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SUMMARY

Food security has emerged high on the agenda of development agen-
cies, policy makers and private stakeholders. As a consequence of major
events affecting agricultural production such as the world food crisis of
2007-2008 which prompted skyrocketing world market prices for grains,
or highly variable weather leading to harvest failures, the governments
of exporting countries tend to restrict their exports with the aim of limit-
ing domestic food price inflation and mitigating any negative impacts on
their local markets.

According to USDA projections to 2025, Russia, Ukraine and Kazakh-
stan will further strengthen their position on the world wheat market.
The countries are known to have unrealised grain production potential,
deteriorated grain storage and transport infrastructure, and government
interference in agricultural trade, i.e. application of restrictive measures
on grain exports. The topic of trade barriers in the RUK countries remains
highly relevant as demonstrated by the recent implementation of export
duties for wheat in the Russian Federation.

Given the highly variable weather in the RUK region as well as other
changing macroeconomic factors, it is hard to predict whether the coun-
tries will restrict exports in the future. Barriers to trade can be of formal or
informal nature. Formal barriers are documented in governmental reso-
lutions, while informal barriers can stem from administrative procedures,
the market structure and the institutional framework observed in the
country (Deardorff and Stern, 1997). Administrative measures such as the
delayed supply of wagons, additional certifications and controls, bribing,
preferential access and soft budget constraints for state trading enter-
prises are a few examples of the informal impediments to trade observed
in the RUK region.



Both the formal and informal barriers described above lead to high-
er transaction and time costs, result in foregone opportunities for trade,
damage the image of the country and provide disincentives for invest-
ments in the sector. This prevents the RUK countries from realising their
potential in grain production as well as grain export.

Goal of the dissertation

Thus, the general objective of this thesis is to analyse the impediments
to grain exports from Russia, Ukraine and Kazakhstan. In order to reach
this objective | have divided it into three more specific goals, which are
reflected in the structure of the thesis. Each aspect is covered in a sepa-
rate essay.

1. The first objective is to theoretically and empirically evaluate

a series of export restrictions implemented by the RUK countries.
The grain sector in the RUK countries has witnessed a series of public
interventions over the last years. They took the form of export quotas,
export taxes, export bans, transportation subsidies, the installation of
a policy-business agreement, and partial reimbursement of Value Added
Taxes (VAT). Considering the importance of these countries on the world
market, it is not surprising that export restrictions in the RUK region have
received significant attention in the scientific literature.

In this essay | show that any export restriction brings large welfare
losses compared to a free trade situation. | support this claim with a com-
parative analysis of the different export policies applied by the RUK gov-
ernments on their respective domestic wheat markets between 2006 and
2016. Additionally, alternative policy responses towards achieving the
policy goal of food security are suggested and discussed.

As the policy instruments applied by the RUK governments include
tariff and non-tariff measures, the comparison of their effects becomes
very challenging. There is a lack of method for the consistent comparison
of tariff and non-tariff measures that restrict export. Moreover, estimates



for the comparison of different export restrictive measures are difficult to
obtain because of the lack of or limited access to good data.

In the first essay | answer the following research questions:
+ How can different policy measures be compared consistently?
« What are the theoretical welfare effects of the applied measures?
» What governmental interventions applied in the grain markets of RUK
are the least trade-restrictive?

Using a social welfare analysis, | show and compare the effect of differ-
ent policy instruments on producers, consumers and the government
budget. | use a partial equilibrium approach to show the effect of export
policies on the wheat market, although | do not take the consequences
for other markets into consideration.

Based on the theoretical analysis, it has been shown that although
consumers might benefit from export restrictions, the overall welfare
of the country decreases when export restrictions are introduced. After
a theoretical welfare analysis of the export restrictions applied by the
RUK governments, | compare them empirically by calculating their tariff
equivalents. The results make it possible to rank the policy measures ac-
cording to their trade restrictiveness.

For Russia, the estimation results show that the export ban had the
highest restrictive effect on exports, an unsurprising outcome. The ex-
port tax in 2007-2008 was slightly more restrictive than the one applied
in early 2015. The tariff equivalent for the export tax from July 2015 to
September 2016 turned out to be positive, i.e. the average monthly ex-
ported quantities were higher than in the base period of the 2008/09 MY.

For Ukraine, the results of the empirical analysis confirm the theoret-
ical predictions and show that export taxes in 2011 were less distorting
than export quotas in 2006-2008 and 2010-2011. During the export tax
regime, signals from the world market continued to be transmitted onto
the domestic market and traders were able to react to them.

For Kazakhstan, the results suggest the restrictive power of the ex-
port ban applied in 2008. The tariff equivalent for the transport subsidy



is positive, which is a reasonable result, considering that it was applied to
support wheat exports from Kazakhstan.

The following key recommendations aim at supporting the develop-
ment of a more competitive grain market while at the same time realising
food security for the most vulnerable households:

- Stop the practice of unannounced official and unofficial export
restrictions;

+ Design and introduce a set of indicators to monitor food security in
the country;

« Design safety nets for the poor to compensate them for increases in
bread prices and shift to a targeted food support system.

2. The second objective is to compare the grain STEs across the RUK
counries.

Russia, together with the other former USSR countries, inherited a com-
plex system of centralised exports and imports. Foreign trade organi-
sations exercised a foreign trade monopoly for the state during Soviet
times. Although these trade organisations no longer exist, many former
Soviet Union countries have organisations comparable to state traders.
Russia, Ukraine and Kazakhstan have functioning state trading enter-
prises (STEs) in the grain sector: the State Food and Grain Corporation of
Ukraine (SFGCU), the open joint-stock company ‘United Grain Company’
(UGCQ) in Russia, and the joint-stock company Food Contract Corporation
(FCC) in Kazakhstan.

There has been little research carried out on state trading in Kazakh-
stan, Russia and Ukraine. The involvement of state trading enterprises in
grain trade may have distorting effects on the domestic markets and ex-
port of these countries (Ingco and Ng, 1998; Informa Economics, 2008). As
these three countries are potentially among the largest suppliers of grain
on the world market and affect global food security, the functioning of
the STEs in the RUK countries should be carefully inspected.



In the second essay | answer the following research questions:
« How can the STEs across the RUK countries can be compared
consistently?
« Do the grain STEs in the RUK countries enjoy any benefits due to their
ownership status?
- Considering the different features of the RUK grain STEs, do they dis-
tort grain trade on their respective markets?

After a short description of the grain STEs in the RUK countries | compare
them using the following conceptual framework: | consider the struc-
ture of the ownership of the STEs, the type of activities in which they are
involved, their role on the market and their preferential access to infra-
structure and markets, political networks and soft budget constraints as
important criteria for assessing the market distorting effects of the STEs.
All criteria are grouped into three categories: internal decisions, external
decisions and hybrid or mixed decisions, depending on the actor that
has the power to make decisions, whether it is the government or a rep-
resentative (CEO) of the company. The results provide an answer as to
whether the grain STEs in the RUK countries are trade distorting and to
what extent.

A common feature of the operations of the STEs in the RUK countries
is the lack of transparency and limited access to any financial information
on their activities. The results of the analysis show that the Ukrainian, Ka-
zakh and Russian grain STEs enjoy certain preferential rights.

None of the grain STEs in the RUK countries have a single-desk status
on the domestic or export market, and as such their opportunities to in-
fluence domestic consumers and processors, as well as the world market,
are limited. However, based on the analysis of the following criteria: type
of activities, role on the market and preferential rights, it can be conclud-
ed that the Kazakh Food Contract Corporation is the most potentially
trade distorting enterprise among the three STEs. Abuse of its preferen-
tial access to infrastructure and the inputs market, price leadership on the
domestic market and involvement in a large number of activities along
the supply chain makes the Kazakh Food Contract Corporation the most



potentially trade distorting grain STE across the RUK countries. Its activity
hinders market competition and restricts the access of its competitors to
infrastructure facilities. The Russian United Grain Company has the least
distorting impact on the market, if any. It is the only STE among the three
with the participation of private capital.

The goals of the STEs could be achieved in a more efficient marketing
framework. Literature findings show that the bureaucratic structure of
STEs increases administrative expenses and leads to a slow flow of infor-
mation, which results in false decisions.

As an alternative policy option to ensure food security for citizens in
the future, it is advised to use targeted consumer-oriented measures to
reach the people in need, for example, direct income transfers. Govern-
ments should avoid soft budget constraints and preferential rights for
STEs. Preferential rights for STEs might discourage investments from pri-
vate traders into infrastructure and market development. To achieve bet-
ter functioning markets, governments should ensure open competition
on the grain markets without any entry barriers. Transparent and stable
rules on the market will provide long-term incentives for investments in
the sector. The governments of the RUK countries can support market
competition by increasing transparency around the activities of the STEs
and their sources of finance. The STEs should restrain from using unfair
market practices. Clear delineation between the functions of the STEs as
market intervention agencies and profit-making grain traders is required.

3. The third objective is to uncover and compare the major obstacles
for conducting business for grain traders and food processors in
Russia, Ukraine and Kazakhstan.

A predictable institutional and policy environment is considered from the

point of view of business as the most important public good (Hellman

etal,, 2000). A business environment, as a combination of policies, institu-
tions, physical infrastructure, human resources, and geographic features,
can influence the efficiency of firms and industries and encourage invest-
ments; it can play a key role in the stability and security of the firm’s future
(Eifert et al., 2005; Dethier et al., 2008). On the contrary, a poor business



environment, unpredictable changes in policies, corruption, and capture
of the state by political and economic elites have a significant negative
impact on FDI inflows and sales growth (Kaufmann et al., 2003; Jensen,
2002). Inappropriate policy and institutional frameworks are among the
most relevant factors associated with the poor performance of the ag-
ricultural sector in developing and transition economies (Chang, 2012).

Studies on the business environment in transition economies are not
unusual but most of them are quite outdated and use the BEEPS data
from 1999. All of them investigate obstacles in the economies of the
countries in general, but do not look specifically at the agri-food sector.
To deal with the identified research gap, | focus on the business environ-
ment in the agri-food sector of three post-Soviet countries, namely Rus-
sia, Ukraine and Kazakhstan. They are important suppliers of grain to the
world market, therefore it is important to eliminate different barriers to
export, both at the border and inside the country.

In this essay | pursue two major objectives:
- Identify the major obstacles for grain traders in Russia, Ukraine and
Kazakhstan;
« Find out whether there are differences between the countries in this
respect.
Additionally, to expand the understanding of the barriers in the agri-food
sector, | aim to reach some minor objectives:
- Identify the barriers in the food sector of Russia, Ukraine and
Kazakhstan;
« Compare the barriers faced by grain traders and the food sector;
« Identify and explain the determinants of obstacle perception.

A combination of qualitative and quantitative approaches is used to ex-
amine the business environment in the agri-food sector. Two waves of
a grain exporter survey conducted in Russia, Ukraine and Kazakhstan are
used for the qualitative analysis of the obstacles in the grain trading sector.
The survey focuses mainly on the institutional and infrastructural imped-
iments for grain export and the strategies employed by grain exporters



for dealing with them. The research is complemented by the econometric
analysis of the business environment in the agri-food sector, using the
Business Environment and Enterprise Performance Survey’s (BEEPS) data
for the years 2012-2013 (Enterprise Surveys). Using the BEEPS data, the
effect of the firm characteristics on the perception of obstacles is tested.
Given that the dependent variables for the perception of obstacles are
categorical, ordered probit models are used for these regressions.

Two surveys conducted with grain traders revealed that the main
obstacles observed in the sector are: corruption/bureaucracy, political
instability, obsolete transport, excessive certification requirements, prob-
lematic contract enforcement, and taxes (problems with VAT reimburse-
ment). Some obstacles were eliminated in the interim between the two
surveys, some restrictions were implemented during this time, and some
obstacles remained among the major barriers for doing business. All in
all, despite the small number of interviews conducted, the results reveal
similar tendencies; therefore, it is possible to assume that they are gen-
eralisable for the whole grain trading sector of the respective country.
The interviews in Ukraine were conducted with major grain exporters,
and in Russia and Kazakhstan both large and middle-size exporters were
interviewed.

According to the BEEPS survey, tax rates, political instability, corrup-
tion, and financial and transport-related obstacles are found to be the
greatest impediments to doing business in the food sector of the RUK
countries. Food firms suffer from state capture at the local or regional lev-
el the most.

The results of the econometric models show that the relevance of dif-
ferent obstacles is found to vary across subpopulations of firms. However,
the country dummies tend to capture the largest share of the explana-
tory power of the models. These country specifics are hard to interpret
given the current dataset. The firm characteristics do not explain much
about the determinants of obstacle perception as many coefficients are
not statistically significant. In some cases, this can be explained by high
standard errors, i.e. high variation in the answers to the questions, where
some firms assess the obstacle as critical and others as no obstacle. This



variation can describe either the heterogeneous state of affairs between

the different firms, or difficulties in assessing the obstacle due to subjec-

tive perceptions and expectations of what is a major or very severe ob-

stacle, as well as a certain unwillingness to critically assess sensitive issues
like corruption.

The results of the qualitative and quantitative analyses have several pol-

icy implications:

1.

.

.

.

In the grain sector:

Timely information on planned regulatory changes should be provid-
ed to reduce political instability;

Ad hoc trade regulation measures should be avoided;

Outdated grain hoppers should be replaced.

In the food sector:

Priority should be given to reforms in the financial sector (tax rates,
access to finance) and institutional reforms (political instability,
corruption);

The interests of vulnerable groups of enterprises should be consid-
ered during the implementation of new laws and regulations;
Effective instruments against the misconduct of local/regional offi-
cials (state capture) should be implemented;

Regulatory procedures should be simplified and governmental con-
trol over decision-making processes in some types of enterprises
should be reduced (time tax).
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1 INTRODUCTION




Food security has emerged high on the agenda of development agen-
cies, policy makers and private stakeholders. As a consequence of major
events affecting agricultural production such as the world food crisis of
2007-2008 which prompted skyrocketing world market prices for grains,
or highly variable weather leading to harvest failures, the governments
of exporting countries tend to restrict their exports with the aim of limit-
ing domestic food price inflation and mitigating any negative impacts on
their local markets.

According to USDA projections to 2025, Russia, Ukraine and Kazakh-
stan (RUK) will further strengthen their position on the world wheat mar-
ket. ‘Wheat exports from Russia, Ukraine, and Kazakhstan [...] are pro-
jected to climb from 40 million tonnes in 2016/17 to 50.8 million tonnes
by 2025/26, accounting for 42 percent of the projected increase in world
wheat trade’ (USDA, 2016).

Wheat is one of the major exported agricultural goods in three coun-
tries. Russia is the largest wheat producer and exporter among them.
But in general, in recent years all three countries have been exporting
40-60% of their wheat produce. The countries are known to have unreal-
ised grain production potential, deteriorated grain storage and transport
infrastructure, and government interference in agricultural trade, i.e. ap-
plication of restrictive measures on grain exports.

Among other commonalities of the RUK countries are: a rather low
share of agriculture (compared to other developing countries) in GDP. Ac-
cording to 2016 estimates, the share of agriculture in GDP of the Russian
Federation was 4.7% (The World Factbook, 2017). For Ukraine, agriculture
has a more prominent role in the economy and it generated 14.4% of GDP
in 2016 (The World Factbook, 2017a). In Kazakhstan, agriculture account-
ed for 5.1% of total GDP in 2016. Despite the small share in GDP of the
country, one-quarter (25.8%) of the working population was employed
in agriculture in 2012 (The World Factbook, 2017b). The polarising division
of farm structure into small-scale individual farms and large agro-hold-
ings is also observed in all three countries. The policy goals, production,
and market developments in the RUK countries will be described in more
detail further.



