunction with the new objective of maximizing farm returns, the 
elimination of the GMP compelled the AWB to look into alternative means of managing 
risks for farmers. As a result, the AWB began to make more active use of hedging tools 
such as futures and options contracts. Altogether, these changes gave the AWB a 
considerably more commercial orientation than the CWB. 

                                                 
15 For a more detailed coverage of AWB history and the debates leading to its reform in Australia, see 
Cockfield and Botterill (2007). 



 
- 20 - 

65. In 1995, consultations on further reforms that would lead to the privatization of the 
AWB in 1999 were initiated. A working group comprised of grain industry representatives, 
the AWB and the responsible government Ministry (the Department of Primary Industries 
and Energy) developed options for the AWB that were discussed at public meetings with 
wheat farmers in September and October 1995. These consultations must be seen against 
the background of Australia’s ‘National Competition Policy’ initiatives which were 
implemented in 1995 with the aim of increasing Australia’s overall economic performance 
through greater competition in all sectors (Groenewegen et al., 2005). At this time, the 
AWB actively advocated its own privatization, but also the retention of its export 
monopoly.  

66. Agreement on a privatization model was reached in early 1996, and corresponding 
legislation passed in 1997 and 1998 paved the way for privatization of the AWB on July 1, 
1999 (Botterill, 2007). With this step, the AWB became AWB Limited. So-called ‘class A’ 
shares in AWB Limited could only be owned by active wheat farmers, while ‘class B’ 
shares were traded publicly beginning in 2001. According to the new structure, AWB 
Limited was managed by seven directors elected by class A shareholders, two elected by 
class B shareholders, and two appointed by the first seven (AWB, 2007). Hence, wheat 
farmers effectively controlled AWB Limited, which they could use in pursuit of the 
objective of maximizing producer returns.  

67. The final reform package allowed AWB Limited to retain its export monopoly for 
bulk wheat. However, in 2004 allegations emerged that AWB had been participating in 
schemes by Saddam Hussein’s regime in Iraq to bypass sanctions limiting its access to 
hard currency. Ensuing investigations proved that in the course of wheat sales to Iraq 
financed by the United Nation’s ‘Oil for Food’ program, the AWB had charged the UN’s 
agents for ‘inland transportation’ charges and later ‘after sales service’ that it did not, in 
fact, provide. Instead, the money in question was transferred as kickbacks to front 
companies for Saddam Hussein’s regime (Botterill, 2007; Cole Commission, 2006).  

68. The resulting domestic and international scandal did considerable damage to the 
AWB’s reputation. It also provided the advocates of grain market liberalization in 
Australia with the impetus needed to overcome the political resistance to further reform 
(Cockfield and Botterill, 2007). Following further consultations with stakeholders 
(WEMCC, 2007), the decision was taken to revoke the AWB’s single desk status. On 
January 29, 2007, the first export of Australian wheat not carried out by the AWB since 
1939 left for Indonesia (Botterill, 2007). Changes to AWB Limited’s constitution agreed to 
in September 2008 will eliminate the dual shareholding structure and wheat grower control 
outlined above, putting AWB Limited on the same footing as other commercial grain 
traders (including MNEs) who can now also apply for accreditation to export Australian 
wheat (AWB, 2008). 

69. Throughout the history of the AWB, the two main potential advantages of an STE for 
wheat – extracting premium prices via monopoly power and price discrimination on world 
markets, and improving the efficiency of the grain marketing system thus increasing farm 
gate prices – have been debated extensively. Ryan (1994) using results from an internal 
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AWB analysis, finds that price discrimination on world markets was successful, resulting 
in price premiums of about 20 US$/t between 1987/88 and 1990/91.16 More recently, Vaile 
(2006) claims “the single desk gives us the ability to divide our market into segments and 
to sell our customers the wheat they value the most....When you turn all these advantages 
into numbers, the single desk gives Australian wheat growers an average price premium of 
AUS$ 13 per tonne”. As in the case of the CWB, however, such claims are usually based 
on internal data that is not available for objective scrutiny. A study by Booz et al. (1995) 
found much smaller and possible negative benefits of AWB operations from a farmer’s 
perspective of between roughly -1.31 and +5.33 US$/t.17  

70. Regarding efficiency, the AWB’s domestic marketing monopoly was a frequent 
target of criticism, as it involved patently inefficient handling of grain, as in cases where 
grain was transported a substantial distance to a handling facility and within the handling 
system before being returned to a purchaser located near the farm where it had been grown. 
Booz et al. (1995) also found that grain producers in Australia were paying at least US$ 5 
per ton more for grain handling and transportation than their counterparts in the US. The 
Joint Industry Group (2000, cited in Groenewegen et al., 2005) refers to the “fossilization” 
of the grain handling and transportation system in Australia. This is attributed to the 
AWB’s single desk control of the export supply chain “which inhibits competition, 
investment and innovation” (Groenewegen et al., 2005, p. 64).  

