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World Bank: Russia grain ban ineffective

Russia's decision to ban grain exports through June 2011 will likely not lower do-
mestic prices and could have significant negative impacts on the industry, the
World Bank said in a November report on the Russia's economy.
The Russian government on Aug. 5 issued a temporary ban from Aug. 15 to Dec. 31
on grain exports in response to ris-ing grain prices brought on by a drought-induced
shortfall. The ban on wheat, barley, rye and maize was extended to June 2011 while a
ban on flour was not lengthened beyond the end of 2010.
It was hoped the ban would protect Russia from rising grain prices by reducing grain
exports to 3 million tonnes from the nearly 15 million tonnes initially projected for
2010-11.
According to the Oct. 20 estimate, Russian farmers har-vested 62.3 million tonnes of
grain in 2010, a drop of 36,5% from 2009. Given production estimates and a domes-
tic con-sumption estimated at 78 million tonnes, the World Bank said Russia will be-
come a net importer of grain, depending on the use of reserve stocks. Grain stocks
are estimated at 26.3 mil-lion tonnes as of July 1; 9.6 million is part of the govern-
ment's grain intervention fund.
Due to these circumstances, the World Bank said the export ban will be ineffective in
lowering domestic prices because they will continue to be influenced by world
grain prices.
Several unintended and undesirable side effects could oc-cur because of the ban,
the World Bank said. These include undermining Russia's long-term goal of becom-
ing an impor-tant player in the global grain market: encouraging hoarding in antici-
pation of the ban removal; and distorting prices and affecting the investment and
production responses.
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Russia may become the world's
largest supplier of cheap milk
within 5yrs, thanks to foreign in-
vestments and the ever increasing
support for the domestic dairy in-
dustry by the state, Andrei
Danilenko, chairman of the Russian
National Union of Milk Producers
said last week. According to him,
bright prospects for the Russian
dairy market was one of the rea-
sons for the recent deal between
PepsiCo and Wimme-Bill-Dann
(WBD). Danilenko said that Russia's
potential as the world's largest
supplier of cheap milk might be
explained by its climatic conditions
and geographi-cal location, as well
as logistical issues and the prox-
imity to the Middle East, Southeast
Asia, and Central Asia markets,
where the consumption of dairy
products was growing fast. Russian
analysts believe that the acquisi-
tion of WBD by PepsiCo may stimu-
late further development of the
Russian dairy market, especially
amid reports about the plans of
PepsiCo to hugely invest in WBD's
resource base and in the building
of new processing facilities.
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2010/11 forecast of world grain harvest reduced by 5 million tons

According to the data by the Interna-
tional Grain Committee (hereinafter
IGC) of November, 2010, world grain
harvest was reduced, consumption -
increased. Total grain harvest should
make 1,725 million tons, that is 5 mil-
lion tons less than a month ago and
3.5% less than in 2009/10. The main
reason is that smaller maize harvest is
expected.

Grain consumption in the world should
increase by 1.6% in 2010/11 - to 1786
million tons, that is 1 million tons more
than it was predicted in October. Pre-
dictable smaller consumption of feed-
ing grain will not compensate pre-
dicted bigger consumption of grain for
food and industry. According to the
last forecast, USA grain consumption
for ethanol may increase by 3 million
tons (to 144 million tons). Although
this number should exceed last year
indicators almost by 7%, it also shows
slowing speed of increase in the sector
of ethanol production.

According to IGC, 2010/11 (July-June)
forecast in grain trade world was in-
creased by 1 million tons because of
bigger than expected purchase of feed-
ing grain. Grain trade in the world
should reach 241 million tons and ex-
ceed the level of last year. 29 million
tons decrease of export from the Black
Sea region should be compensated by
increased grain export from USA, Ar-
gentina, Australia, Brazil and the EU.
Transitional world grain resources of
the end of 2010/11 trade year may de-
crease to 340 million tons because of
smaller grain harvest and bigger con-
sumption. Maize resources may de-
crease the most (to 31 million tons).
Transitional resources in the main grain
exporters (Argentina, Australia, Can-
ada, EU, Kazakhstan, Russia, Ukraine,
USA) were decreased by 55 million tons
(to 105 million tons) — the smallest
amount since 2003/04.

According to the data by IGC analysts
of November, 2010, 2010/11 forecast of
wheat harvest remained the same,
compared with the last month, and
should make 644 million tons. That will

be 5% less than in 2009/10, but still
would remain in the third place accord-
ing to the size. While the harvest time
has run up in the south hemisphere,
bigger wheat harvest is expected in
Brazil and Argentina. Continuous rain
in East Australia stopped the harvest
time, and the predicted harvest should
make 23 million tons.