1.1 COUNTRY PROFILES

1.1.1 Russia

In 2015, all sown area under agricultural crops was 79.3 million ha, and
of them 45.1 million ha were under grains (Table 1). Compared to 2014,
the area under wheat increased by 6.2% and under corn, 3.1%. In 2015,
production of wheat increased by 3.5% mainly due to an increase in
sown areas under this crop. In general, areas under grain crops have been
growing over the last years, mainly due to larger sown areas under coarse
grains, and sown areas under wheat have been rising since 2012.

Table 1: Sown area under main grains in Russia, thousand ha

2010 2011 2012 2013 2014 2015
Grains: 41,889.6 42,019.4 42,595.4 43,847.8 44,623.8 45,054.2
wheat 26,613.4 25,552.1 24,684.2 25,063.6 25,277.2 26,833.5
barley 7,214 7,881.0 8,819.6 9,019.3 9,390.6 8,885.4
corn 1,415.7 1,716.1 2,058.1 2,449.7 2,687.3 2,770.7
other grains 6,646.4 6,870.2 7,033.5 7,315.2 7,268.7 6,564.6

Source: State Programme of RF (2012)

Over the last three marketing years, despite higher wheat exports, rising
ending stocks of wheat have been observed due to greater production
(Table 2). Human consumption of wheat has remained relatively stable
over the years, whereas wheat consumption for feed increased due to
greater production in the animal husbandry sector.

Egypt is the ‘traditional’ importer of Russian wheat. In 2016, almost
a quarter of exported wheat (23.5%) went to Egypt. Among other ma-
jor export destinations in 2016 were Turkey (10.1%), Bangladesh (6.6%),
Nigeria (5.8%) and Azerbaijan (4.5%) (Trademap, 2017).
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Table 2: Wheat production, consumption and trade in Russia from 2006/07 MY to 2015/16 MY

Wheat Unit 06/07 07/08 08/09 09/10 10/11 11/12 12/13 13/14 14/15 15/16

Beginning

mint 6.0 4.7 43 10.9 14.7 13.7 10.9 4.9 52 6.3
Stocks

Production mint 449 49.4 63.8 61.8 41.5 56.2 377 52.1 59.1 61.0
Imports mint 0.9 0.4 0.2 0.2 0.1 0.6 12 0.9 03 0.8

Total Supply mint 519 54.5 68.2 729 56.3 70.5 49.8 57.9 64.6 68.1

ji=ed Dom: mint 141 153 16.2 16.8 16.0 15.5 119 125 13.0 14.0
Consumption

TotalDom. .y 364 380 389 396 386 380 336 341 355 370
Consumption

Exports mint  10.8 12.2 184 18.6 40 216 1.3 186 228 255
Ending mint 47 43 109 147 137 109 49 52 63 56
Stocks

stocks/ % 9.9 85 191 253 323 183 110 98 108 9.0
Use ratio

Source: own calculation based on PSD USDA data (2016)

Devaluation of the rouble in 2014/15 MY made grain export more attrac-
tive than selling it on the domestic market. To keep the balance between
exports and the domestic supply of wheat, export duty for wheat came
into force on 1 February 2015 (more details on this policy will follow in
Chapter 2). The export duty for wheat was implemented in order to keep
prices on the domestic market from rising. The Figure 2 (p. 6) shows that
consumer prices for bread continued to grow despite grain export re-
strictions in the form of export taxes from November 2007 to June 2008
or the export ban that lasted from August 2010 till June 2011.

Regulation of grain market

Measures towards regulating the grain market are aimed at stabilising
the domestic grain market and increasing the competitiveness of Russian
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Figure 2: Wheat, flour and bread prices over the period 20042014

Source: unpublished data

grain and its processed products on the world market. To this end, a bal-
ance of resources and use of grain is being developed, information on
its commodity and consumer properties is monitored, and state procure-
ment and commodity interventions are carried out.

In order to be able to stabilise prices on the market during unfavour-
able weather conditions or other destabilising events, the state forms
grain stocks and buys grain for the Federal intervention fund. The total
grain stocks in the intervention fund in March 2016 were 3.03 million
tonnes (State Programme of RF, 2012).

State support for investment lending in the sub-sector of crop pro-
duction, processing of its products, and development of infrastructure
and logistics support for crop markets is carried out by subsidising part of
the interest rate on loans.



Agricultural policy objectives

The State Programme of agricultural development and regulation of ag-
ricultural and food markets for 2013-2020 was approved by the Decree
Ne 717 of the government of the Russian Federation on 14 July 2012 (fur-
ther, the State Programme). The State Programme declares the following
objectives for Russian agricultural policy.

As first priority level objectives, the State Programme names:
« development of import-substituting sub-sectors of agriculture, in-
cluding vegetable growing, horticulture, and dairy and beef cattle
breeding;

.

improvement of income for agricultural producers;

.

sustainable development of rural areas, creating conditions for ensur-
ing economic and physical accessibility of food on the basis of rational
norms of food consumption for vulnerable groups of the population;
reclamation of agricultural land, usage of abandoned arable land and

other categories of agricultural land;

.

development of integration links in the agro-industrial complex and
the formation of product sub-complexes, as well as territorial clusters;

« formation of an innovative agro-industrial complex.

The second priority level includes:

« ensuring environmental safety of agricultural products, raw materials

and food;

- increasing the export of food and agricultural products after the do-

mestic agri-food market is saturated;

» minimising logistics costs and optimising other factors determining
the competitiveness of products, taking into account the rational al-
location and specialisation of agricultural production, and food and
processing industries in the regions of the country (State Programme
of RF, 2012).

One section of the State Programme describes the sub-programme
on ‘Development of Crop Production, Processing and Selling of Crop



Products’ This programme aims at increasing crop production and its
competitiveness.

The Doctrine of Food Security of the Russian Federation, which was
adopted in 2010, set threshold shares for agricultural products on the
Russian market that have to be of domestic origin. For grain this share
was set at 95%, though the target value of the State Programme for 2015
was higher and set at 99.6%. In fact, 99.2% of grain supplied to the do-
mestic market in that year was of Russian origin. Similar target indicators
were set for meat and milk products. For milk, the doctrine target is set
at the level of 90% and the State Programme target for 2015 was at the
level of 81.9%, whereas the actual value in 2015 was 81.2%. The share of
meat and meat products of domestic origin in 2015 reached the level of
87.4%, which is higher than the target value set by the State Programme
for 2015 (80.9%) or the Doctrine threshold level of 85%. A considerable
decrease in meat import together with a rise in domestic production
made this share possible, although the total supply of meat on the mar-
ket decreased by 2.4% compared with the previous year.

Grain infrastructure

There is a need to build new elevators. Current capacities for grain stor-
age amount to 118 million tonnes, but only one-third of them are modern
elevators. The rest are hangars and floor storages, most of which are old
and worn-out. The same situation is observed in port facilities, and there
is a lack of deep water ports (Zerno On-line, 2009). There is also a lack of
rail tracks near the ports, limiting their capacity to accept rail cars. The
allocation of grain infrastructure and elevators was planned during the
years when Russia was still a net importer of grain; therefore the eleva-
tors were built mainly near large cities for the storage of imported grain
and not in the grain producing region, where it can be gathered to form
alarger batch'.

1 https://www.vedomosti.ru/newspaper/articles/2011/11/14/zerno_na_vyezd


https://www.vedomosti.ru/newspaper/articles/2011/11/14/zerno_na_vyezd

1.1.2 Ukraine

The grain sector remains very important for the economy of the coun-
try. The share of grain exports in total exports from Ukraine in 2016 was
16.3% which makes grain the most important agricultural export good
(State Statistics Service of Ukraine). In 2015/16 MY total grain production
in Ukraine was nearly 60 million tonnes (AMIS, 2017), which included
27.3 million tonnes of wheat, 23.3 million tonnes of corn and 8.8 million
tonnes of barley (Table 23; Annex 1). Total grain exports reached a level of
around 39 million tonnes, a record high level for Ukraine, due to greater
wheat exports (17.4 million tonnes).

Ukraine has, on average, record harvests every two years. But grain
production heavily depends on the weather conditions and, as such, the
marketing year 2012/13 ended with the lowest wheat harvest for sever-
al years. Winter frosts and a strong drought during the summer months
had a negative influence on crop yields. Thus, the production of wheat
was only 15.8 million tonnes. Despite the comparatively small harvest,
exports of wheat still reached 7.2 million tonnes.

One common indicator of mid-term stable grain supply is the stocks-
to-use ratio (SUR), defined as the quantity of stock divided by sum of all
uses. Assuming rationally behaving stock managers, high SURs are ex-
pected to soften price spikes in case of shocks to production. Internation-
al experience shows that global prices start to increase if world stocks-to-
use ratios drop below 20% for wheat and 12% for maize (Bobenrieth et
al, 2012).

Domestic consumption of grain in Ukraine averages annually up to
26 million tonnes, including around 12 million tonnes of wheat, 6 million
tonnes of barley, 6 million tonnes of corn and 2 million tonnes of other
cereals. Based on this demand, the export potential is estimated as a re-
sidual variable.

Out of around 12 million tonnes of wheat for domestic consumption,
5.2 million tonnes are used for human consumption, around 1.6 million
tonnes of wheat is used for seeds, 4.1 million tonnes is used for feed,



processing into non-food products requires around 0.3 million tonnes,
and losses amount to 0.4 million tonnes?.

Table 3: Wheat production, consumption and trade in Ukraine from 2006/07 MY to 2015/16 MY

Wheat Unit 06/07 07/08 08/09 09/10 10/11 11/12 12/13 13/14 14/15 15/16

Beginning

mint 24 13 2.1 31 24 33 5.4 2.6 37 57
Stocks

Production mint 139 13.9 259 209 16.8 223 15.8 223 248 27.3
Imports mint 0.1 03 0.1 0.0 0.0 0.1 0.0 0.1 0.0 0.0

Total Supply mint 164 15.6 28.0 24,0 19.2 25.7 21.2 249 284 33.0

Feed Dom.

: mint 2.1 3.0 29 33 2.8 6.1 3.1 34 4.0 5.2
Consumption

Total Dom.

: mint  11.7 123 119 123 11.6 15.0 1.4 11.5 1.5 123
Consumption

Exports mint 34 12 130 93 43 54 72 98 113 174
Ending mnt 13 21 31 24 33 54 26 37 57 32
Stocks

f;fi;k“ U o 89 154 124 109 210 263 139 173 249 109

Source: own calculation based on PSD USDA data (2016)

Major consumers of Ukrainian wheat in the world are Indonesia
(18.8%), Thailand (17%), Egypt (14.1%), the Republic of Korea (9.6%), India
(8.1%), the Philippines (7.1%) and Morocco (6.4%) as can be seen in Figu-
re 3 (Trademap, 2017a).

Ukraine is deeply integrated into the global agricultural markets and
has to compete with other suppliers there. In this study, | use soft wheat
prices (class 1) FOB Rouen as an indicator of a world market price. As
shown by Figure 4, Ukrainian FOB prices and Rouen prices follow similar
patterns. Producer prices (EXW) also follow spikes and drops observed on
the world market but to a lesser extent. The difference between producer

2 Average numbers based on the grain balances developed by the working group of the Ministry of Econo-
mic Development and Trade of Ukraine.
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prices and export prices can be partly explained by domestic transport
and handling costs. The larger decoupling of Ukrainian prices from in-
ternational wheat markets during times of export restrictions will be dis-
cussed more in detail further below in Chapter 2.

One important motivation for the introduction of export restrictions
has been the concern over food security and food price inflation. There-
fore, | compare consumer prices of different processed grain products be-
tween 2007 and 2013. As displayed by Figure 5, all bread prices follow an
upward trend, despite the implementation of export restrictions, which
should theoretically lead to the excess supply of wheat on the domestic
market and thus lower prices for Ukrainian consumers. But in order to
explain rising bread prices in spite of the export restriction, additional
research needs to be done. One of the reasons might be the behaviour
of traders if they decide to keep grain in storages and wait for better
prices. Furthermore, bread prices are regulated by government policies
and, thus, do not simply reflect market signals. The numbers in Table 3
indicate that in marketing years 2007/08-2008/09 and 2010/11-2011/12
stocks increased significantly.

Another reason for a less than theoretically expected price drop due
to export restrictions might be that the middlemen (e.g. large mills) get
the surplus. Djuric et al. (2012) find such an effect for Serbia. Wheat flour
is not the only component in the cost structure of bread, accounting for
40-47% of all costs®. Thus, increasing prices for other components while
flour prices remain relatively stable may lead to higher bread prices. But
Figure 5 reveals that the flour price also follows an upward trend. Another
reason for the growing bread and flour prices despite the export restric-
tions could be governmental purchases of wheat for the state reserve.
But the amount of purchases seems to be too small to affect the market.
According to the Agrarian Fund of Ukraine, the governmental purchases
of wheat equalled 772 thousand tonnes, 866 thousand tonnes, 624 thou-
sand tonnes, and 773 thousand tonnes in the years 2010 to 2013, which
represents approximately 4% of the quantity produced.

3 http://ukrhlibprom.org.ua/ua/novini/richnij_zvit_2011.html , 2011
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Agricultural policy objectives

The state target programme towards developing the agricultural sector
of the economy for the period up to 2020 sets out a number of goals:
- creation of conditions for the effective social-oriented development
of the agricultural sector;
- stable provision of safe and high-quality domestic agricultural prod-
ucts for the population and agricultural raw materials for industry;

production of goods with high added value;

increased share on the world agricultural and food market (State Pro-
gramme Ukraine, 2015).

The programme does not include specific goals and tasks with regard to
the Ukrainian grain sector but rather overarching goals for the entire ag-
ricultural sector.

1.1.3 Kazakhstan

Wheat is a major cereal crop produced in Kazakhstan. The main produc-
tion areas are located in the Northern Kazakhstan, Kostanai and Akmola
regions. While the area under agricultural crops remained steady, there
was some reallocation between crops (Figure 6). The planted area under
wheat decreased significantly over the period from 2011-2015, although
its share remained rather high at 56%. Meanwhile, the area under oil
crops increased by 11%. Among the main reasons for the decrease of the
planted area of wheat is the state policy of crop diversification away from
wheat because in some provinces it remains a monoculture.

Over the last decade, the production of wheat has varied from 9 to
22 million tonnes. Domestic consumption of wheat, both for food and
feed purposes, has remained flat over the last four years (Table 4). Accord-
ing to the USDA, wheat is widely used for feeding livestock in Kazakh-
stan, however barley, other feed grains and grasses are expected to cover
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Figure 6: Allocation of sown areas under agricultural crops in Kazakhstan in 2011-2015, thousand ha

Source: own depiction based on the data from the State Programme 2017-2021

Table 4: Wheat production, consumption and trade in Kazakhstan from 2006/07 MY to 2015/16 MY

Wheat

Beginning
Stocks

Production
Imports

Total Supply
Feed Dom.
Consumption
Total Dom.
Consumption
Exports
Ending
Stocks

Stocks/Use
ratio

Unit

mint

mint

mint

mint

mint

mint

mint

mint

%

37

16.5

4.7

12.5

0.1

17.4

06/07 07/08 08/09 09/10

37

171

10/11  11/12  12/13 13/14 14/15 15/16

4.8 29 6.2 29 20 32

9.6 227 9.8 13.9 13.0 13.7

0.0 0.0 0.0 0.0 0.6 0.1

144 25.6 16.0 16.9 15.6 171

Source: own calculation based on PSD USDA data (2016)



the anticipated additional demand from the livestock sector in place of
wheat (FAS/USDA, 2016).

Export of wheat highly depends on production as well as competi-
tion from Russia and Ukraine. During years of bad harvest in the com-
petitor countries, there is a stronger demand for Kazakh grain. Otherwise
Kazakhstan, as a landlocked country, cannot compete with Russia or
Ukraine on the EU market due to greater transportation costs, despite
the higher quality of its wheat.