 

State grain trading in Canada and Australia: Key findings 

71. The cases of the CWB and AWB highlight several important factors that are relevant 
with respect to Russia’s plans to establish a UGC. First, the empirical evidence on the use 
of market power to extract price premiums is at best inconclusive. Groenewegen et al. 
(2005, p. 5) conclude that “[w]hile many studies have been commissioned that suggest the 
single desk does capture a premium, other studies suggest this not the case. Indisputable 
facts on single desk premiums and benefits have not been provided by the proponents of 
either side”. Most studies that find evidence of price premiums are not replicable, as they 
are based on data that are not publicly available. Since the export structure on world wheat 
markets – especially with the emergence of three major Black Sea exporters – has become 
considerably more diversified than it was in earlier decades (see below), successful 
exercise of market power, if it was ever possible, is less likely today. Skepticism is 
indicated by the fact that many ‘proofs’ of the successful exercise of market power have 
been advanced by the Boards themselves, generally taking the form of assertions that 
cannot be confirmed independently.  

                                                 
16 At this time, both the EU (export restitutions) and the US (Export Enhancement Program – EEP) were 
making extensive use of targeted export subsidies for grains. This wheat ‘trade war’ divided the world into 
subsidized and non-subsidized markets, and both the AWB and the CWB argued that this created fertile 
ground for their own price discrimination activities. The validity of this argument has been questioned (e.g. 
Carter and Wilson, 1997), and in any event the use of targeted grain export subsidies by the EU (US) has 
been greatly reduced (eliminated) since. 
17 Groenewegen et al. (2005, p. 78) present a summary of empirical analyses of price premiums due to the 
exercise of market power / price discrimination by the AWB. 
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72. At a more fundamental level, there is reason to question the ability of any grain 
trading enterprise, public or private, to successfully exploit power on world markets given 
the constantly changing nature of the markets, the complexity of the task and the 
associated information requirements. The CWB and AWB have often argued that they are 
able to extract price premiums because the wheat they market is of specific, high quality 
and cannot be easily replaced by wheat from other exporters. However, over the decades 
advances in baking technology (e.g. the so-called Chorleywood process) have made it 
increasingly possible for millers and bakers to use different varieties of wheat to produce 
consumer products of consistent quality (von Cramon-Taubadel, 1986). 

73. The evidence on the efficiency of the marketing system appears to be clearer, with 
Australia and Canada both lagging behind the US in direct comparisons. The – 
theoretically entirely valid – hope for exploitation of scale economies must be weighted 
against the dangers of lack of competition, and the inherent inefficiencies of implementing 
and maintaining a large bureaucracy. 

74. Both AWB and CWB owe their long existence to strong producer support. Both 
operated with the express purpose of increasing/maximizing grower returns, and both were 
controlled or at least strongly influenced by grain producers over much of their history. 
Pressure for increased accountability to farmers led to the implementation of a new 
corporate structure for the CWB in 1998; a perceived lack of accountability led to the 
elimination of the AWB’s monopoly exporter status following the oil-for-food scandal in 
2007. An exporting STE which appears to be operating consistently against the interests of 
farmers will probably find itself a target of protest and political pressure. 

75. Both the AWB and the CWB have relied on private grain traders, including large 
MNEs, to execute significant proportions of their export transactions. This fact is an 
implicit admission that private enterprises, including MNEs, are capable of outpacing the 
state monopoly in terms of marketing efficiency. Indeed, the Auditor General of Canada 
(2002, p. 2) has explicitly encouraged the CWB to cooperate with private firms in order to 
“benefit more fully from the knowledge, efficiency, and expertise of Accredited Exporters 
by working more closely with them as strategic partners”. The fact that the MNEs have 
dominated international grain trade for so many decades in relatively stable composition 
underlines that attempting to develop an efficient grain exporting system without these 
firms would be unlikely to succeed. 

76. A successful grain exporting system must combine private initiative and public 
institutions. The AWB and the CWB rely on private grain producers, and on public 
institutions (such as the Canadian Grains Council) that establish and monitor adherence to 
quality standards. Farmers as private entrepreneurs and (public or private) exporters can 
profit from the public good ‘grading standards’. This is particularly true for milling wheat 
for which export markets are highly segmented.  

77. While public supply of quality-related institutions can produce important benefits, 
other aspects of grain marketing can be delivered more efficiently by private actors. The 
main disadvantage of a centralized bureaucracy like a single desk STE is the conscious 
renunciation of the market mechanism for coordination along the chain. Immense amounts 
of timely information are required to coordinate a complex and dynamic industry such as 
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grain marketing – more than any bureaucracy can hope to collect and process. 
Furthermore, bureaucracies often display an inherent tendency to grow, adding personnel 
and other expenses that increase costs and reduce competitiveness over time. Carter et al. 
(1998) argue that the excess supply of marketing services by the CWB is a result of this 
tendency. The fact that CWB administrative expenses increased from 1.83 to 3.47 CAN$/t 
between 1995-1997 and 2005-2007 (three-marketing-year averages), an average annual 
increase of 6.6 percent18, can also be interpreted in this vein. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

                                                 
18 Own calculations using CWB Forum and CWB (2007). 
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C. Options for Russia and their economic impact 

Russia's grain production and trade 

78. Grain production in Russia has recovered strongly from the transition crisis levels it 
fell to in the mid- to late 1990s (see Table 1), although with some volatility which is 
mostly related to variations in weather. The majority of the total grain production is wheat 
(about 60% of production), with a share of more than 80% in terms of quantities and 
values of exports. The second important grain crop for exports is barley. The consumption 
of wheat in Russia has been stable for the past years at slightly more than 100 kg per 
capita, with equal shares of about 40% for feed and food use, respectively. Low population 
growth and the lack of recovery in livestock production, which declined massively since 
the beginning of transformation, have kept total consumption at a relatively stable level at 
slightly less than 38 million tons annually. For coarse grains (mostly barley), both 
production and consumption trends exhibit less dynamic developments. Production had 
been in (albeit slow) decline over the past years, mostly due to the lack of demand 
impulses from the livestock sector. Grain exports have grown considerably in recent years, 
after being low and stagnant for most of the 1990s. 