However, there are more and more re-
ports that wheat harvest may be
smaller and of worse quality in some
regions. Smaller wheat harvest is pre-
dicted for USA and Ukraine.

Wheat consumption in the world in
2010/11 was increased by 2 million
tons (to 660 million tons), comparing
November forecast with October fore-
cast. The main reason is bigger than
predicted purchasable feeding wheat
amounts in the states of Asia-Pacific
Ocean regions, including South Korea
and the Philippines because of attrac-
tive price.

IGC analysts predict that wheat trade
forecast in the world in 2010/11 should
increase by 1.6 million tons (to 121.6
million tons), compared with October,
because of bigger feeding wheat pur-
chase. That will be 5.8 million tons less
than in 2009/10, when the demand of
alimentary wheat was higher in Middle
East.

According to the latest forecast, world
grain resources in 2010/11 should de-
crease by 16 million tons, compared
with 2009/10, and make 180 million
tons, in the presence of small resources
decrease in Russia and the EU.

Wheat and rye procurement prices
have increased in Lithuania in the
beginning of December, 2010.
Lithuanian grain procurement compa-
nies bought wheat at the average price
of 691.4 LTL/t during 48" week (11 29-
12 05) of this year — at 7.7% higher
price than a month before (44" week
(11 01-07)). Rye average procurement
price during the mentioned period
increased by 12.4% (to 615.1 LTL/t).
However, average procurement price
of feeding barley (Il class) decreased by
1.3% (to 553.1 LTL/t) during 48" week,
compared with 44" week. Average
rape procurement price has decreased
by 3.3% (to 1259.1 LTL/t) during this
period.
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World Bank: Russian grain ban ineffective

The World Bank suggested alternative
solutions for the short and long term. In
the short term, it suggested using
global markets to fill any temporary
grain shortfalls and protecting the
poor through reducing taxes and tariffs
on key food products. The World Bank
also suggested making full use of the
grain intervention fund to reduce pres-
sures on the domestic market.

For the medium to long term, the
World Bank suggested targeting cash
transfers to vulnerable groups. It noted
that cash transfers are used by many
countries including Brazil China, Mex-
ico and South Africa, and are effective
in ensuring income transfers to vulner-
able population segments. In compari-
son, export restrictions do not reduce
farm-gate prices and result in a nega-
tive supply response.

Another suggested strategy is to im-
prove transport and logistics. These
costs are often a key component of
food prices and are generally higher
than Organization for Economic Coop-
eration and Development (OECD)
benchmarks, the World Bank said.
Countries can World to lower the over-
all cost of do-mestic distribution. It said
that severe difficulties in exporting
Russia's 2008 bumper crop highlight
the importance of sufficient and effi-
cient transport and distribution infra-
structure.

Russia recently announced that it is
making an investment of S 1.64 billion
to build new sea grain terminals and
junction silos, and to create an inde-
pendent Transport Grain Company to
help competition development in the
railway transshipment market. The pro-
jects are expected to be completed by
2015, according to Sergey Levin, man-
aging director of the United Grain
Company, established last year as Rus-
sia's nee state grain trader.

The World Bank suggested Russia
encourage a more robust agricultural
insurance framework. Farmers are con-
cerned about high premium costs and
inadequate claims settlements, and
overall are seriously underinsured, it
said. A more robust framework would
boost investment in infrastructure such

as on-farm storage, which would make
natural disasters more manageable.

The final suggestions included in-
creasing public investment programs
to support agricultural productivity
improvements, national irrigation de-
velop-ment and a rehabilitation pro-
gram, nationwide price market price
information services, and strengthen-
ing the capacity for food policy forma-
tion.

The drought — the worst in decades
— has had a major impact on the na-
tion's economy, the World Bank said.
Close to 40% of the crops in the im-
pacted regions — Central Russia and in
the west along the Volga River — have
been destroyed. Wheat prices saw the
biggest jump since 1973, which has
impacted a range of food prices.

Prices for grains and related products
have soared since July, the World Bank
said. Buckwheat prices more than dou-
bled from June through October, and
potato prices increased by 30%. Simi-
larly, prices of meat, eggs and cereals
increased more than was typical during
summer.

At the onset of the drought, 27 out of
88 regions in Russia declared an emer-
gency. Price increases were seen
throughout the country, but regions in
Central and Western Russia were par-
ticularly affected, the World Bank said.

Net effect of the price increases on
household consumption was esti-
mated as a loss in real household in-
come due to an increase in expendi-
tures as a result of higher food prices.

People on a fixed income will be the

most impacted, with [N
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