Traditionally, the main export destinations of Kazakh wheat and flour
are CIS countries. In 2016, Kazakh wheat was exported to the following
destinations: Uzbekistan (29.5%), Tajikistan (24.1%), the Russian Feder-
ation (9.2%), China (7.7%), Italy (6.2%), Kyrgyzstan (5.6%), Afghanistan
(5.6%) and Iran (5.5%) (Trademap, 2017b). In general, the share of Kazakh
wheat in the imports of Russia, Uzbekistan, Kyrgyzstan and Tajikistan is
very large. In 2015, 86.6% of all imported wheat in Russia came from Ka-
zakhstan and for Uzbekistan, Kazakhstan was the only supplier.

Over the last two years, export to China has increased considerably,
up to 414,000 tonnes in 2015/16 MY. Currently China allows bulk ship-
ments. China changed its regulation requiring Kazakh wheat to arrive in
bags which had previously restricted Kazakh exports (FAS/USDA, 2016).

Agricultural policy objectives

Increasing the competitiveness of agribusiness is the major goal of the
Programme‘Agribusiness 2020’ adopted in 2013.To achieve this goal, the
following measures have to be fulfilled as mentioned in the Programme:
a) the financial rehabilitation of agribusiness; b) improving access to ma-
terial inputs and services; c) developing a government service supply
system for agribusiness entities; and d) improving the effectiveness of
government regulation in the sector. These goals and the methods for
achieving them (mainly by subsidisation) are discussed by Petrick et al.
(2017).
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With regard to the grain sector, over the last years the Kazakh govern-
ment has tried to encourage crop diversification, because wheat is often
planted as a monoculture. There is also strong support of the livestock
sector, which has led to a higher demand for feedstuffs and should mo-
tivate farmers to grow feed grains and oilseeds instead of wheat (FAS/
USDA, 2012). The goal is to continue to decrease the area under wheat
until 2020 in order to reach the indicative value for the sown area un-
der wheat for the year 2021 of 10,132 thousand hectares (Programme
2017-2021) which is nearly 14% lower than the sown area in 2015. Grain
yields are expected to increase from an average of 12.3 centners/ha to
13.9 centners/ha in 2021 due to use of better seeds, fertilisers and pesti-
cides. Moreover, in the State Programme, the government has set a goal
for 2021 of exporting wheat to the traditional importers such as Central
Asia, Iran, Afghanistan, and Azerbaijan as well as increasing exports of
processed wheat products (flour, pasta, cereals, gluten).

Transport and storage infrastructure

During years of good harvest there is a lack of grain cars for transporta-
tion as well as facilities to store the grain. The grain car deficit is estimat-
ed at 3,000 units, and the lack of grain storages is assessed at 2 million
tonnes (Programme ‘Agribusiness 2020, 2013).

‘The total storage capacity for all grains in Kazakhstan is reported at
26.0 million tonnes’ (FAS/USDA, 2016). Half of the storage facilities are li-
censed grain elevators, the rest are on-farm storages. Old elevators have
outdated grain handling equipment and are unable to handle large vol-
umes of grain. As an alternative, farmers use ‘Argentinian bags’ for grain
storage.

The long distances to key markets and the landlocked status of the
country remain huge obstacles for the export of grain from Kazakhstan.
In certain years, in order to address the problem of high transportation
costs, the government implemented transportation subsidies. Moreover,
the government is promoting the development of the livestock sector



which will require more grain to be consumed as feed inside the country.
In addition to these measures, the Kazakh government has invested in
the development of infrastructure (FAS/USDA, 2013). This includes:

+ Railway lines between ‘Zhaskazgan-Beineu’ and ‘Akralyk-Shubarkol’
stations were opened in 2014. These connections have decreased the
transportation distance from west to east and from north to south in
Kazakhstan.

« The railway line ‘Korgas-Zhetygen’ reduces the distance from South
Kazakhstan to China by 550 km. This will decrease the transportation
time from China to Central Asian countries.

- Storage capacities in Aktau port were increased, which resulted in
higher trans-shipment capacities (FAS/USDA, 2015).

1.2 CURRENT STATE OF KNOWLEDGE

Effects of export restrictions

The grain sector in RUK countries has witnessed a series of public in-
terventions within the last years. They took the form of export quotas,
export taxes, export bans, transportation subsidies, the installation of
a policy-business agreement, and partial reimbursement of Value Added
Taxes (VAT). Considering the importance of these countries on the world
market, it is not surprising that export restrictions in the RUK region have
received significant attention in the scientific literature.

The previous literature shows that export restrictions on agricultural
markets have a rather limited effect on protecting consumers from ris-
ing prices and negative effects on market stability and economic growth.
Gotz et al. (2014) show that while wheat prices in the port region of the
North Caucasus were damped by the export ban by 42%, the end con-
sumer bread prices in Moscow went down by only 3%. The analysis by
Nogues (2008) focusing on a beef export ban in 2006 in Argentina sug-
gests that quantitative restrictions should not be implemented because
they are not successful in providing a ‘cheap food’ policy. During the



period of restrictions, producer prices dropped by 30% while consum-
er prices never went down more than 10%. Jones and Kwiecinski (2010)
find that by implementing grain quotas, Ukraine limited export volumes
but was not able to insulate the domestic market from the world price
increases. Thus, consumers had to face rising domestic prices while pro-
ducers were unable to benefit from rising world prices.

Beyond their inefficiency, export restrictions have further downsides:
Liapis (2013) claims that frequent temporary measures contribute to mar-
ket instability both in the domestic and international markets, as well as
to making suppliers seem unreliable. Mitra and Josling (2009) show that
export restrictions lead to a decrease in welfare, both in exporting and
importing countries in the long and short run.

The positive effects of the elimination of export barriers are demon-
strated by Nogues (2008) in his study on export taxes on beef in Argen-
tina. The projected elimination of export taxes in Argentina would result
in a GDP growth rate varying from 2.8 to 4.6%, and a decline in poverty
between —1.4 and —6.9%, depending on the simulation scenario.

There are studies looking at the effects of the export restrictions im-
posed by RUK from the perspective of the importing countries (Baisako-
va, 2016) and whether grain exporting countries abuse market power on
the markets of Central Asia and the North Caucasus (Gafarova et al., 2015;
Imamverdiyev, 2017). Baisakova (2016) investigates the influence of the
restrictions on net wheat importing countries of the Caucasus and Cen-
tral Asia. The impact of the export ban implemented by Kazakhstan and
the associated price increase for staple foods was estimated for Kyrgyz
households through price and income elasticities of the marketed sur-
plus. The results show that despite the rising prices the marketed surplus
for staples decreased, which could be explained by a general decline in
cereal production (Baisakova, 2016).

Given the highly variable weather in the RUK region as well as other
changing macroeconomic factors, it is hard to predict whether the coun-
tries will restrict exports in the future. Barriers to trade can be of formal or
informal nature. Formal barriers are documented in governmental reso-
lutions, while informal barriers can stem from administrative procedures,



the market structure and the institutional framework observed in the
country (Deardorff and Stern, 1997). Earlier research focuses mainly on
the effects of the single formal barrier, while comparison of both tariff
and non-tariff measures can be very challenging.

Administrative measures such as the delayed supply of wagons,
additional certifications and controls, bribing, preferential access and
soft-budget constraints for state trading enterprises are a few examples
of the informal impediments to trade observed in the RUK region.

Role of State Trading Enterprises

The role of the STEs on these markets is not only to provide grain to the
state food security/stabilisation funds, but also to act as commercial
agents that export grain. Their variation from the classic examples of
wheat boards (Canadian Wheat Board and Australian Wheat Board) and
non-transparent actions on their respective domestic wheat markets
make them interesting objects of research and comparison.

Despite the theoretical expectation that the effects of the importing
STEs should be similar to the effects of import tariffs, and that export-
ing STEs should act like export subsidies, in reality they can also take the
form of import subsidies and export taxes. The distorting effect of the
STE depends on the following conditions: the goal of the STE, whether it
is producer- or consumer-oriented, the potential market structure if the
STE didn't operate, and the extent of the exclusive rights that the STE has
(McCorriston and MacLaren, 2010).

The main points of criticism relate to the market power of the STE,
its pricing policies and its non-transparent activities. Although it can be
argued that wheat boards can extract premium prices for grains and de-
crease marketing costs, a detailed analysis (Informa Economics, 2008)
of the Canadian Wheat Board’s performance showed the opposite: Ca-
nadian farmers received lower prices for wheat than their American col-
leagues, and handling and marketing costs for crops traded through the
Canadian Wheat Board were higher than for non-board crops.



Concerning the STEs in the RUK countries, the World Bank (2009) pre-
pared an analysis of the likely impact of the United Grain Company (UGC)
in Russia, right after the company began operations, and concluded that
concerns that the UGC would influence world grain markets were not
justified. As a part of their study on wheat export economy in Ukraine,
Kobuta et al. (2012) describe state operators that were functioning in the
Ukrainian grain sector and their development during the period between
1990 and 2011. However, currently no comparison of the grain STEs across
the three RUK countries has been made.

Role of business environment

Administrative procedures can themselves constitute a barrier to trade.
A poor business environment, unpredictable changes in policies, corrup-
tion, and capture of the state by the political and economic elites have
a significant negative impact on FDI inflows and sales growth (Kaufmann
et al,, 2003; Jensen, 2002). Inappropriate policy and institutional frame-
works are among the most relevant factors associated with the poor per-
formance of the agricultural sector in developing and transition econo-
mies (Chang, 2012).

Almost two decades ago, Brunetti et al. (1997) discovered that tax reg-
ulations and/or high taxes were the most important obstacle for doing
business in CIS countries, followed by policy instability and corruption
obstacles. Hellman and Schankerman (2000) found that taxes and reg-
ulations, the exchange rate, inflation, finance and policy instability were
among the major obstacles for the operation and growth of business in
Russia, Ukraine and Kazakhstan. Kaufmann et al. (2003) found that in CIS
countries, firms were seriously restricted by high interest rates and inad-
equate access to long term loans. Over 60% of enterprises in CIS coun-
tries were worried about unpredictable economic and financial policies.
Corruption was considered a serious obstacle in about half of the CIS
companies.



The above-mentioned studies look at the economy in general, but do
not specifically consider agribusiness. So far, there is a significant lack of
studies dealing with the business environment with an explicit focus on
the agribusiness sector, with the exception of Herzfeld et al. (2017), and
no studies have focused on the grain industry.

The study by Herzfeld et al. (2017) provides an outlook on the relevant
barriers in agribusiness in the CIS region with a specific focus on corrup-
tion. Using the answers from their own survey (AGRICISTRADE) as well as
from the recent wave of the BEEPS survey, the authors identify the major
obstacles for traders and food manufacturers in the CIS countries. Traders
suffer most often from customs and trade regulations, certification re-
quirements and permits, taxes, corruption, as well as political instability.
Food manufacturers mentioned tax rates, corruption, political instability,
and access to electricity and finance as the biggest obstacles. After con-
ducting the econometric analysis, the authors could not reject the hy-
pothesis that in agribusiness, corruption is perceived as a bigger obstacle
than in other sectors (Herzfeld et al., 2017).

1.3 PROBLEM STATEMENT AND
RESEARCH OBJECTIVES

Both the formal and informal barriers described above lead to higher
transaction and time costs, result in foregone opportunities for trade,
damage the image of the country and provide disincentives for invest-
ments in the sector. This prevents the RUK countries from realising their
potential in grain production as well as grain export. Therefore, trade en-
abling measures rather than trade restrictive instruments should be the
focus of policy-makers in Russia, Ukraine and Kazakhstan. Trade facilita-
tion combines ‘the rationalization of regulatory procedures and the elim-
ination of unnecessary red tape - along with the availability of suitable
infrastructure’ (World Economic Forum, 2016).

The topic of trade barriers in the RUK countries remains highly rele-
vant as demonstrated by the recent implementation of export duties for



wheat in the Russian Federation. While most researchers focus on formal

trade barriers and there are studies dealing with the effects of the export

restrictions on the domestic markets of the exporting countries, only lim-

ited research is available on the informal barriers to trade. Although there

are studies on the business environment and informal barriers that look
at transition economies in general, few focus specifically on agribusiness.

The value of this study is that it combines the analysis of formal and infor-

mal impediments to grain trade and provides a comprehensive picture of

the wheat market in Russia, Ukraine and Kazakhstan.

Thus, the general objective of this thesis is to analyse the impedi-
ments to grain exports from Russia, Ukraine and Kazakhstan. In order to
reach this objective | have divided it into three more specific goals, which
are reflected in the structure of the thesis. Each aspect is covered in a sep-
arate essay.

1. The first objective is to theoretically and empirically evaluate a series
of export restrictions implemented by the RUK countries. A specif-
ic challenge is the choice of methodology in comparing tariff and
non-tariff measures consistently. The results will allow policy mea-
sures to be ranked according to their trade restrictiveness.

2. The second objective is to compare the grain STEs across the RUK
countries. Based on the existing literature, a suitable framework for
comparison has to be developed and the effects of these grain STEs
on the markets need to be discussed. The results will show whether
the grain STEs in the RUK countries are trade distorting and to what
extent.

3. Thethird objective is to uncover and compare the major obstacles for
conducting business for grain traders and food processors in Russia,
Ukraine and Kazakhstan using a self-conducted survey of grain trad-
ers and BEEPS'firm level-data. To understand the differences between
firms across the three countries, the determinants of obstacle percep-
tion will be identified and explained.



1.4 CONTRIBUTION OF THE ESSAYS

After reviewing the existing literature and identifying the main research
gaps and challenges, this thesis attempts, where possible, to address
these research gaps.

2.

. The first essay contributes to the bulk of the literature on the domes-

tic effects of export restrictions in Russia, Ukraine and Kazakhstan. The
major focus of the essay is on the welfare effects of export restrictions
and the comparison of tariff and non-tariff measures. A lack of meth-
od for the consistent comparison of tariff and non-tariff measures re-
stricting export was identified. The previous literature suggests that
tariff equivalent is the most viable measure as it allows for the direct
comparison of tariff and non-tariff barriers. Tariff equivalents of the
NTMs in the previous literature concentrate mainly on price com-
parison, and the ‘price gap’ between the distorted and non-distort-
ed price. In this study | use an alternative approach, estimating the
‘quantity gap;, the disruption to the trade flow of goods in the pres-
ence of policy intervention. It has its advantages over the ‘price gap’
approach because export prices are sometimes not observable, as in
the case of export bans. To calculate tariff rate equivalents, some as-
sumptions concerning the export supply elasticities have to be made.
At the same time, this approach has the advantage of using publicly
available data. Tariff equivalents provide estimates as to which pol-
icy instrument is more restrictive than the other. To the best of my
knowledge, this method was mainly used in empirical research for the
comparison of measures restricting import, whereas here the method
is applied for the analysis of tariff and non-tariff measures that restrict
export. The method applied can be used for other countries and mar-
kets where price data is scarce or not available.

There are no studies yet that look at the grain STEs in Russia, Ukraine
and Kazakhstan from a comparative perspective. Instead of a scat-
tered description of single grain STEs, a consistent comparison across



the countries could provide better insights into their distortive po-
tential. In the second essay, | develop a framework for the comparison
of State Trading Enterprises based on a wide set of criteria, including
external and internal decision making processes, based on studies by
Dixit and Josling (1997), Ingco and Ng (1998), FAO (2002) and OECD
(2001). Then, the main attributes of the grain STEs as well as their ef-
fects on the grain markets of the RUK countries are discussed. Cur-
rently the economic activities of the STEs are non-transparent. Should
economic data on the STEs become available, the results of their eco-
nomic activities could be compared in future research. Since there is
an ongoing debate in some of the investigated countries around the
need for, and relevance of the STEs, suggestions for policy makers
on the procedure for establishing or assessing the activities of state-
owned enterprises are provided.