Table 1: Grain balances in Russia: recent developments 
(tri-annual averages and forecasts) 

Wheat balance 1996/98 1999/01 2002/04 2005/07 2010 2017 

Production, 1000 t 35,367 37,450 43,350 46,867 47,311 51,773 

Area harvested, mill.ha 26.0 23.3 24. 0 24.5 23.9 24.2 

Yield, t/ha 1.4 1.6 1.8 1.9 2.0 2.1 

Consumption, 1000 t 37,594 36,200 37,407 37,331 37,803 37,822 

Consumption, kg p.c. 98.5 105.5 103.4 102.0 103.3 104.8 

Feed use, 1000 t 13,969 12,433 14,033 14,631 15,369 16,086 

Food use, 1000 t 14,548 15,459 14,959 14,528 14,421 14,110 

Imports, 1000 t 2,747 2,439 1,089 1,048 1,213 1,214 

Exports, 1000 t 1,153 1,862 7,895 11,154 10,616 15,159 

Net Trade, 1000 t -1,594 -577 6,806 10,106 9,404 13,946 

Coarse grains balance 

Production, 1000 t 30,899 28,667 31,135 28,925 30,911 30,239 

Area harvested, mill.ha 23.9 20,5 18.3 16.9 17.1 16.3 

Yield, t/ha 1.3 1.4 1.7 1.7 1.8 1.9 

Consumption, 1000 t 31,255 26,992 30,746 28,232 29,179 30,273 

Consumption, kg p.c. 29.7 26.4 26.2 23.3 24.2 21.1 

Feed use, 1000 t 19,435 16,935 19,953 18,617 19,590 21,385 

Food use, 1000 t 4,384 3,870 3,796 3,326 3,379 2,836 

Imports, 1000 t 782 1,250 681 550 772 1,186 

Exports, 1000 t 607 1,088 2,347 1,720 2,460 1,128 

Net Trade, 1000 t -175 -162 1,666 1,171 1,688 -59 

Source: OECD, http://webnet.oecd.org/wbos/. 
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Figure 4: Russian grain exports – 1992/1993-2007/2008 
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Source: USDA PSD – Online (http://www.fas.usda.gov/psdonline/psdHome.aspx). 

79. On the domestic market, some dynamics evolve from the slowly increasing demand 
for feed grains. The OECD estimates that by 2017, feed use of wheat and coarse grains will 
have increased by almost 2 million t each. However, this is still substantially less than at 
the onset of transformation. For example, in the 1991/92 marketing year, feed use of wheat 
in Russia was at more than 32 million tons, twice the OECD’s forecast of 16 million tons 
for 2017. 

80. Growing production of wheat with only limited growth in domestic use translates into 
an increasing export potential. Russian wheat exports have grown at an annual rate of 
14 percent from 2001 to 2007, while barley exports remained virtually unchanged. The 
current marketing year, due to an extraordinarily good harvest, may see exports at 
unprecedented record levels of more than 20 million tons of wheat.  

81. The government of Russia has declared ambitious objectives for future growth of the 
sector. The draft Strategy for the Development of the Russian Federation until 2020 
(approved on October 1, 2008) envisages grain yields between 2.6 and 2.8 t/ha and grain 
production of 120-125 million t annually by 2020 (Government of the Russian Federation, 
2008, p.159). This is considerably higher than the OECD forecasts, presented in Table 1. 
The extraordinary crop which was harvested in 2008 (102.5 million tons of wheat and 
coarse grains according to the USDAs (2008) most recent estimates, compared with 78.7 in 
2007) illustrates that this goal might indeed be within reach (although favorable weather 
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conditions contributed to this bumper crop). A doubling of exports from current levels to 
about 25 million t of grain in the 2008/09 marketing year was suggested by the Minister of 
Agriculture, Mr. Gordeev, at the Sochi Investment Forum (September 2008)19. 

82. Most of the growth in wheat production has resulted from increases in yield. From 
2000 to 2007, wheat and barley yields have annually grown by 2.1 %, and 1.5 %, 
respectively. The 2008 harvest featured record yields due to excellent climatic conditions 
and higher production intensities due to the expectation of very high prices. At 2.7 t/ha, 
wheat yields in 2008 are nearly half a ton more per ha than in the previous year. 

83. Changes in area harvested have been much less important for the overall development 
in production. From 2000-2007, wheat area remained virtually constant while coarse grain 
area declined. The price rally from August, 2007 to March, 2008, however, triggered 
substantial additional plantings. It remains to be seen how Russian producers will react to 
the now lower cereal prices, and the increases in input prices (mainly fertilizer and energy). 
There are indications that both acreage and production intensity will fall considerably in 
2009, leading to a reduction in the expected harvest. 

84.  In the longer term, expansion of the agricultural area is likely to occur, but concrete 
projections are difficult to make. The total area planted to cereals in Russia fell from 57 to 
41 million ha between 1992/94 and 2004/06 (EBRD/FAO, 2008). Much of the land that 
was taken out of production would probably never have been taken in under market 
conditions. However, there seems to be some potential for further area expansion, with 
EBRD/FAO (2008) citing projections of a return to roughly 47 million ha. In the longer 
term, climate change might influence Russian crop areas by determining the acreage 
frontier in Siberia. 

85. Higher production for exports requires a working infrastructure for grain storage, 
handling, and shipment. Severe difficulties with exporting the 2008 bumper crop in Russia 
highlight the importance of sufficient and efficient infrastructure. More than 90 per cent of 
all grain exports are shipments by sea. Deep sea ports are probably the most relevant 
origination for grain exports. Novorossiysk and, starting next year, Tuapse will probably 
become even more dominant in the coming years. In Novorossiysk, the new grain terminal 
has reached full capacity as of September, 2008, with elevators taking up to 120,000 t and 
potentially 500,000 t of grain exports per month. Tuapse will be fully operational from 
February, 2009, with grain storage of up to 100,000 t. In the 2007/08 marketing year, 
however, a substantial part (at least 15 %) of all Russian exports was shipped through 
Ukrainian ports (Table 2). 

 

 

 

 

                                                 
19 VII-th Sochi's Investment Forum: AGT Communication Group: Monitoring of mass media of September 
22, 2008, page 9. http://www.mcx.ru/images/download.html?pi_id=6830. 
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Table 2: Main channels for Russian grain exports, 2007/2008  
 Type of shipment Export volume, '000 tons 

Russian ports Novorossiysk (Russia) 5,187 36% 
 Rostov-on-Don (Russia) 2,672 19% 
 Azov (Russia) 1,065 7% 
 Eisk (Russia) 946 7% 
 Tuapse (Russia) 347 2% 
 Taganrog (Russia) 326 2% 

Ukrainian ports Odessa (Ukraine) 1,100 8% 
 Ilyichevsk (Ukraine) 432 3% 
 Nikolaev (Ukraine) 371 3% 

Other ports (country not specified) 597 4% 

By sea 13,043 92% 
Other shipment 1,188 8% 

Source: Valars. 

86. Russian wheat qualities (Table 3) are in the high to middle protein range, and hence 
mainly compete with quality European wheat varieties for food use, and, to a lesser extent, 
with lower European qualities for feed use. In 2007/08, 12.2 % of Russia’s grain exports 
qualified as top quality (protein content at least 12.5%). It is expected that the quality of 
this year’s (2008/09) bumper crop will be somewhat lower than the previous year’s. While 
roughly 70% of the 2007/08 crop qualified as milling wheat, as of early September only 
60% of the 2008/09 crop had met this standard, although this share will likely increase 
somewhat as information on Siberian production becomes available.20 

Table 3: Composition of grain exports by quality, 2007/08 
 Quantity  

('000 t) (%) 
Value          

('000 US $) 
Unit value  
(US $/t) 

Milling wheat (protein 12.5) 1,591 (12.2%) 473,702 298 
Milling wheat (protein 11.5) 8,376 (64.2%) 2,332,565 278 
Feed wheat 1,948 (14.9%) 508,138 261 
Feed barley 1,044 (8.0%) 263,812 253 
Brewer's barley 42 (0.3%) 15,623 371 
Corn 53 (0.4%) 13,742 258 
Total grains 13,054 (100%) 3,607,582 276 

Source: Valars. 

87. The main destination for Russian grain exports in the 2007/08 marketing year was 
Egypt, with a share of about 25% (Table 4). The North Africa and Middle East region in 
                                                 
20 Information from the Center for the Evaluation of Grain Quality, September 2, 2008. 
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total accounts for more than 55% of Russian wheat exports. The main reasons for this 
geographic focus are proximity to Russia’s Black Sea ports, and qualities that are well 
suited to importer needs. Many of the imports in this region are carried out by importing 
STEs. Trade with the net importing countries in the CIS is a constant outlet for Russian 
wheat exports. Although the overall amounts are relatively small in absolute terms and as a 
share of total Russian exports, Russia is the main source of grain for Armenia, Azerbaijan 
and Georgia. China might be a large potential importer but seems currently still focused on 
self-sufficiency in cereals, and has exported wheat in recent years. Even if China were to 
return to international markets as a major wheat importer, its preferred trading partner 
would likely be Kazakhstan. 

Table 4: Main destination for Russian grain exports, 2007/08 marketing year 
Country of destination Export volume (‘000 tons) Share (%) 
Egypt 3,548 25% 
India 1,090 8% 
Turkey 1,061 7% 
Italy 832 6% 
Jordan 749 5% 
Tunisia 645 5% 
Libya 620 4% 
Israel 474 3% 
Saudi Arabia 465 3% 
Greece 462 3% 
Azerbaijan 418 3% 
Others 3,868 27% 
TOTAL 14,231 100% 

Source: Valars. 

88. The North African and Middle East region is characterized by strong price 
responsiveness on the importers side. Traditionally, the US and the EU have served as the 
region’s major grain suppliers. There is a long tradition of cheap grain imports, which 
might make it difficult to obtain price markups due to specific qualities, or other forms of 
exerting market power. 