Studies on the business environment in transition economies are not
unusual but most of them are quite outdated and focus on obstacles
in the economies of the countries in general. The specific peculiarities
of the business environment in the agri-food sector have not been
analysed. In the third essay, a combination of qualitative and quan-
titative approaches is used to examine the business environment in
the agri-food sector. Business constraints specific to the grain sector
are discussed and compared with constraints in the food sector. Inter-
views with grain exporters conducted in Russia, Ukraine and Kazakh-
stan provide insights into the functioning of the market and are used
for qualitative analysis. The results show the similarities and differenc-
es between the grain sectors of the RUK countries. They also allow
for the progress made in the elimination of obstacles to be checked,
as the interviews with grain traders were conducted in two waves.
Econometric analysis of the business environment in the agri-food
sector, using data from the Business Environment and Enterprise Per-
formance Survey (BEEPS) allows the assessment of the effects of firm
characteristics on the perception of the obstacles. The results reveal
that different subpopulations of firms face different obstacles, but



country specifics play the major role in understanding the perception
of obstacles. Therefore, the results of the econometric analysis cannot
be generalised for other CIS countries or transition economies and an
in-depth analysis of the business environment on a country basis is
recommended.

The major contribution of my research lies in identifying and understand-
ing the formal and informal barriers in the grain sector. Handling the ex-
istent impediments in a sound manner will lead to a better functioning
sector and help achieve the grain production and export potential of the
RUK countries.

1.5 STRUCTURE OF THE DISSERTATION

In the dissertation | analyse three different aspects of barriers for grain
export from Russia, Ukraine and Kazakhstan. Each essay covers one as-
pect, has its research questions and methodology. Theoretical and em-
pirical analysis of the export restrictions is presented in Chapter 2. Formal
and informal practices in functioning of the State Trading Enterprises are
documented and compared in Chapter 3. Chapter 4 covers mainly infor-
mal barriers that grain trading and food processing firms face inside the
country. Chapter 5 includes discussion and outlook for future research.



2 COMPARATIVE
ASSESSMENT OF
RUSSIAN, UKRAINIAN
AND KAZAKH GRAIN
EXPORT POLICIES
FROM A WELFARE
ECONOMICS
PERSPECTIVE




2.1 INTRODUCTION

Russia, Ukraine and Kazakhstan (RUK) have applied grain export restric-
tions several times, allegedly for domestic food security reasons. During
the last decade, these countries introduced various restrictive export
measures, such as export licensing, export quotas, export bans, export
subsidies and export taxes (Table 25-27 in the Annex 2).

It is quite common among food exporting countries to implement
export restrictions. According to Sharma (2011), 33 of the 105 countries
that used any sort of food policy measures restricted their exports at least
once between 2007 and early 2011 using various forms of restrictions
(Sharma, 2011). A more recent study by Liapis (2013) shows that from
2002-2012 grains, oilseeds and vegetable oils were the most frequently
targeted goods. Restrictions applied to cereals took place during years
when harvests were low and price spikes occurred on the world grain
market.

In this essay | show that any export restriction brings large welfare
losses compared to a free trade situation. | support this claim with a com-
parative analysis of the different export policies applied by the RUK gov-
ernments on their respective domestic wheat markets between 2006 and
2016. Additionally, alternative policy responses towards achieving the
policy goal of food security are suggested and discussed.

Most recent trade restrictions, except export duties, belong to the
group of non-tariff trade measures. According to UNCTAD, ‘non-tariff
measures are generally defined as policy measures other than ordinary
customs tariffs that can potentially have an economic effect on inter-
national trade in goods, changing quantities traded, or prices or both’
(UNCTAD, 2015).

There are several approaches for analysing non-tariff measures: fre-
guency-type measures can be used when the frequency of the incidence
of the non-tariff measures (NTM) is considered on a country basis or
a coverage ratio on a commodity basis; quantity measures show what the
export numbers would be if export measures were not in place; and price
measures are expressed as a difference between the market price for the



restricted product and the price that would prevail if export restrictions
were not imposed (Linkins and Arce, 1994).

As the policy instruments applied by RUK governments include tariff
and non-tariff measures, the comparison of their effects becomes very
challenging. There is a lack of method for the consistent comparison of
tariff and non-tariff measures that are restricting export. Moreover, esti-
mates for comparison of different export restrictive measures are difficult
to obtain because of the lack of or limited access to good data.

In what follows | will attempt to answer the following research questions:

1. How can different policy measures be compared consistently?

2. What are the theoretical welfare effects of the applied measures?

3. What governmental interventions applied in the grain markets of RUK
are the least trade-restrictive?

To compare the effects of export ban, export tax, export quota, export
subsidy and tax reimbursement | will quantify the tariff equivalent of
each trade policy measure. Earlier literature suggests that tariff equiva-
lent is the most viable measure as it allows direct comparison of tariff and
non-tariff barriers. The method has its shortcomings that will be discussed
at the end of this chapter; nevertheless, it also has advantages over other
approaches such as frequency-type measures or coverage ratios.
Despite a large body of literature (Bhagwati (1968), Sharma (2006))
dealing with tariff equivalents of import-restricting measures, there is
a gap in the literature on tariff equivalents of export-restrictive instru-
ments. As mentioned by Linkins and Arce (1994), in the case of an export
barrier, the estimate is called an export tax equivalent. The literature on
export tax equivalents is scarce. Linkins and Arce (1994) provide a sur-
vey of the literature on the use of tariff and export tax equivalents for
non-tariff barriers. In the paper they compare the methods applied by the
US and Canadian governments for estimation of tariff equivalents. Both
countries constructed tariff equivalents for NTMs in the textile and appar-
el sector and in the agricultural sector using mainly the price-comparison
method. The quota licence method was employed by the US government



for the estimation of tariff equivalents of the Multi Fibre Arrangement
(MFA) quotas.

In the next section, a summary of the policies applied on the grain
markets of RUK will be presented. After reviewing the available literature
on the incidence, assessment and effects of export restrictions in Sec-
tion 2.3, a theoretical analysis of the welfare effects of export restrictions
willbe provided in Section 2.4.The method will be discussed in Section 2.5
and the results of the tariff equivalents estimations will be presented in
Section 2.6. Conclusions and a discussion will follow in Section 2.7 and
some policy recommendations will be presented in Section 2.8.

2.2 POLICY BACKGROUND

2.2.1 Description of
grain export policy measures in Russia

Export taxes November 2007-June 2008

On 12 November 2007, as a response to the global food crisis of 2007/2008
and rising world market commodity prices for cereals, the Russian gov-
ernment imposed an export tax of 10% on wheat and meslin with a min-
imum amount of EUR22/tonne, and an export tax of 30% on barley, with
a minimum amount of EUR 70/tonne, for exports to countries outside the
Customs Union Agreement”. As this duty did not lead to a reduction in
the volume of grain export, at the end of January 2008 the government
raised the tax to 40% on wheat with a minimum amount of EUR 105/
tonne and 30% on barley. The tax remained in place till 1 July 2008. The
government also temporarily banned exports to Belarus and Kazakhstan
to avoid the re-export of Russian wheat and meslin from these countries.

4 The Eurasian Customs Union consists of the following member states: Russia, Belarus, Kazakhstan,
Armenia and Kyrgyzstan.



Export ban August 2010-June 2011

In 2010, Russia suffered from record high temperatures, drought and
wildfires. As the Russian harvest was severely affected by adverse weath-
er conditions, world market grain prices increased. To insulate the domes-
tic market from rising world market prices and to secure sufficient wheat
supply for Russian consumers and meat producers, the government im-
plemented an export ban for grain in mid-August 2010. The ban was in
place from 15 August 2010 until 1 July 2011.

Export tax February—May 2015

Driven by the depreciation of the Russian rouble, the export of grain be-
came very attractive for Russian traders. Russia exported a record high
amount (16.5 million tonnes) of wheat over the period of July to De-
cember 2014. To slow down the export and stabilise the situation on the
domestic grain market, the government introduced a grain export duty
on 1 February 2015, setting the tax at 15% plus EUR7.5 with a minimum
amount of EUR 35/tonne of wheat. There were no taxes imposed on other
grains. On 15 May 2015 the duty was lifted.

Export tax July 2015-September 2016
The Russian government imposed a new export tax on wheat exports
starting on 1 July 2015.The rate of the export tax for wheat was set at 50%
minus RUB 5,500/tonne, with a minimum amount of RUB 50/tonne. With
this formula, the export of grain was restricted ‘in case of the sudden de-
valuation of the rouble’ (Government Resolution N2 513 of 28 May 2015).
Starting from 1 October 2015 the new formula for calculating the
wheat export duty was applied to wheat exports. The government in-
creased the deductible portion of the wheat export duty to RUB 6,500/
tonne and decreased the minimal amount of the duty to RUB 10/tonne”.
The Government Resolution N2 966 of 26 September 2016'0On amend-
ing the rates of export customs duties on goods exported from the

5 https://www.fas.usda.gov/data/russia-wheat-export-duty-amended
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Russian Federation to countries outside the Customs Union Agreement’
set a zero rate export duty for grain until 1 July 2018.

Administrative barriers

Even prior to the implementation of the export duty in February 2015,
some Russian authorities started using administrative measures to re-
strict grain export. Russian Railways (RZhD) slowed down grain ship-
ments; paperwork was more thoroughly checked by transportation
authorities; and the time to receive ‘export phytosanitary and quality cer-
tificates increased from the typical 1-2 days to 6 days’' (FAS/USDA, 2015a).

2.2.2 Description of
grain export policy measures in Ukraine

Currently, compared to periods of ad hoc measures, grain export in
Ukraine is more predictable due to the agreed amount of export in the
Memorandum of Understanding. Previously the government applied dif-
ferent ad hoc export policy measures: export quotas, export taxes, and
export licensing.

In what follows, | briefly summarise the various export policies and
other requirements applied by the Ukrainian government over the last
years. A full table with all measures and amendments is presented in the
Annex 2.

Ad hoc measures
Export licensing was introduced for wheat and wheat-rye mix in Septem-
ber 2006 and remained in force until the end of December 2006.

Grain export quotas were introduced in October 2006 and lasted,
with some short breaks, until May 2008. The distribution of quotas was
highly non-transparent (Cramon and Raiser, 2006). Export quotas were
introduced again in October 2010 and lasted until the end of May 2011.
In June, quotas were substituted by export taxes which were in force



until mid-October 2011. Since 10 October 2011 export has been regulat-
ed by an informal agreement (MoU) between the government and grain
traders.

The Ukrainian government, following the abolition of export quotas,
introduced in July 2011 export duties of 9% on wheat (with a minimum
amount of EUR17/tonne), 14% on barley (with a minimum amount of
EUR23/tonne) and 12% on maize (with a minimum amount of EUR 20/
tonne). The duties were planned to last until the end of December 2011
but were abolished earlier on 7 October 2011. Since export duties im-
posed at the beginning of the season seriously diminished the rate of the
shipment of grain, the export of wheat in 2011 amounted to only 4.1 mil-
lion tonnes (GTIS, 2016).

Memorandum of Understanding (MoU)

The Memorandum of Understanding is a relatively new regulation mech-
anism on the Ukrainian grain market. It was first signed by representa-
tives of grain exporters and producers and the Ministry of Agricultural
Policy and Food in October 2011. The levels of grain export mentioned
in the MoU are to be discussed and agreed upon by September of each
year, taking into account existing grain stocks and the expected grain
harvest, and may be revised throughout the marketing year. The MoU
enforces the position of grain traders already engaged in international
markets but could prevent competition from market entrants.

According to the Memorandum, traders must provide the Ministry
with data on the exported amount of grain every week; the Ministry on
a weekly basis then provides traders with aggregated data on the export-
ed volumes of grain and informs them how much can be still exported.

If export reaches 80% of the ‘agreed’ level, the Ministry can ‘review
the conditions of trade (OECD, 2013). A notification of the termination of
the grain export should be sent to all exporters no later than two months

’

before its introduction.

For the marketing year 2011/12, the export volume of wheat was
restricted to 10.5 million tonnes. In the 2012/13 MY, export limits were
revised several times with a final limit of 6.6 million tonnes for wheat,



12.4 million tonnes for maize, and 3.0 million tonnes for barley. The Memorandum
continues to be signed each year.

VAT reimbursement

The mechanism of VAT taxation and VAT refund is well described by Kuhn and Ni-
vievskyy (2004). Zero rate VAT is used to avoid double-taxation both in the country
of exports and the country of imports. In cases where VAT on the export opera-
tion is not refunded, it amounts to an ad-valorem tax which has to be paid by the
exporter.

The policy of VAT exemption was applied in Ukraine for years. Traders purchase
goods from producers with VAT?, though it cannot be deducted due to the ab-
sence of taxable revenue, in this way VAT increases the cost of goods (Otten, 2012).
The situation on VAT refund in Ukraine varied from year to year as displayed in
Table 5. The table describes the de jure situation and the actual implementation of
the policy instrument could be different.

Another mechanism of grain market regulation is price intervention in the
grain sector. The Agrarian Fund purchases grain for the state intervention fund
and also provides grain pledge loans. Furthermore, the Agrarian Fund sells flour
at defined prices to authorised bakeries in order to maintain low bread prices for
‘socially important’types of bread (OECD, 2013).

6  The VAT rate in Ukraine is 20%.



Table 5: VAT refund rules for grain 2005—2016 in Ukraine’

Years VAT regime

2005-2006 VAT refund regime was in force

but there were problems with the
actual payments to the traders (con-
siderable VAT refund arrears were
reported).

August 2006 Discussions took place about stop-

ping the reimbursement of VAT.

2006-2008 The VAT reimbursement regime was
in force, but there were payment de-

lays and payments made fractionally.

February 2009  The VAT was returned not in money
-December 2009 form but in the form of grain from the
Agrarian Fund of Ukraine.

February 2010 The Agricultural Minister said that
the VAT refund would be resumed
through the Agrarian Fund in the
form of grain.

May 2010 The VAT refund through the issuance

of domestic treasury bonds was
approved but they were only issued
in September 2010.

Since 01.07.2011  Grain export was exempted from VAT

until 1 January 2014.

20.10.2011 0% VAT approved by the Verkhovna
Rada (Parliament) of Ukraine.
04.11.2011 The president vetoed the Law on 0%

tax adopted in October, so the pre-
vious regime of exemption from VAT
came into force again.

Beneficiaries

No one was eligible for VAT
reimbursement.

The VAT refund regime had to come
into force, but the Law was vetoed
soon after.

No one was eligible for VAT
reimbursement.

7 VAT exemption means no reimbursement of VAT; 0% VAT means VAT is reimbursed.



Years VAT regime Beneficiaries

19.12.2013 The Law on Amendments totheTax  According to this law, VAT had to
Code of Ukraine regarding several be reimbursed as of 1 January 2014
taxes N2 713-VIl of 19.12.2013 came  if the grain was exported by grain
into force on 1 January 2014. producers, or if the grain was ex-

ported by companies which bought
the grain directly from such grain
producers. So, here the number of
middlemen was restricted.

27.03.2014 The Law of Ukraine on Prevention of ~ Only producers could claim VAT
the Financial Disaster and Creation reimbursement for the export of
Conditions for Economic Growth in grain produced on the agricultural
Ukraine N° 1166-VII said that tempo-  land that they owned or permanently
rarily, till 1 October 2014, grain export used at the date of the export.
was exempted from VAT, with the
exception of the export of grain by
agricultural enterprises.

31.07.2014 The Law of Ukraine on Amendments  Only agricultural producers could
to the Tax Code of Ukraine and some  claim VAT reimbursement for the
other Laws of Ukraine N2 1621-VIl of  export of grain produced on the
31.07.2014 prolonged VAT exemption agricultural land that they owned

until 31 December 2014. or permanently used, or rented
according to the law at the date of
the export.
28.12.2014 The Law of Ukraine on Amendments  All grain exporters were exempted
to the Tax Code of Ukraine and from VAT payments. No one was
some other Laws of Ukraine with eligible for VAT reimbursement.

Regards to the Tax Reform Ne 71-VIII
of 28.12.2014 stated that temporarily,
till 31 December 2017, grain export
was planned to be exempted from
VAT.

25.12.2015 The Law of Ukraine on Amendments  As of 01.01.2016, all grain exporters
to the Tax Code of Ukraine and some  are eligible for VAT refund on grain
other Laws of Ukraine with Regards ~ exports.
to Provision of the Balanced Budget
Revenues in 2016 N2 909-VIII of
25.12.2015 brought back into force
the 0% VAT on export.




2.2.3 Description of
grain export policy measures in Kazakhstan

Export licensing August 2007-December 2011

Provided that the world market prices for grain would continue to grow
and wheat exports from Kazakhstan would constantly increase, the Ka-
zakh government introduced a grain export licensing system in August
2007 in order to have more control over the wheat market and grain
prices. The authority’s decision on the license took around ten days after
submission of all the necessary paperwork. Under this system, only com-
panies with their own production and storage facilities, and companies
exporting at least 5,000 tonnes of grain were allowed to export. Export
licensing was in place until January 2012 (G6tz et al., 2015).

Export ban 2008

During the food crisis of 2007-2008, world grain prices increased signifi-
cantly. In order to insulate domestic prices from the world market'’s price
developments, the Kazakh government banned wheat exports from
15 April 2008 to 1 September 2008.

Transport subsidy

Kazakhstan is a landlocked country and is poorly connected to sea ports.
Consequently, due to high transportation costs, Kazakh wheat exporters
are barely able to compete with their Russian or Ukrainian counterparts
in some of the key export markets. Therefore, in the years of bump har-
vests, grain exporters received transportation subsidies for grain going
through Russian and Chinese territories between 2009 and mid-2012. To
receive the subsidy, exporters had to use the transport services of the
Centre for Transport Service (CTS). The subsidy rate varied over the years
from USD 20/tonne of wheat in 2009 to USD40/tonne in the following
years. In May 2012, the subsidy rate was reduced to USD 27/tonne, and
later that year in August, the transportation subsidy was terminated. This



policy is described in more detail in the OECD Review of Agricultural Pol-
icies: Kazakhstan 2013 (OECD, 2013a).

2.3 CURRENT STATE OF KNOWLEDGE
ON THE REASONS AND EFFECTS
OF EXPORT RESTRICTIONS

Reasons for export restrictions

The reason for export taxes and export restrictions might appear more
difficult to understand than for import tariffs. Nevertheless, export re-
strictions are a common practice among many countries. Argentina
implemented an export tax on beef, Indonesia on palm oil, Pakistan on
raw cotton, Madagascar on vanilla, coffee, pepper, and cloves (Bouét and
Laborde Debucquet, 2010), and Ukraine, Russia and Kazakhstan restrict-
ed the export of grains.

Among the justifications for the use of export restrictions Bouét and
Laborde Debucquet (2010) present:

the terms of trade effect: when export restrictions are implemented
in order to raise world prices for products for which the country is one
of the major exporters;

food security reasons to protect consumers from food price inflation;

.

support of the downstream processing industry if the exported prod-
uct is used as an input for this industry;

export taxes might be used as a government revenue extraction
mechanism;

.

or for income redistribution from domestic producers to domestic
consumers;

stabilisation of domestic prices (Bouét, Laborde Debucquet, 2010).



Empirical analysis of export restrictions

A large body of literature on the effects of export restrictions has been
written by colleagues from IAMO. The effects of export restrictions on
domestic markets can be compared by considering the degree to which
the world market price changes are transmitted to producer prices on
the domestic markets. G6tz et al. (2014) use a regime-switching model to
capture the influence of export controls on price transmission. They use
two indicators in order to measure the impact of the export controls: the
price insulating effect and price level effect. The authors found that the
price insulating effect of the export ban varied regionally in Russia: from
—60% in the North Caucasus district to —19% in the Volga district. Price
damping effects were observed in the North Caucasus, Central, Black
Earth and Volga districts of Russia. In Ukraine the average price insulat-
ing effect was 31%, whereas the price damping effect was 16%. The price
level effect was lowest during the export tax regime compared to export
quota regimes (Go6tz et al., 2014).

While the export ban damped wheat prices in the port region of
the North Caucasus by 42%, the end consumer bread prices in Moscow
were damped by only 3%. Therefore, the authors conclude that export
restrictions only have a limited effect in insulating domestic prices from
world market prices. They offer the following reasons as to why the gov-
ernmental policies failed: black market trade, the temporary nature of
export controls (traders keep the grain in storage), and the availability of
price information to farmers in the RUK via internet despite the absence
of physical trade (Gotz et al., 2014).

Another reason for a less than theoretically expected price drop due
to export restrictions might be that the middlemen get the surplus. Gotz
et al. (2015) found that mills ‘did not transmit the price-reducing effects
from the wheat price to the flour price’ and benefitted from the export
controls in Russia, Ukraine and Kazakhstan. Djuric et al. (2012) found the
middlemen effect for Serbia, where bakeries benefitted from the export
ban in 2007-2008.



Jones and Kwiecinski (2010) analyse the impacts of the short-term
restrictive measures of ten different countries on the trade flows in and
out of the domestic market between 2006-2008 in order to evaluate
their effectiveness in meeting stated policy objectives. They found that
by implementing grain quotas, Ukraine limited export volumes but was
not able to insulate the domestic market from the world price increases.
Thus, consumers had to face rising prices while producers were unable to
benefit from rising world prices.

Argentina reintroduced export taxes on agro-industrial products
in early 2002 with the goal of collecting resources to alleviate the high
(above 50%) poverty rate. Nogues (2008) describes those export barriers
and answers the question as to whether the implemented policies met
the intended objectives, based on simulations of the socio-economic im-
pacts of the elimination of export barriers from a macroeconomic and
microeconomic perspective. Using a macroeconomic approach and with
the help of an estimation of the poverty-GDP elasticity based on data
from 1998 to 2006, the author uses the World Bank general equilibrium
model GTAP-Agr to calculate the impact the elimination of trade barri-
ers in the agro-industrial sector would have on GDP. It was found that
the simulated elimination of export taxes would result in a GDP growth
rate varying from 2.8 to 4.6% and a decline in poverty between —1.4 and
—6.9%, depending on the simulation scenario. Micro-simulation esti-
mates show similar effects on the incidence of poverty. The paper also
discusses the possible effects of the liberalisation of the agro-industrial
sector ‘on production and employment in the primary agricultural and
agro-industrial sectors; as well as fiscal and income effects. The elimina-
tion of export taxes would have a direct negative effect on government
revenue, but a positive effect would also stem from the additional col-
lection of income and other taxes incurred through the expansion of
production that would take place following the elimination of export
barriers. After abolishing the export tax, producer prices would go up
and thus, stimulate a production increase, additionally also resulting in
increased employment (Nogues, 2008).



GOtz et al. (2013) investigate the influence of export restrictions on
market uncertainty in Ukraine. They conclude that instead of decreas-
ing market uncertainty, multiple governmental interferences have led
to increased market uncertainty and additional price volatility on the
Ukrainian wheat market. Their findings are also supported by Liapis
(2013) who suggests that frequent temporary measures not only contrib-
ute to market instability both on the domestic and international markets
but also ‘raise concerns about supplier reliability in import dependent
countries that may last long beyond the duration of the policy"

Warr (2001) uses a disaggregated general equilibrium approach for
the analysis of welfare and distributional effects in the case of an export
tax on rice in Thailand. The model is based on available estimates of the
elasticity of the international demand for Thailand’s rice export. The re-
sults suggest that the poor population, both in urban and rural areas,
suffers from the export tax on rice. Although poor households are able
to benefit from lower consumer prices for rice, as it is a staple food, they
are nevertheless affected by decreases in producer prices. This is because
the rice production industry is an important employer of unskilled labour
and an export tax causes their wages to be lowered. It was found that
negative producer price effects were larger than positive consumer price
effects for the rural and urban poor in Thailand. Therefore, the efficiency
of this policy remains questionable (Warr, 2001).

Mitra and Josling (2009) demonstrate theoretically that export re-
strictions lead to a decrease in welfare, both in exporting and importing
countries in the long- as well as in the short-run. In order to empirically
estimate the change in world welfare caused by export restrictions, the
authors consider the case of an Indian rice export ban implemented in
2008. Using annual data from 1980 to 2006, the authors estimate the co-
efficients to the short-run demand and supply functions. Based on time
trends from the period 2001-2007, the authors make projections of the
world GDP and world price as well as Indian GDP. Using these projections,
Mitra and Josling (2009) estimate price and quantity consumed for the
world, rest of the world (ROW) and India in 2008 under different scenar-
ios: a) no rice export restriction; and b) rice export ban by India in 2008.



Their results show a significant decline in consumer welfare in ROW as
a result of the restriction and despite an increase in producer surplus in
ROW, the Indian rice export ban led to a net economic welfare loss. The
authors make policy recommendations and offer alternative measures to
achieve food security, namely: raise agricultural production, use innova-
tive supply strategies, implement domestic demand management mea-
sures, make bilateral, regional and multilateral negotiations more effec-
tive and introduce a so-called ‘exporters’ code’ (Mitra and Josling, 2009).

24 THEORETICAL ANALYSIS FROM
A WELFARE ECONOMICS
PERSPECTIVE

In order to compare different policy measures, Bullock and Salhofer (2003)
offer a method for finding an optimal Pareto efficient combination of two
policy measures, focusing on the welfare outcomes of those policies, al-
though they do not compare export restrictive instruments. They consid-
er agricultural policy analysis in three different’spaces’:‘policy instrument
space; ‘price-quantity space’ and ‘welfare outcome space’ The authors
mention three challenges of normative policy analysis: selection of the
policies to be examined; mapping the policies from the policy instrument
space to the welfare outcome space; and proper ranking of the policy
instruments and outcomes. The policy instrument space shows potential
policy instruments that the government might employ, the price-quan-
tity space includes welfare (surplus) measures, and the welfare outcome
space depicts the potential distribution of welfare between different so-
cial groups. The welfare outcome space contains ‘surplus transformation
curves’ which depict continuous sets of welfare outcomes. Using policy
instrument and welfare outcome spaces and applying a Pareto criterion,
the authors show how to find an optimal combination of two policy in-
struments. Finding the optimal combination of two policy instruments
requires the policy-makers to give weight to farmers and non-farmers,



or decide on the welfare level/welfare ratio for farmers/non-farmers that
they want to achieve according to their government objectives, which
might be not so explicit.

Further below | show the effects of different policy instruments em-
ployed by the RUK governments using the price-quantity space. | do not
depict export restrictions in the policy instrument space or in the welfare
outcome space. Depicting all policy interventions applied by the RUK
governments in one policy instrument space would be tricky, as those in-
clude many various measures, non-reimbursement of VAT, quotas, bans,
taxes, subsidies etc. Given such variety of policies, the policy instrument
space has to be not two- but multi-dimensional. It becomes even more
challenging when different instruments are combined simultaneously.
| do not depict the effects of the policy instruments in the welfare out-
come space as I'm interested not only in the effects on the welfare of con-
sumers and producers in the domestic country but also in the effects on
the rest of the world (ROW) in the case of a large country.

The welfare analysis of agricultural policy shows the changes in wel-
fare measures among producers and consumers, as well as the budgetary
burden felt by taxpayers. Welfare measures can be used to assess the ef-
fects of a policy or to compare different policy instruments. Using a social
welfare analysis, | will show and compare the effect of different policy
instruments on producers, consumers and the government budget in
the price-quantity space. | use a partial equilibrium approach to show the
effect of export policies on the wheat market, but the consequences for
other markets are not considered. It is true that export restrictions might
also indirectly affect factor markets (e.g. labour, land, transportation ser-
vices, etc.) as well as other agricultural markets (e.g. oilseeds, fattening)
but these effects and interactions between the markets are ignored in
the partial equilibrium setting (Tirole, 1994). Here a partial equilibrium
setting is chosen because the main goal of this essay is to compare direct
effects on the grain market and a partial equilibrium model is more ap-
propriate for the analysis of the single market. Furthermore, data require-
ments for a partial equilibrium model are much lower than for a general
equilibrium model.



Kuznetsova (2007) claims that the impact of export restrictions on
the economy is different depending on the ‘model assumptions’ such as
small or large country case, long or short term effect of the observed re-
strictions, static or dynamic framework and exchange rate regime.

In this section | will present the short-term effects of export bans, ex-
port taxes, export quotas, VAT reimbursement policies and transport sub-
sidies for both scenarios: the assumption of a large country with effects
on the formation of world market prices and the assumption of a small
country without effects on world market prices. The practical relevance
of the assumption might differ from period to period and will depend on
the import market selected for analysis. | concentrate on the short-term
effects of export restrictions because the policies in the countries of inter-
est are changing quickly. They are often implemented when the sowing
decisions for the season have already been made and usually do not last
longer than one season. | assume a perfectly inelastic supply of grain on
the domestic market because farmers cannot adjust their sowing deci-
sions for the current season and the marketed supply of grain is inelastic
in the short-run. On the contrary, the supply on the world market is elastic
because grain from the RUK countries during periods of restrictions can
be substituted by grain of other origins as there is a constant grain har-
vest around the globe at any point in time, as well as grain stocks from
which the wheat can be sourced. For the analysis | also assume perfect
competition on the market and homogeneity of product.

Generally, Ukraine’s share on the world wheat market can sometimes
reach around 10% (in 2008/09 MY), for Russia the share fluctuates be-
tween 3% in the years when export ban was in place to around 14% (in
2014/15 MY), and Kazakhstan had an average share of 5% on the world
wheat market during the period between 2005/06 MY and 2014/15 MY.
Because export restrictions were introduced simultaneously by at least
two countries of the RUK region, it is hard to distinguish whether disrup-
tions in the supply to the world market and subsequent price reactions
happened due to the restriction in Ukraine or in Russia or Kazakhstan, the
other big suppliers of wheat on the world market. For example in 2007/08
MY, both Ukraine and Russia restricted their exports in the form of quotas



and taxes, respectively and by the end of that marketing year Kazakhstan
introduced an export ban on wheat.

24.1 Export ban

An export ban on wheat exports was applied by Kazakhstan in 2008 and
by Russia in 2010. During the designated period, no wheat was allowed to
be exported from the country.

The amount produced is Qs and the amount consumed inside the
country under free-trade conditions is Qd. The amount QdQs is the ex-
port amount. An export ban for wheat increases the supply of grain on
the domestic market to Qs. An excess supply of grain decreases the grain
price on the domestic market from Pd to Pd’. The gain in the consumer
surplus is PWDEPd’. The decrease in producer revenues due to foregone
exports is equal to the rectangle area PWFEPd'". Thus, the aggregated
welfare loss is described by the area DFE.
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Figure 8: Effects of an export ban on the Russian/Kazakh and world markets (large country case)
Source: own depiction



In the large country case the ban will lead to a shift of the supply curve
on the world market (from Sw to Sw’), which will result in increased
world prices for grain (Pw’). However, this price increase will not be felt
in the exporting country.

The magnitude of the price distortion on the domestic market de-
pends on the price elasticity of the good. Wheat belongs to inelastic sta-
ple goods; therefore, an export ban on wheat leads to greater price dis-
tortions and greater welfare loss. According to data from 1996, own price
elasticity for bread and cereal products in Kazakhstan was —0.324040 and
in Russia —0.326250 (in Ukraine —0.370090) (Seale et al., 2003).