89. The Russian grain trade is characterized by a limited number of participants. Table 5 
shows the largest nine Russian grain exporting firms ranked by their market share in 
2007/08, and the development of their trade over the past three years. Several of these 
Russian firms are subsidiaries of grain trading MNEs, (e.g., International Grain Company 
and Glencore). Others have established their own foreign subsidiaries (e.g. in some months 
all grain exported by Aston is purchased by Aston Agro-Industrial AG in Switzerland). 
Some international firms are also directly involved in Russian grain trade (e.g. Bunge 
CIS). Finally, in the past, the Federal Agency for the Regulation of the Food Market, the 
predecessor of the UGC, has occasionally exported considerable amounts of grain. 
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Table 5: Grain exporters in Russia 
 2005/06 2006/07 2007/08 
International Grain Company  2,135.50 15% 2,023.68 15% 2,337.24 16%
Rosinteragroservis (Russian) 1,166.38 8% 1,170.71 9% 1,170.01 8%
Yug Rusi (Russian) 1,121.07 8% 421.91 3% 905.96 6%
Agromarket-Trade (Russian) 767.24 5% 926.94 7% 710.53 5%
Bunge CIS  372.91 3% 576.63 4% 627.30 4%
Yugtranzitservis (Russian) 1,186.34 8% 1,122.29 8% 623.19 4%
Aston (Russian) 774.01 5% 601.39 4% 598.37 4%
Louis Dreyfus Vostok  420.02 3% 559.35 4% 597.16 4%
Cargill Yug  524.24 4% 576.25 4% 541.58 4%
Market share of above listed 60% 59%  57%
Market share of foreign firms 
(listed above) 

24% 27%  29%

Source: Valars. 

90. The nine firms listed in Table 5 have a market share in Russian grain exports that was 
approximately constant in recent years at just below 60%. This concentration level is 
comparable to that of the EU grain trade, for example, and indicates that these firms are 
more likely price takers than price fixers. This, however, does not preclude local market 
power which might arise in particular in remote areas. Half of the 60 percent market share 
of the nine firms listed in Table 5 is accounted for by foreign firms, and the market share 
of foreign firms is increasing. 

91. Market shares, however, are an imperfect indicator of firms’ conduct in a market. The 
Russian market for grains has been described as a “vibrant private grain trading sector” 
(USDA-FAS, 2008), suggesting that competition rather than collusion is the rule. Direct 
evidence of conduct (e.g. information on marketing margins) is extremely difficult to get 
since many of the firms involved are privately owned, both internationally and in Russia. 
Economic theory suggests that collusive behavior will be unlikely if there are no barriers to 
entry, so that even a concentrated market is contestable. In fact, a new player (Valars) 
emerged in 2007 in the Russian grain business, although this company is essentially a spin-
off of Yugtranzitservis. Contestability was hence turned into actual competition, 
suggesting that the scope for collusive behavior on the Russian grain market is limited.  

92. At the end of September 2008 in Sochi, the Minister of Agriculture, Mr. Gordeev, 
announced that the “United Grain Company” (“Obyedenionnaya Zernovaya Kompania”) –
 the intended name for the STE – could be operational by the end of 2008 21. The impact 
that this UGC has on the performance of the Russian grain trading business will depend on 
the concrete form it takes and the rights and privileges it is granted. The controlling 
interest in this new company (about 75%) is envisaged to be transferred to private 
ownership, and the rest (25%) will stay in the state's hands. The impact on domestic 
                                                 
21 http://www.apk-inform.com/showart.php?id=63689. 
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competition will be influenced by the distribution of the privately held shares. A limited 
offer, e.g., restricted to Russian firms only, maybe with additional eligibility criteria like 
minimum size, would most likely hamper competition, to the detriment of farmers and 
consumers (primarily domestic). 

Options for state involvement in Russia's grain trade 

93. The “Explanatory Note to the Draft Presidential Decree” for the creation of the UGC 
states that in parallel to the immediate state assets consolidation, the medium-term strategy 
for the UGC will be elaborated. While the attraction of private investments into the UGC 
appears to be a central element of this medium-term strategy, other aspects still need to be 
determined. Here, the Russian Government will have a number of options, depending on 
the objectives it wishes to pursue. Based on a range of hypothetical objectives and the 
resulting mandates and structure, the following section analyzes some options and their 
expected impact on Russia’s grain market and exports, domestic producers and consumers, 
Russian and foreign exporters, and foreign importers of Russian grain. Options that are 
possible but that have not yet been explicitly declared for the UGC are considered. 

1) Attainment of global market control? 

94. Some international observers have mentioned that the UGC may influence and 
eventually control world grain markets, especially if the UGC was granted exclusive 
export rights for Russian grain. A sufficiently large grain trader in Russia might exercise 
(some) market power on export markets by attempting to increase world market prices 
overall or through price discrimination. If this strategy was successful, the trader would be 
able to use food strategically and realize economic benefits. However, concerns to this 
effect do not seem to be justified as the following paragraphs will illustrate. 

(a) Increasing the overall level of world market prices 

95. Increasing the overall level of world market prices would require more market power 
than the UGC – or even Russia overall (if UGC is granted exclusive export rights) – is 
likely to acquire, given its current and projected market shares (the UGC is expected22 to 
capture 25 percent of Russian grain exports and 4 percent of the global wheat and barley 
market) (see Figure 5, next page). 