The effect of the export restriction also depends on the behaviour of
the stakeholders (farmers/traders), whether they prefer to store grain and
wait for the export restriction to be lifted, or whether they expect a new
harvest and do not have enough storage facilities. The restriction also
might not reach the intended results if the export of processed grains
(e.g., flour) is allowed. Exporters will then export flour instead of grain.

In the long-run, if producers are afraid that the export ban might stay
in place for a longer time and they are able to change their decisions
about land cultivation (if the ban takes place before the start of the sow-
ing season), they might allocate the land to different crops.

In the long-run, high world prices will be offset at least partly by
a growing supply of the product to the world market (from the rest of the
world), which implies a price reduction.

The small country case differs in the sense that the world price is not
affected by the export ban. After the implementation of the export ban,
no grain export is allowed and all grain stays on the domestic market
(Qs), which results in a price decrease to the level Pd’. The gain in the
consumer surplus is PACEPd’. The decrease in producer revenues is equal
to the area PWBEPd'. Thus, the aggregated welfare loss is described by
the area CBE.
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Figure 9: Effects of an export ban on the Russian/Kazakh markets (small country case)

Source: own depiction

24.2 Export tax

Export tax isa common measure among RUK countries to protect domes-
tic grain markets. Russiaimposed an export tax on grain in 2007-2008 and
2015-2016, and Ukraine used an export tax to avoid threats to domestic
food security in 2011 (more details on the policy measures implemented
in RUK are provided in the Annex 2). Further below | will theoretically ex-
plain the mechanism behind export taxes using the example of Ukraine.

Between June and October 2011, an export tax on wheat was im-
plemented as an ad valorem tariff of 9% subject to a minimum amount
of EUR 17/tonne. As wheat prices did not fall below EUR 189 during the
period of application, the minimum amount has always been surpassed.
Therefore, | concentrate on the ad valorem tax below.

Implementing an export tax reduces export supplies, as quantities
close to the margin lose competitiveness on the world market. As a di-
rect consequence, the domestic supply of wheat increases. Producers
cannot adjust their level of production in the short-run and | assume the
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Figure 10: Effects of an export tax on the Ukrainian and world markets

Source: own depiction

post-harvest aggregated supply of wheat to be fixed. In this analysis | ex-
clude the cost of storage to illustrate the mechanism behind taxes and
quotas. An export tax would increase the costs of Ukrainian wheat on the
world market, represented by a shift of the export supply curve (ES) to
ES’in Figure 10.

As a result, Ukrainian wheat exports would fall from Q, to Q"
Whenever demand on international markets (I,) is not perfectly price
elastic (i.e. assuming a large exporter), the world market price will in-
crease from P, to P, Thus, the tax burden will be distributed between
exporters and international consumers. Due to the increased domestic
supplies, domestic prices will go down to the point P,” where domestic
demand equals supply minus exports (Q,’).

The new level of exports is the distance Q,’Q, and the government
gains made through the collection of export tax revenues is described by
the rectangle DFGH (before adjustment of the world market price). The
gain in domestic consumer surplus is P,’P,IH. The loss in domestic pro-
ducer surplus is P,FGP,". The deadweight loss here is the area IDH. If the



loss area IDH is smaller than the rectangle DCEE, which is an incoming
transfer from the importing country which partly ‘pays’ the export tax,
the exporting country can benefit from the implementation of the export
tax. Kuznetsova (2007) shows that the possible income for the exporting
country grows the lower the elasticity of supply and demand in the im-
porting country (i.e., the rest of the world) is and the more elastic supply
and demand of the exporting country is. To be clear, such a terms of trade
effect can only appear in a large exporter case.

In the medium-term, which is not shown in Figure 10, the terms of
trade will result in another upward price adjustment on the domestic
market. However, compared to a free trade scenario, the depressed do-
mestic price will reduce incentives for producers and will result in lower
wheat production in the future.

In the case of a small country (Figure 11), after implementation of
the export tax the domestic price will go down to the level of the world
market price (P,,) minus the export tax. The quantity supplied to the do-
mestic market increases and the level of exports declines by Q,Q," The
government gains by collecting the export tax revenue described by the
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Figure 11: Effects of an export tax on the Ukrainian and world markets (small country case)

Source: own depiction



rectangle DFGH. The gain in domestic consumer surplus is P,’P,IH. The
loss in domestic producer surplus is P,FGP,” The deadweight loss for the
economy is the area IDH.

24.3 Export quota

After the introduction of a quota, the export is restricted to the amount
Q,’Q, (equals 0Q, on the export market). Assuming a short-run perfectly
inelastic total supply, the introduction of a binding quota will result in
an increased supply to the domestic market by Q,Q," Subsequently, the
domestic price will drop to P’ resulting in an increase in domestic con-
sumption. The loss in domestic producer revenue is P,’P,BD, the gain in
domestic consumer surplus is P,’P,CD, and summing up these effects,
a net welfare loss DCB on the domestic market is observed.

The effect of an export quota on the world market is similar to that
of export taxes. As soon as the quota is fulfilled, the export supply curve
becomes perfectly price inelastic. In the case of a price elastic demand
and a binding quota, the world market price will increase if the economy
under consideration represents a large exporter. Looking at the distribu-
tion of the additional export revenues, exporters or governments bene-
fit depending on the quota’s implementation. In the case of distribution
for free, exporters are the main beneficiaries. The administration of the
quota in 2006 was reported to be highly non-transparent, and thus cre-
ated opportunities for corruption (Cramon and Raiser, 2006). In 2010/11,
export quotas were implemented on short notice, and their distribution
came along with massive corruption. ‘The majority of the export licenses
were distributed to a state-owned company in 2010. Foreign grain trad-
ing companies did not receive any export licenses unless they paid bribes
and thus experienced high economic losses due to foregone exports’
(Gotz et al., 2013).

In the small country case, the effects are very similar, with the excep-
tion of the reaction of world market prices. By imposing a quota, the gov-
ernment restricts exports to the distance Q,’Q,, thus increasing domestic
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Figure 12: Effects of an export quota on the Ukrainian and world markets (large country case)

Source: own depiction
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Figure 13: Effects of an export quota on the Ukrainian market (small country case)

Source: own depiction



supply. As a result, the domestic price drops to P,”. Producer surplus de-
creases by P,’P,AF. If there is no licensing of exports, then exporters will
earn the amount of area DBAF. Finally, consumers gain the surplus indi-
cated by the area P,’P,CD. In all, these effects result in a deadweight loss
of the amount of the DCB area.

244 VAT reimbursement

In the case of ‘zero VAT, prices for traders and farms should be equal to
P,=P,, because VAT paid is reimbursed afterwards. Here | do not take into
account claims that VAT was usually only partially reimbursed.

| will first look at what happens when export VAT is not reimbursed.
Traders buy grain from farmers with VAT. But since export is exempted
from VAT reimbursements, exporters cannot claim for VAT refund which
they paid to the farmer. Therefore, to remain competitive on the world
market, an exporter has to offer a lower price to the farmer.

Further below, the situation is depicted graphically. When there is no
reimbursement of VAT, it has the same effect as an ad-valorem export tax.
Traders buy less wheat because export becomes less attractive, the price
paid by the trader goes up to P,”and the price received by the farmers
goes down to P;. A reimbursement for domestically sold wheat would
cause the domestic supply to increase and is expected to result in lower
prices for domestic end consumers. However, the export supply curve
would shift upwards resulting in a lower exported quantity (e.g. from Q,,
to Q,,) which would be sold at a higher price.

The effects on the traders and producers depend on the assumption
of a large country. In a small country case, the whole burden of the VAT
exemption would lie on the farmers and they would receive a price net
off the amount of VAT (Figure 15). If a large country is assumed and the
world market price reacts, then both traders and farmers would share the
burden (Figure 14).
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Figure 14: Effects of the exemption of VAT policy (large country case)

Source: own depiction
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Figure 15: Effects of the exemption of VAT policy (small country case)
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24.5 Transport subsidy

Here | consider short-term effects and do not consider any long term rise
in production caused by the transport subsidy that might lead to addi-
tional employment.
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Figure 16: Effects of a transport subsidy on the Kazakh and world markets (large country case)

Source: own depiction

A transport subsidy (TS) decreases the costs of wheat export from
Kazakhstan and encourages the flow of wheat across the border. Home
exporters receive the price (Pw+TS) for each tonne of wheat export-
ed. This means that the export of wheat from Kazakhstan increases and
amounts to Qd’Qs. This leads to an increase in producer revenue by
ACDG. Producers cannot adjust their level of production in the short-run,
therefore, the domestic supply of wheat decreases to the level Qd’. Due
to the rise in price, consumer surplus decreases by ABEG. The cost of the
transport subsidy to the government equals BCDF.

The aggregate welfare effect for the country is found to be negative,
i.e. the export subsidy leads to a reduction in the national welfare of the



exporting country. The area BEF represents a deadweight loss to the
economy.

On the world market a transport subsidy shifts the export supply
curve from ES to ES’. The additional supply on the world market results in
the decrease of the world price for wheat (large country case). This leads
to a terms of trade loss for the exporting country (HFDI rectangle) due to
the reduction in the world price from Pw to Pw’. The exporting country
loses this price difference on every tonne of grain exported. On the other
hand, consumers in the importing countries will gain from the reduced
prices.

The effects of the transport subsidy under a small country assump-
tion are the same as those described above except for the loss in terms of
trade.
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Figure 17: Effects of a transport subsidy on the Kazakh market (small country case)

Source: own depiction



2.5 METHOD FOR EMPIRICAL
ANALYSIS

Policy measures can be divided into tariff and non-tariff measures (NTM).
Among the policy instruments used by the RUK governments, export
taxes and export subsidies belong to the group of tariff measures. Many
of the recent trade restrictions such as export quotas, export ban, State
Trading Enterprises and others belong to the group of non-tariff trade
measures. As the policies applied by the RUK governments on their re-
spective grain markets include tariff and non-tariff measures, the com-
parison of their effects becomes very challenging.

Deardorff and Stern (1997) provide a classification of non-tariff mea-
sures in their work, as well as a discussion of the methods for measur-
ing the size of non-tariff barriers (NTB), depending on the type of barrier.
They nicely summarise the methods into the following categories: fre-
quency-type measures (inventory listings of observed NTBs); price-com-
parison measures (tariff equivalents or price relatives); quantity-impact
measures (using the estimates of models of trade flows); and measures
of equivalent nominal rates of assistance (Deardorff and Stern, 1997). The
positive characteristics of each measure as well as their drawbacks are
described by Movchan and Eremenko (2003) and Deardorff and Stern
(1997).

Previous literature suggests that tariff equivalent is the most viable
measure as it allows for the direct comparison of tariff and non-tariff bar-
riers. The method, however, has its shortcomings, as it can capture not
only the effect of the trade restriction but also other market effects such
as interaction of supply and demand. Nevertheless, it also has advantag-
es over other approaches such as frequency-type measures or coverage
ratios.

Tariff equivalents of the NTMs in the previous literature concentrate
mainly on the price comparison, and ‘price gap’ between the distorted
and non-distorted price. In this study | use an alternative approach, esti-
mating the‘quantity gap; the disruption to the trade flow of goods in the



presence of the policy intervention. It has its advantages over the ‘price
gap’ approach because sometimes export prices are not observable, as
in the case of export bans, where the price without export barriers must
be assumed, and adjustments for the effect of the quality of the good on
price, transport costs, and wholesale and retail margins must be made.

The method of tariff equivalents does not show which population
group is most affected as a result of the policy intervention and does not
provide information on the distributional effects of the policies; it pro-
vides estimates as to which policy instrument is more restrictive than the
other.

In what follows | explain how I calculate the tariff equivalents of the
grain market policies applied by the RUK governments. A change in ex-
ported quantity resulting from a change in the world market price is de-
termined by the elasticity of export supply 1:

n=(4Q,/Q)/&P,/P,). m

Here, Qx denotes the average monthly export volume during the base
period and AQx is the change of the exported quantity (Qr—Qx). Qr is
the average monthly wheat export during the period when the export
control measure is implemented. The base period should describe the
exported quantity had trade interventions not been in place. The choice
of the base period can be difficult because periods without export restric-
tions might be distant in time from the period of restrictions, therefore,
the export volumes might be affected by many other factors.

In a free market case, the world market price is equal to the domestic
price plus transaction costs, which are neglected in this analysis.

P, =P, (2)
In case of export tariffs in place, the world market price should be at least
equal to the domestic price times the tariff rate (1+t):

P> (1+t)P, 3)



Using the Equations 2 and 3 and assuming a strict equality of domestic
and world market prices, one can derive the following expression:

AP, /P,=(P,—P,)/P,=[(14+t)P,—P] /P,=t )

To calculate the tariff equivalent of a quota, | substitute AP,, /P, in the
first equation by t and get:

n=(4Q,/Q)/t )

Rearranging (5) gives an expression to calculate the export tariff equiva-
lent for other policy instruments, which | will use for the further analysis.

t=(4Q,/Q)/n 6)

Other things being equal, a more negative export tax equivalent would
imply a more restrictive policy measure. The minimum value of the tariff
equivalent depends on the export supply elasticity. Where export elas-
ticity equals 0.5, the minimum value is —2 when the export is prohibited.
When the export tax equivalent turns positive, it implies a trade support-
ive measure, i.e. export subsidy.

Due to the absence of recent estimates of export supply elasticities
for RUK grain export, an export elasticity of 0.5 is assumed based on ear-
lier estimates for the US (Koo, 1984). The value is close to other estimates
reported by Haniotis et al. (1988) for the US. Any other export elasticity
will affect the size of the effects in a linear way but not the direction and
the comparison across the three measures. Results of a simulation over
different elasticity values are presented in Annex 3.

In the estimations further below, as a base year for each country
| chose a marketing year without any export restrictions. If there were
several years to choose from, | picked the one where the average monthly
export was closest to the ‘average’ marketing year without restrictions.



2.6 RESULTS OF THE EMPIRICAL
ANALYSIS

Russia

In this estimation, exports from Russia during the periods of export in-
terventions is compared to the base year 2008/09 MY when the average
monthly export of wheat equalled to 1,471 thousand tonnes. The base
year 2008/09 MY was chosen because during this year the grain export
was unrestricted throughout the whole marketing year.

The export tax came into force on 12 November 2007 and remained in
place till 1 July 2008. In between, the tax for wheat was raised from 10%
to 40%. The average monthly export of wheat in this period was
548,546 tonnes.

Table 6: Tariff equivalent of export duties and export ban in Russia

Export regulating measure Q.[t] AQ,[t] t

Export tax 2007/08 548,546 —922,884 -1.25
Export ban 2010/11 150,060 -1,321,370 -1.80
Export tax Feb—May 2015 571,944 —899,486 -1.22
Export tax July 2015-Sept 2016 2,219,081 747,650 1.02

Q, (base period 2009/10 MY) [t] 1,471,431

Source: own estimations based on GTIS (2016) data

The ban on wheat exports from Russia was in place from 15 August
2010 until 1 July 2011. The average monthly export calculated for the pe-
riod August-June (150,060 tonnes of wheat) was mainly affected by the
exports of grain in the first half of August 2010. Later, some exports were
still sent to countries like Azerbaijan, Uzbekistan, Armenia, Kyrgyzstan
and Chad.



During the export tax regime from 1 February to 15 May 2015, the aver-
age monthly export was 571,944 tonnes of wheat. A new export tax came
into force on 1 July 2015 and remained in place until 26 September 2016.
The rate of the duty was much lower and, therefore, the average monthly
wheat export in this period was very substantial at 2,219,081 tonnes.

The estimation results show that the export ban had the highest
restrictive effect on exports, which was the expected result. The export
tax in 2007/08 was slightly more restrictive than the one applied in ear-
ly 2015, with respective tariff equivalents of —1.25 and —1.22. The tariff
equivalent for the export tax from July 2015 to September 2016 was posi-
tive, i.e. the average monthly exported quantities were higher than in the
base period of 2008/09 MY.

Ukraine

As the base period for Ukraine, | am using the average export per month
for the 2009/10 MY which amounts to 763,078 tonnes of wheat. All mea-
sures will be compared to this base period by calculating hypothetical
tariff equivalents for the export quota, export taxes and the VAT non-re-
imbursement policy.

Export quotas were in force from October 2006 to May 2008 and from
4 October 2010 to 25 May 2011 (8 months). The average monthly export of
wheat during the quota regime was 105,881 tonnes and 262,057 tonnes,
respectively.

The export tax period started in June 2011 and lasted until 7 October
2011. | took only full months into account and the average monthly ex-
port between June-September 2011 was 587,441 tonnes.

VAT on exports was not reimbursed between 1 July 2011 and 1 Jan-
uary 2014. The average monthly export of wheat during this period was
630,938 tonnes.

| also calculated a tariff equivalent for the VAT non-reimbursement
policy for the period following the abolition of the export tax, from



October 2011 to 1 January 2014. The average monthly export of wheat
during this period was 643,840 tonnes.

| compared all policy measures related to wheat export in Ukraine to
the 2009/10 MY. The results confirm that quotas in 2006 and in 2010 had
a more restrictive effect on export than export taxes in 2011. The effects of
the non-reimbursement of VAT are very close to the effects of the export
tax in 2011 (at the level of 9%), but here it is necessary to point out that
most of the time these two measures were implemented simultaneously.
Therefore, | also calculated the tariff equivalent of VAT non-reimburse-
ment excluding the period of export taxes (from October 2011 to 1 Janu-
ary 2014). Because of that, a slight decline in the tariff equivalent in abso-
lute terms from 0.35 to 0.31 can be observed.

Table 7: Tariff equivalent of export quotas, duties and VAT non-reimbursement policies in Ukraine

Export regulating measure Q. [t] AQ,[t] t

Quota October 2006-May 2008 105,881 -657,197 -1.72
Quota October 2010-May 2011 262,057 -501,021 -1.31
Export tax (simultaneous with cancelled VAT refund) 587,441 —175,637 —0.46
VAT non-reimbursement July 2011-December 2013 630,938 -132,139 —-0.35
VAT non-reimbursement after abolition of export tax 643,840 -119,238 —0.31

Q, (base period 2009/10 MY) [t] 763,078

Source: own estimations based on GTIS (2016) data

Kazakhstan

The average monthly export between April and August 2008 (105,263
tonnes) happened, presumably, during the first half of April 2008, when
export was still allowed. Unfortunately, weekly data is not available.
Therefore, | show the results for both periods, taking into account ex-
port in April 2008 and without it. The magnitude of the tariff equivalent



estimates changes, but not the sign, suggesting the restrictive power of
the export ban.

The average monthly export during the period of the transport sub-
sidy was 412,886 tonnes of wheat. The tariff equivalent for the transport
subsidy is positive, which is a reasonable result, as it was applied to sup-
port wheat exports from Kazakhstan.

The results for Kazakhstan also incorporate the effect of export licens-
ing, which was in place from 2007 until 2011, so it overlapped with other
export control measures.

Table 8: Tariff equivalent of export ban and export subsidies in Kazakhstan

Export regulating measure Q.[t] AQ,[t] t
Export ban Apr 15-1 Sept 2008 105,263 —273,564 -1.44
Export ban May-1 Sept 2008 0 —378,826 -2
%{;grt transport subsidy Nov 2009-Aug 412,886 34,060 018

Q, (base period 2013/14 MY) [t] 378,826

Source: own estimations based on GTIS (2016) data



2.7 DISCUSSION AND CONCLUSIONS

Some cautionary remarks have to be made with regard to the empirical
results. First, the results heavily depend on the choice of base year for
comparison. For any year where exported quantities were very low, the
tariff equivalent might turn positive. For example, if | consider 2005 as the
reference year for Ukraine, there is no negative sign of the tariff equiva-
lent for export taxes and the VAT-non-reimbursement policy. The same is
observed for the most recent export tax in Russia (July 2015-September
2016). Such a result does not imply that these policies increased exports
from the country. Second, export volumes depend not only on the pol-
icy instruments implemented, but also on the grain harvest in a specific
year. Third, the tariff equivalent estimates might also include the effects
of other industry barriers, not only the effect of the specific export re-
striction | am trying to estimate. They might be reflected in the estimates
to a different degree: constant barriers (e.g. language) versus varying
barriers (e.g. administrative barriers, preferences, trade deals, personal
networks). Constant barriers can be neglected with regard to export re-
strictions within one country, while the timing of the varying barrier, if it
coincides in time with the export restriction, can affect the tariff equiv-
alent estimate. Finally, macroeconomic conditions might also affect do-
mestic and international demand and result, subsequently, in higher or
lower than’normal’ exports. However, there is no’natural’ export quantity
for Ukraine, Russia or Kazakhstan. Thus, any base year should ideally rep-
resent an average harvest, an average domestic market situation and an
average world market situation in the absence of any policy measure re-
stricting exports. Alternatively, instead of using a base year, exports from
a neighbouring country with similar geographical and socio-economic
conditions that did not restrict its exports, might be used as a measure
of what exports would have been in the absence of export barriers. But
in the context of this study, due to the fact that Ukraine and Russia had
overlapping export restrictions and Kazakhstan has different geographic
conditions, the choice of such a country is not possible.



Based on the theoretical analysis, it has been shown that although
consumers might benefit from export restrictions, the overall welfare of
the country decreases when export restrictions are introduced. But as can
be seen in the case of the RUK countries, theoretical results have to be
put into the context of the situation. The governments did not reach their
goal of insulating domestic prices from the world market price effects.
During export restrictions, domestic prices for wheat, flour and bread
kept rising.

There can be several reasons for increasing consumer prices:

« Traders and producers, committed to export, don't expect stable ag-
ricultural trade policies. They might keep more grain in stocks and
wait for better prices or they find ways to export their goods instead
of supplying to the domestic market. For example, during the quota
regime 2006-2008 for wheat in Ukraine, companies were exporting
flour, and the world price signals were still transmitted to the domes-
tic market.

« Millers and other processors exert their market power and reap the
benefits of the export restriction, i.e. it's not the consumer who bene-
fits from the export restrictions.

Policies of export restrictions, if they are efficient in decreasing the price
for grain and bread for the final consumer, will provide lower prices for
the whole population, not only to those in need, at the expense of grain
producers. In the long-term, grain producers will reallocate the land for
different crops, and unstable restrictive government policies implement-
ed for a long period might result in grain production stagnation. More-
over, unstable policies damage the country’s image as a reliable partner,
provides disincentives to invest and increases price volatility.

Any type of restrictions undermines trust in the market and leads to
welfare losses to the economy, therefore free trade is the best scenario.
While the argument has been often made that consumers will suffer from
free trade, | will illustrate a positive situation here. Under the assumption
of the complete absence of barriers to grain exports and homogeneity of



grain, exports from the country will increase as soon as prices abroad net
of transport costs exceed domestic prices. Increasing export activity will
result in increasing domestic prices. Obviously, in the welfare economic
setting above, farmers will benefit from such a situation and consumers
will experience a decline in welfare. However, such a static effect neglects
a number of adjustment processes. In the short-run, grain will be released
from stores and economically less valuable uses of grain will look for sub-
stitutes. Subsequently, the additional quantity available on the market
will restrict a further increase of prices. At the same time, more expensive
grain will be less competitive on the world market. Thus, demand for ex-
pensive grain exports from abroad would decline, too. Important for the
long-run is the incentive for farmers to increase grain production in the
next season. If the assumption of homogenous grain quality is relaxed,
there will be even more opportunities for substitution of higher quality
(more expensive) wheat with lower quality wheat which additionally will
buffer the transmission of increasing world market prices to local con-
sumers. Thus, price spikes which harm consumers might appear in the
short-run but cannot last, under the assumptions stated above, more
than a few months.

The tariff estimates in the presented analysis compare the restrictive
power of various export restrictions. The results are in line with the theory
and show that the export taxes are less distorting than export quotas or
export bans. During the export tax regime, signals from the world market
are still transmitted to the domestic market and traders can react to them.

The analysis presented above has to be interpreted carefully. While the
ranking of tariff equivalents is unaffected by the underlying assumptions,
the size varies conditionally to the size of the export supply elasticity and
the assumed quantity reduction. The tariff equivalents represent a gross
measure and could be further decomposed in effects due to changes in
world market prices and the pure policy effect. Due to data limitations,
this task is beyond the scope of this thesis. The approach towards reach-
ing this will be discussed in Chapter 5 in the outlook for future research.



2.8 POLICY RECOMMENDATIONS

Export restrictions in the RUK countries over the last years did not have
the desired effect on consumer prices and did not solve issues of food
security, therefore the government should avoid implementing ad hoc
measures in the future. Every intervention brings uncertainty to the mar-
ket and might result in an increased volatility of prices. Here, the govern-
ments of the RUK countries should focus their policies towards directly
helping the most vulnerable consumers, instead of distorting market
mechanisms. As an alternative policy option for the RUK governments, it
is advised to use consumer-oriented measures for the people in need, for
example, direct income transfers.

One example of the unintended cross-effects of an unstable agricul-
tural policy is the disincentive to store grain. Price stability could be easily
enhanced by a transparent and predictable market environment. Storage
fulfils a crucial function in this respect. However, storage only pays if the
policy environment is stable and managers are assured that they will be
able to build up expectations over the near future.

In my opinion, the role of the government in the market should be
predominantly to create an enabling environment and to ensure equal
rights to all market participants and eliminate incentives for corruption.
It is advised to facilitate trade and not create additional administrative
barriers, like grain quality certifications or delayed wagon supply. In par-
ticular, the government can support market development by increasing
transparency. Therefore, it is suggested to the governments of the RUK
countries to put more effort and resources into improving state agricul-
tural statistics, including developing a reliable operational monitoring
system for the grain balance.

The following key recommendations aim at supporting the develop-
ment of a more competitive grain market while at the same time realising
food security for the most vulnerable households:

1. Stop the practice of unannounced official and unofficial export
restrictions.



Design and introduce a set of indicators to monitor food security in
the country.

Design safety nets for the poor to compensate them for increases in
bread prices and shift to a targeted food support system.
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3.1 INTRODUCTION

Research has long been conducted on state trading enterprises (STE) in
connection to their compliance with WTO regulations. According to the
WTO definition, STEs include:‘Governmental and non-governmental en-
terprises, including marketing boards, which have been granted exclu-
sive 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'.

The main points of criticism of STEs relate to their market power, pric-
ing policies and non-transparent activities. Dixit and Josling (1997) de-
scribe the main concerns for importing and exporting STEs. For import-
ing STEs, the issue of tariffication is important, while exporting STEs have
concerns related to discriminatory pricing, exclusive rights to sell and
purchase commodities, and unfair competitive advantages.

For example, reports on the Canadian Wheat Board’s (CWB) and the
Australian Wheat Board’s (AWB) activities claimed that these boards were
able to extract premium prices for grains and decrease marketing costs,
but usually these reports were commissioned by the boards themselves
and used information that was not publicly available. A detailed analy-
sis (Informa Economics, 2008) of the CWB's performance showed the
opposite: Canadian farmers received lower prices for wheat than their
American colleagues, and handling and marketing costs for crops trad-
ed through the Canadian Wheat Board were higher than for non-board
crops.

The CWB and the AWB are two well-known examples of grain state
trading enterprises. The Canadian Wheat Board had a mandate to be
a single-desk seller of Canadian wheat, durum, and barley for human
consumption in the domestic and world markets, and feed wheat for ex-
port (Schmitz and Furtan, 2000). The Australian Wheat Board was the sole
exporter of Australian wheat. However, state trading is not limited to only
grain export, and it has also been observed in the cocoa and coffee sector
as well as on import markets, for example the Japanese Food Agency and
Korean State Mandated Imports.



In the cocoa and coffee sector, there were many marketing boards
in the main producing countries. They set the purchasing prices, were in
charge of quality control, and exported the product. After market liber-
alisation during the early '90s, many countries moved from state trading
to industry supervision. Following a structural adjustment programme,
Ghana restrained from liberalising its cocoa trade and maintained the
functioning marketing board, Cocobod, which controlled all export and
quality assurance. The quality of Ghana's beans was distinctive and they
earned price premiums (Kaplinsky, 2004).

The effects of the STEs depend on their objectives. ‘In the case of the
OECD countries, the bias is generally towards producers: in developing
countries the bias is generally towards consumers’ (McCorriston and
MacLaren, 2005a). While pursuing a cheap food policy in many devel-
oping countries, state trading involves taxing producers and subsidising
consumers (Ingco and Ng, 1998). Taxation of agricultural production may
provide disincentives to produce, which could be especially harmful in
the context of the investigated countries (RUK) as a large share of agricul-
tural land was abandoned after the collapse of the Soviet Union (Schier-
horn et al,, 2013).

Russia, together with other former USSR countries, inherited a com-
plex system of centralised exports and imports. Foreign trade organi-
sations exercised a foreign trade monopoly for the state during Soviet
times. Although these trade organisations no longer exist, many former
Soviet Union countries have organisations comparable to state traders.
Russia, Ukraine and Kazakhstan have functioning STEs in the grain sector:
the State Food and Grain Corporation of Ukraine (SFGCU), the open joint-
stock company ‘United Grain Company’ (UGC) in Russia and the joint-
stock company Food Contract Corporation (FCC) in Kazakhstan. These
three institutions historically shared many similarities with each other.
They were created to promote the development of the grain markets, as
well as the export potential of their respective countries. They all are or
were involved in sourcing grain for state reserves. They also evolved into
exporters themselves.



The STEs in Russia, Ukraine and Kazakhstan differ from wheat boards
such as the CWB or the AWB. The ones | am investigating in this study do
not have a monopoly power either on the export market, or on domestic
markets. They don't have a single-desk status and therefore it makes it
more challenging to analyse their impact on their respective domestic
markets.

The functioning of state trading enterprises in RUK and some of their
features might be explained by the socialist legacy of these countries.
The distribution of property rights, and the arrangement of coordination
mechanisms, which determine the behaviour of economic actors, differ
between socialist and capitalist countries (Kornai, 1998). Although the
countries no longer have all the attributes of the socialist system, some
of the features can still be observed to a certain extent, as is the case for
a transition economy.

There has been little research carried out on state trading in Kazakh-
stan, Russia and Ukraine. The involvement of state trading enterprises
(STE) in grain trade may have distorting effects on the domestic markets
and export of these countries (Ingco and Ng, 1998; Informa Economics,
2008). As these three countries are potentially among the largest sup-
pliers of grain on the world market and will affect global food security,
the functioning of the grain STEs in the RUK countries should be carefully
inspected.

The objective of this chapter is to compare the grain STEs across the
RUK countries. In what follows | would like to answer the following re-
search questions:

1. How can the grain STEs across the RUK countries can be compared
consistently?

2. Do the grain STEs in the RUK countries enjoy any benefits due to their
ownership status?

3. Considering the different features of the RUK grain STEs, do they dis-
tort grain trade on their respective markets?



In this essay, in Section 3.2, the existing literature on the topic is pre-
sented. In Section 3.3, criteria for the comparison of state trading enter-
prises in Russia, Ukraine and Kazakhstan will be developed. In Section 3.4,
the main similarities and differences between the grain STEs in RUK and
their influence on the domestic grain markets of their respective coun-
tries will be described. After conclusions and discussion (Section 3.5),
policy advice is provided in Section 3.6.