96. In the short run, an unexpected reduction or increase in exports by one of the major 
exporters may influence prices, as observed during the tight market conditions in 
2007/2008 when prices reacted strongly to announcements of new or tightened export 
restrictions by exporters such as Argentina or Ukraine. However, growing export surpluses 
in other regions of the world have created a diversified market, limiting the scope for a 
sustained price increase of this nature. 

97. On average over the ten-year period from 1986 to 1995, Canada, the EU and the 
United States alone accounted for 76% of total wheat exports worldwide (Dakers and 
Fréchette, 1998). As illustrated in Figure 5, however, the emergence of the Black Sea 
                                                 
22 According to the “Explanatory Note to the Draft Presidential Decree”. 



 
- 32 - 

region in particular as a major source of exports since the beginning of the decade has 
diversified the world wheat market considerably. Russia currently has a market share of 
roughly 10%, and this is projected to grow to roughly 12% by 2017. Carter and Wilson 
(1997) suggested that a share of at least 25% would be necessary to exercise market power 
on world grain markets. While this 25% share is a rule of thumb and not an objectively 
determined threshold, Russia’s prospects for extracting monopoly rents from the world 
market would appear to be very limited. This conclusion does not change if considerably 
more optimistic export forecasts are taken into account. Even if the current year’s very 
high projected volume of exports (roughly 25 million tons) could be attained each year, 
Russia’s world market share would amount to roughly 18% in 2017, and this assumes no 
changes in the projected exports of the other major exporters. 

Figure 5: Current and projected world wheat market shares of the major exporters – 
1992-2007 and OECD projections to 2017 
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Source: OECD-FAO Agricultural Outlook Database; USDA PSD – Online; own calculations. 

98. A cartel involving several or all of the major grain exporting nations (a "grain 
OPEC") would be able to drive up world market prices, but only if the necessary supply 
discipline could be established and maintained. 

99. Together, Russia, Kazakhstan and Ukraine are projected to achieve a market share of 
roughly 20% on world wheat markets in the coming decade (Figure 5). If production and 
export trends in all three countries are stronger than projected, a combined market share in 
excess of 25% could result. Hence, a cartel involving these three countries might be able to 
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exert some influence on world market prices. However, such a cartel would have to solve 
all of the problems discussed in section A above, and even then its success would be far 
from guaranteed, as the example of the US grain embargo in 1980 (when the US had a 
world market share of roughly 40%) demonstrates. 

100. Critical differences between grain and commodities such as oil and gas (supply 
structure, natural harvest fluctuations, perishability and costly storage, alternative uses) 
make the success of such a cartel highly unlikely. 

(b) Price discrimination 

101. Price discrimination strategies, if they were pursued, are unlikely to succeed, given 
UGC’s envisaged role in the market and Russian grain characteristics. Price discrimination 
is a strategy by which a seller charges different prices (beyond the differences in marginal 
costs of supply) for the same product in different markets. Such a strategy can be pursued 
on domestic markets (with a view to increasing exports and raising producer returns) or 
vis-à-vis foreign importers (with a view to increasing export revenues or lowering 
domestic prices). 

102. Since domestic grain markets are less price-responsive than export markets, under a 
strategy of price discrimination on domestic markets, domestic consumers could be forced 
to pay higher prices than consumers in export markets, effectively subsidizing exports and 
leading to a higher share in global grain markets. For this to work, the UGC would need to 
be granted exclusive rights to sell on domestic markets, which is not currently envisaged 
(and difficult to achieve respectively to maintain, see AWB’s experience). While such a 
strategy would increase Russia's share on global markets, it would also increase domestic 
food prices. In wealthy countries, such as Canada and Australia where the CWB and 
AWB, respectively, have pursued this strategy at times in the past, consumers are better 
able to bear the resulting burden. In Russia, however, where bread and bread products 
accounted for 6.3% of consumer spending on average in 2007, and 15.1% in the poorest 
one-tenth of the population23, such a policy could cause considerable hardship. 
Furthermore, the resulting implicit export subsidization would also invite criticism in 
global trade negotiations. 

103. Under a second scenario, different prices are charged to different importers of grain, 
depending on their price-responsiveness. However, Russian grain is, in terms of its quality, 
not a commodity sui generis. A large share of Russia’s wheat exports is destined for 
countries such as Egypt, India and Turkey that do not appear to be dependent on any 
specific characteristics of Russian grain other than its availability at a competitive price. 
Several importers such as Armenia, Azerbaijan and Georgia have been highly dependent 
on imports from Russia in the past. However, this is not likely to translate into highly 
price-unresponsive demand that could be exploited by a Russian STE. These countries can 
import grain from other local suppliers (e.g. Ukraine and Kazakhstan). Furthermore, even 
if some potential for price discrimination involving these importers did exist, they only 
account for a small share of Russian grain exports with little capacity to absorb the 
projected export growth. A meaningful price discrimination strategy would have to 
                                                 
23 Rosstat Statistical Bulletin #6(146), 2008. 
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succeed in major and growing markets such as Northern Africa and the Near East, but this 
appears highly unlikely given the competition in these markets. 

104. Global experience confirms the limited success of price discrimination as an export 
strategy. The Australian and Canadian Wheat Boards (AWB, CWB), for example, through 
their single-desk status, did have some market power at their disposal. Both claim that they 
have succeeded in using this market power to extract price premiums from world markets 
by price discriminating between different importers, thus increasing overall sales revenues. 
However, the empirical evidence of this success is inconclusive. Most studies that agree 
with the Boards’ claims have been produced by or for the Boards themselves, have not 
been subject to peer review, or are not replicable because they are based on data that are 
not publicly available. In fact, in the case of Canada, the Wheat Board seems to have sold 
much of its wheat and barley at lower prices than expected based on product quality. 

2) Reducing market share and eventually crowding out foreign traders? 

105. The expansion of the presence of foreign firms in the Russian grain market has been 
monitored with growing concern by Russian policy-makers, based on the perceived risk of 
supply shortages on domestic markets and price increases, and/or that these firms could 
use their market power to depress farm-gate prices. Rightly or wrongly, foreign companies 
are widely seen as putting their commercial interest over Russian food security interests. 
As outlined above, foreign firms have been able to expand their share of Russia’s grain 
exports in recent years. As a response, the UGC is expected to offer up to 75 percent of its 
shares to a selected group of (most likely Russian) grain traders. In fact, the "Explanatory 
note" to the draft Presidential Decree states that the establishment of the UGC pursues the 
objective of forming "a grain market participant that is able to compete with foreign grain 
companies". 

106.  An export-regulating UGC – as a single-desk trader with mandatory sales through 
UGC or by managing export licenses or quotas – could be very effective in raising profits 
for the favored (e.g., Russian) grain traders beyond what would be possible under full 
competition, and could completely crowd out foreign traders (and keep grain trading 
profits within Russia). 

107. However, crowding out foreign traders would come at significant cost for Russia's 
producers, tantamount to implicit export taxation. While this would lower consumer prices, 
it would do so by making farmers worse off than under an open market. Reduced 
competition in Russia's grain market would decrease the efficiency of the marketing 
system, reduce farm-gate prices for Russian producers, and ultimately reduce the 
producers' incentives for productivity- and efficiency-enhancing investments. Such 
investments, however, are vital for future productivity increases that, after all, made the 
creation of UGC attractive in the first place. The vital importance of an efficient, high-
capacity grain marketing system has become especially apparent in the aftermath of the 
2008 bumper crop. In addition, discretionary use of export quotas and licenses may also 
create opportunities for rent seeking behavior.  

108. The selective distribution of export rights among traders would simply mean a 
transfer of a fixed amount of profits from one group of traders to another (and be neutral to 
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producers) if all grain traders are equally efficient. However, there is reason to believe that 
established grain trading enterprises benefit from economies of scale, experience and 
information networks that give them a competitive advantage in international grain trade. 
Under competitive conditions on Russian grain markets, successful traders would have 
lower marketing costs which would result in higher farm-gate prices. If conditions on 
Russian grain markets are less competitive, for example if traders are colluding (market 
failure) or if export rights are distributed on a discretionary basis (policy failure), market 
pressure to increase efficiency and hence to reduce costs would be reduced and market 
power vis-à-vis producers would be increased, both of which would drive farm gate prices 
down. A discretionary distribution of export rights would therefore be equivalent to a 
taxation of farmers. 

109. The Wheat Boards in Australia and Canada, provided with exclusive rights over grain 
trade, have explicitly relied on private grain traders, including large multi-national 
enterprises, to execute significant proportions of their export transactions. A grain trading 
system without the participation of competing private firms, including multi-nationals, is 
likely to be less efficient. 

3) Lowering prices for consumers and increasing food security through export 
regulation? 

110.  If the UGC had the exclusive right to regulate Russian grain exports – through 
single-desk status for all Russian grain exports, by granting export quotas to selected 
exporters, or by auctioning quotas – it would be in a position to restrict exports to exert 
downward pressure on farm-gate prices and, ultimately, consumer prices. Indeed, during 
the food crisis of 2007/2008, a number of countries applied this policy in an attempt to 
control food price inflation and to ensure national food security. While some short-term 
effects can be achieved, the long-term impact is costly and can be devastating for the 
domestic agriculture sector. 

111. Suppressing domestic prices through export restrictions transfers rents from 
producers to exporters (those few who would still be allowed to export), processing 
industries (e.g., bakeries, poultry production), and consumers. In the short-run, domestic 
consumer prices will fall. However, a targeted social assistance program would be more 
efficient an instrument to protect consumers, especially the poor, from increased food 
prices.24 In the agriculture sector, reduced farm-gate prices would reduce producer 
incentives for productivity- and efficiency-enhancing investments and innovation. Such 
investments, however, are needed to realize the future productivity gains and increased 
output that are ultimately required to ensure sufficient supply and national and global food 
security. Russian policies have implicitly taxed agricultural production for the last 15 years 
as evident from the volatile and primarily negative nominal rates of assistance for grain 
products (oats, rye, barley and wheat) calculated by Liefert and Liefert (2008). This 
situation has slowed the recovery of Russian agriculture from the transition crisis of the 
early to mid-1990s. 

                                                 
24 A recent World Bank Policy Note has made this argument also for Ukraine's response to food price 
inflation in 2008, compare World Bank (2008). 
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112. Ironically, short-term measures to ensure affordable food for consumers by reducing 
product prices have the exact opposite long-term effect on national food security (to the 
extent that the food security strategy is based on self-sufficiency). And for large players on 
grain markets, such as Russia and Ukraine, these negative effects have a global dimension. 
If, despite these concerns, Russia wanted to restrict exports of wheat, it could do so 
without an STE. Export taxes are unrestrained by WTO rules, as are temporary export 
restrictions intended to prevent or relieve critical shortages of foodstuffs (GATT Article 
XI, para 2). 

4) Increasing export margins (profits along the grain marketing chain)? 

113.  As a variation of the above mechanism, exclusive rights to regulate Russian grain 
exports could be used not to reduce domestic consumer prices but solely to increase profit 
margins for grain exporters, transferring the part of producer rents that is affected by the 
farm-gate price drop entirely to exporters. Under such conditions, UGC as the monopoly 
exporter of Russian grain, or affiliated or preferred firms (depending on the model of 
export regulation), would realize excess profits. These profits could be considerable; an 
added margin of US$ 10 per ton on envisaged exports of 25 million tons would generate 
US$ 250 million. For this to work, the UGC would also need to be granted exclusive rights 
on the domestic market. In addition to the negative effects summarized above, this 
approach would not even create any consumer benefits, i.e. the inflation/food security 
argument could not be used to justify this measure. 

5) Increasing the efficiency of the grain marketing system in the Russian 
Federation? 

114. Consolidation of state-owned assets and the assets of firms that purchase shares in the 
UGC may contribute to the efficiency and/or equity of the grain market in Russia. Such 
efficiency gains, which would accrue to growers in the form of higher farm-gate prices, 
seem possible, although they are difficult to estimate in the absence of more detailed 
information. In Australia and Canada, however, there is little evidence that AWB and 
CWB have succeeded in exploiting economies of scale in grain marketing. Instead, there is 
some evidence that these boards have a tendency to provide more expensive and 
sometimes excess grain marketing services that increase the marketing costs for grains and 
thus lower the returns to growers. As outlined above, the CWB’s administrative expenses 
increased by 6.6 percent from 1995/97 to 2005/07. 

115. Maintaining effective competition would be an important prerequisite to stay clear of 
the negative impacts of a monopolistic market structure. A consolidated UGC would wield 
considerable monopoly power in some regions in Russia. There would be potential to use 
this power against producers to decrease farm-gate prices or to use political influence 
and/or control over bottlenecks in the grain marketing system to crowd out otherwise 
competitive foreign traders. Under these scenarios, the UGC would benefit at best a part of 
the Russian grain marketing system at the expense of the rest, resulting in reduced 
investments and innovation and ultimately in reduced efficiency and competitiveness. 

116. The state can play an important role in promulgating an effective competition policy 
and institutional capacity, maintaining a system of grain standards and quality certification 
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that is attuned to international market needs, and undertaking supporting investments in 
grain trading infrastructure that have public good characteristics, such as the rail system 
and waterways, or market information systems. 
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Appendix 1: Price discrimination between domestic consumers and 
international markets – the implicit export subsidy 

 

One potential use of the power available to an STE is to discriminate between domestic 
and international markets. Assume that – as in the case of the Australian and Canadian 
Wheat Boards historically – the STE wants to raise prices to producers. The specific value 
of the domestic price chosen is determined by political forces within the country, 
specifically the balance of producer and consumer influence. Taxpayers are not directly 
involved (except as producers and consumers) because this type of price discrimination 
does not require raising the budget revenues needed for an export subsidy. Assume further 
that the STE can isolate the domestic market from the rest of the world (i.e. preclude 
imports). Then it can set a domestic price (pd) above the world price (pw) and use its ability 
to discriminate between domestic and world markets to maintain this price. The optimal 
strategy is depicted in Figure A1. 

 

Figure A1: Determination of producer prices under a home consumption price 

 

If the domestic price is set at pd, the average excess revenue (above the world market price) 
that is available for payment to farmers is represented by the rectangular hyperbola ab with 
origin X and defined by the size of the shaded rectangle between pd and pw. Domestic 
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demand falls from its initial level D0 to D1. The STE redistributes the excess revenue 
generated on the domestic market to pay farmers an average price pa. This is determined 
using the fact that by construction the yellow rectangle between pa and pw has the same 
area as the shaded rectangle between pd and pw. The price rise to pa stimulates an increase 
in supply from S0 to S1. Exports rise from (S0 – D0) to (S1 – D1).  

The resulting two-price scheme is not exactly an export subsidy, because the price increase 
for consumers differs from the price increase to producers (under the classic export subsidy 
scheme used, for example, in the EU, consumers and producers face the same higher 
price). However, from the point of view of competitors, it has a similar effect—it increases 
the supply of exports to world markets at any given level of the world price.  

This type of scheme is very attractive to industries with small initial export shares. If most 
output is sold domestically, then a large amount of excess revenue extracted from domestic 
consumers can be used to boost prices for a relatively small amount of exports. In such a 
case, pa will be almost as high as pd, and producers will get an average return initially equal 
to almost pd. However, the operation of this scheme will create incentives to increase 
production, and it naturally reduces domestic consumption. Hence, over time, export 
shares will tend to increase, and the scheme will become less and less effective as exports 
rise relative to domestic consumption and the excess revenue extracted from domestic 
markets must be distributed over an ever increasing volume of exports, driving pd 
progressively closer to pw as time goes by.  

 

 

 