3.2 LITERATURE REVIEW

Both developed and developing countries employ STEs to pursue their
policy objectives. Among reasons for the creation of STEs, one can distin-
guish several groups:

« food policy reasons: food security, price discrimination favouring
consumers;

- support of farmers: price support for important agricultural products,
price discrimination between the domestic and foreign markets in
order to get better prices for producers;

- foreign exchange earnings; and

« market development reasons: economies of scale in grain marketing,
inefficient marketing system, intention to decrease marketing costs,
engagement in market development and attracting new customers
(Akiyama et al., 2003).

One of the most recent studies on STEs, by the OECD (2015), shows that
the rationale for the state ownership of companies has not changed over
the years. According to Dixit and Josling (1997), developed countries see
STEs as a way of achieving their objectives of income support and price
stabilisation for producers. Developing countries pursue state trading as
a means to achieve food security.

The dominant share of the literature on STEs refers to the functioning
of the STEs according to GATT/WTO principles and discusses state trading
issues in the GATT/WTO framework (McCorriston and MacLaren, 2001).



There are several concerns that exporting STEs may circumvent GATT/
WTO provisions of non-discriminatory treatment and commercial consid-
eration and participate in unfair trading (GAO, 1995).

State trading enterprises must be reported to the WTO. As mentioned
by McCorriston and MacLaren (2001), around 70% of all reported STEs
operate in the agricultural sector. However, not all STEs are reported
to the WTO and the STEs that are analysed in this thesis belong to this
group. One of the reasons provided in the literature for underreporting is
weak enforcement of GATT provisions. Another reason is that a country
might not consider the company as an STE ‘within the meaning of the
working definition set forth in the Understanding on the Interpretation
of Article XVII of GATT 1994 so there is no need to notify it to the WTO
as an STE (according to the ‘Replies to questions posed by the European
Union regarding the Russian United Grain Company’).

Dixit and Josling (1997) offer a qualitative framework for analysing the
impacts of STEs and assessing their trade effects. They develop a scheme
for the classification of STEs in their study. Using this classification scheme
that ‘provides qualitative indications (or ordinal ranking) of the trade im-
pacts, they categorise STEs into four types depending on their ability to
distort trade. The scheme includes the following elements: trade balance,
market control, policy regime, products range, and ownership and man-
agement structure. Using such criteria as the market control mechanism
and the policy regime, the authors concluded that the AWB belongs to
Type Il with a moderate potential for trade distortion, whereas the CWB
belongs to Type IV with a high potential for trade distortion. In addition,
the authors discuss tariff equivalents and subsidy equivalents methodol-
ogy in order to assess the trade effects of STEs and mention cases where
tariff equivalent methodology might not fully capture the trade impact
of STEs.

It has been proven in the literature that the effects of the importing
STEs are similar to the effects of import tariffs (McCorriston and MacLaren,
2010) and exporting STEs act like export subsidies. For example, STEs that
restrictimports into a country affect domestic prices in a similar way to an
import tariff, while an STE that expands exports affects domestic prices in



the same way as an export subsidy. However, the trade distorting effect
of the importing STE can also change from that of an import tariff to that
of an import subsidy, for the exporting STE the trade distorting effect can
change from that of an export subsidy to that of an export tax.

Among the direct effects of STEs are restricted market access, effects
on price formation and competition on the market. If an STE has an exclu-
sive right to import (or to export), it restricts market access to the domes-
tic market (to the world market) for other importers (exporters). STEs that
behave as a monopoly/monopsony and/or have market power affect the
price of the product. Non-transparent behaviour of STEs and their soft
budget constraints hinder competition on the market.

STEs can also distort trade flows relative to a free trade situation as
was mentioned earlier. The ‘trade-distorting impact can be positive
or negative depending on the nature of exclusive rights’ according to
McCorriston and MacLaren (2005). The authors consider four cases of
exporting STEs: the single-desk STE; the single-desk STE in the presence
of a domestic producer price support programme; the single-desk inef-
ficient STE (compared to a private firm); and the STE that has exclusive
rights to export but cannot sell in the domestic market (licensed firm).
They calculate the export subsidy/tax equivalents of trade distortions
caused by the STE for the variable number of firms (n) operating on the
market in the benchmark case. The subsidy equivalents for the cases of
the single-desk STE and inefficient single-desk STE are positive but di-
minish if the market becomes more competitive, i.e. the number of the
firms n in the benchmark grows. For the other two cases, the single-desk
STE in the presence of a producer price support programme and the
STE with exclusive rights to export but without monopoly/monopsony
power on the domestic market, the subsidy equivalents turned out to be
negative, meaning that the effect of the exporting STE changed from an
export subsidy to an export tax.

The welfare effects of removing the exporting single-desk STE were
also considered by McCorriston and MacLaren (2005) who compare them
with three cases of regulation of the post-STE market. In the case when
the deregulated market is competitive, removing the STE results in an



overall increase in welfare. If the STE is replaced by an oligopolistic mar-
ket structure, then overall welfare would rise. Even if the single-desk STE
is removed and replaced by an export cartel, such deregulation would
also lead to a welfare growth. In the cases where the STE has the rights
of a licensed firm, the overall welfare would decrease if this licensed firm
was deregulated irrespective of the post-STE market environment under
consideration. These results are representative of environments with rel-
atively small domestic markets and high dependence on exports. Under
different assumptions the net outcome of the analysis might be different
(McCorriston and MacLaren, 2005).

Considering importing STEs, McCorriston and MacLaren (2006) con-
clude that the overall welfare would increase if the importing STE in
a developed country was removed. The findings hold also for‘consumer-
biased’ developing and least-developed countries, but the magnitude
will be smaller (McCorriston and MacLaren, 2006).

McCorriston and MacLaren investigate the impact of STEs in several
studies. The authors show through the example of the importing state
trading enterprise, Japanese Food Agency, that state trading enterprises
might be a useful policy instrument when directed at income re-distri-
bution, but lead to the overall loss of welfare in society. They calculate
tariff equivalent and consider three cases where an STE has the exclu-
sive import rights and different levels of power at the domestic market:
a) exclusive rights on the domestic market, b) competitive domestic
market, and c) excluded from procurement in the domestic market. The
authors conclude that the more extensive the exclusive rights the para-
statal enjoys, the greater the level of trade distortion (McCorriston and
Maclaren, 2005a).

The distorting effects of the STEs depend on the nature of the exclu-
sive rights that STEs have and the market situation after deregulation of
the STE. From a welfare economic perspective, single-desk STEs are espe-
cially critical and their removal would result in the highest overall welfare
gain.

In addition, functioning STEs can affect the efficiency of economic
reforms in the country. McCorriston and MacLaren (2001) conclude that



effects from trade reforms, such as reducing export subsidies and import
tariffs, will be limited in countries with STEs if the impact of state trading
enterprises remains unchanged.

Many governments and researchers are worried that STEs exert
market power on both domestic and international markets. While there
are concerns that exporting STEs may have market power on the world
market, Abbot and Young (2003) conclude that the low market shares of
most exporting STEs contradict the concerns over the market power of
the STEs. However, their market power may be greater than indicated by
their market share, if products are differentiated, or markets are highly
segmented.

Domestic market power was considered by many authors to be ‘an
essential precondition for STEs to influence the market’ (Ackerman and
Dixit, 1999), therefore, eliminating the market power of the STEs would
eliminate concerns about their ability to distort domestic markets. How-
ever, Young (2005) argues that without monopoly powers, STEs are un-
able to achieve their goals while competing with the private sector.

While concerns about state trading have been mentioned by many
authors, Rutten (2007) comments on the potentially positive roles of STEs
in developing countries. The main role of STEs in developing countries is
to remedy market inefficiencies and any trade impacts are a secondary
effect of their operations.

Among the benefits of replacing STEs with competitive markets, re-
searchers mention: product innovation, closer distance between con-
sumers and producers, elimination of price distortions, trade-based food
security, lower marketing and handling costs, increase in welfare (IPC,
1999; McCorriston and MacLaren, 2005).

Concerning the STEs in the RUK countries, the World Bank (2009) pre-
pared an analysis of the likely impact of the United Grain Company (UGC)
in Russia, right after the company began operations, and concluded that
concerns that the UGC would influence world grain markets were not jus-
tified. The analysis covers the period after the collapse of the Soviet Union
up to 2008. The authors analyse STEs in Canada and Australia and discuss
options for Russia based on the theory of market power and rents. The



authors also offer alternative ways to achieve domestic food security and
a better functioning grain market. The authors do not quantify the effects
of the STEs and do not provide the methodology that could be used for
assessment.

As a part of their study on the wheat export economy in Ukraine,
Kobuta et al. (2012) describe state operators that were functioning in the
Ukrainian grain sector and their development during the period between
1990 and 2011. The description is based upon the documents of the Cabi-
net of Ministers of Ukraine, the report of the Accounting Chamber of
Ukraine, etc.

Some authors such as Dixit and Josling (1997), Ingco and Ng (1998)
provide a taxonomy for ranking the STEs depending on their ability to
distort trade. But it appears that no comparison of the Russian, Ukrainian
and Kazakh grain STEs has been made. Hence, what distinguishes the
present study from the above-mentioned studies is that it is the first one
to compare state trading enterprises in three former Soviet Union coun-
tries based on a wide set of criteria. | also account for the location of the
decision making power in the STEs, whether it is found inside or outside
of the company.

3.3 CONCEPTUAL FRAMEWORK
(CRITERIA FOR ASSESSMENT)

To compare the STEs and assess the scope of their influence on the do-
mestic markets of their respective countries, a set of criteria was devel-
oped, based on the studies of Dixit and Josling (1997), Ingco and Ng
(1998), FAO (2002) and the OECD (2001).

FAO (2002) claims that the extent of trade distortion effects caused by
STEs depends on three major things: to which extent the STE can exercise
its market power; regulatory or institutional distance from the govern-
ment; and trade orientation of the STE.



Among the criteria that need to be taken into consideration to eval-
uate trade distorting capacities of STEs Ackerman and Dixit (1999) name
the extent of domestic market control, influence on international trade,
and control over substitute products.

Dixit and Josling (1997) offer the following criteria for STE classifica-
tion and for analysing and understanding their market effects: trade bal-
ance, market control, policy regime, product range, and ownership and
management structure.

Ingco and Ng (1998) evaluate the extent of STE control and potential
distortionary effects on trade based on ‘(1) the number of commodities
covered under STE operations; (2) market share of STEs on key products;
(3) whether the STE has monopoly control or exclusive rights; and (4) ex-
istence of nontariff measures used by the STEs' Based on these indica-
tors, they ranked the operations of STEs in individual countries as’strong;
‘medium’and ‘weak

Veeman et al. (1998) divide all STEs into three different types depend-
ing on their effects on contestability. The classification criteria to measure
market contestability include market concentration, trade shares, price
differences and rents, the relationship between the STE and the govern-
ment, and the level of transparency of the STE.

| consider the structure of the ownership of the STEs, the type of ac-
tivities in which they are involved, their role on the market and their pref-
erential access to infrastructure and markets, political networks and soft
budget constraints as important criteria for assessing the market distort-
ing effects of STEs.

All criteria are grouped into three categories depending on the actor that
has the power to make decisions, whether it is the government or a rep-
resentative (CEO) of the company.

- Internal decisions are those that the company can make and alter
on its own, such as the type of activities in which the company is in-
volved; the company’s role on the market which is comprised of its
market share and influence on price formation on the market.



- External decisions are those made by the government like ownership
structure of the company; preferential access to infrastructure, inputs
and export (sales) market granted to the company; political networks
with which the STE is associated; and soft budget constraints.

Hybrid or mixed decisions are those that both internal and external

actors have influence on, such as role on the market: the STE can
have a monopoly and/or monopsony power on the domestic market
and have a single-desk exporter status provided by the government.
Moreover, the guaranteed floor price or the ceiling price can be set by
the government.

Assessing the trade distorting effects of STEs poses significant concep-
tual and measurement challenges. The data requirements for calculating
the tariff equivalent are very high. To calculate the tariff equivalent and
consider three cases where an STE has the exclusive import rights and dif-
ferent levels of power at the domestic market, one has to know: domestic
demand elasticity, elasticity of substitution, elasticity of domestic supply,
export supply elasticity, total sales of the domestically-procured good
and of imports, number of competitors, domestic retail prices and retail
prices of imported wheat, import price, sales of domestically produced
and imported wheat, and assume the policy bias level (towards produc-
ers or consumers) (McCorriston and MacLaren, 2005a). An advantage of
the framework offered in this essay is accessibility of data.

The above-mentioned STEs will be assessed according to the following
criteria which are observable:

Internal decisions

TYPE OF ACTIVITIES
| assume competitive market conditions prior to state trading. If one STE
is involved in several sections of the supply chain, it may have a more dis-
torting influence on the market. If a firm controls the market for a product



and its substitutes, then it has a greater capacity to distort trade. There-
fore, an STE that controls one product is preferable to one that controls
multiple products (Dixit and Josling, 1997). More activities will allow the
STE to counter trade losses and gains across activities as a consequence
of vertical/horizontal integration. It is also important to note that verti-
cal/horizontal integration is a common feature of private companies and
can be substantiated by commercial reasons. The CWB, the AWB, and the
New Zealand Dairy Board controlled exports of more than one product
(Ackerman et al., 1997).

ROLE ON THE MARKET

The larger the share of the STE on a given market, the more market power
it can potentially exert in relation to its suppliers, customers and com-
petitors, under the assumption of no access for new competitors, etc. In
the extreme case, the STE has a single-desk status and can discriminate
between sources of supply, i.e. offer different prices for different types of
farmers. If this is the case, welfare losses compared to perfect competi-
tion are likely to occur.

External decisions

OWNERSHIP STRUCTURE

| assume that an STE with the partial involvement of commercial owner-
ship is more likely to move toward free trade than an STE owned by the
government. A privately owned firm is expected to return a profit for the
owner or shareholders. Fully publicly owned firms might have additional
objectives identified by the government or other public actors. Therefore,
ownership might have an effect on the firm’'s objectives. Both types of
ownership can cause market distortions depending on the extent of the
market power that they are able to exercise. The ownership structure is
also related to the issue of soft and hard budget constraints discussed
further.



PREFERENTIAL ACCESS TO INFRASTRUCTURE, INPUTS AND EXPORT

(SALES) MARKET
An STE that enjoys preferential access to services has advantages com-
pared to its commercial competitors. It is able to distort competition
on the market under consideration as well as other markets in which it
engages. If the state trading company has a right to source grain from
farmers first, it faces less uncertainty of supply, compared to the proces-
sors and other exporters. That gives the STE an advantage for making
long-term agreements with importing partners. However, commercial
exporters can procure grain from various countries to fulfil their commit-
ments. The preferential right to deliver products under intergovernmen-
tal agreements can potentially affect the access of other players to those
export markets.

POLITICAL NETWORKS
Association with any political forces means that the STE is expected to
submit to the political goals of that political actor. The STE might become
a means of achieving government targets. An STE that is associated with
any political network is less likely to conform to commercial criteria and
more likely to distort trade.

A close affiliation with a political network might distort the fair distri-
bution of quotas and might be associated with rent seeking behaviour at
the market. It also means lack of transparency and potential corruption
in order to influence political decisions. The temptation to use political
influence to control bottlenecks in the grain marketing system arises.

To identify the political networks, it might be important to look at the
hiring procedure for the CEOs of state trading enterprises, whether it is
an open recruitment process or the CEO is assigned by the government.
When the government assigns the CEO, preference might be given not
to the person with the best qualifications for this position, but according
to the candidate’s attachment to the political party, friendship or relative
connections, etc. An open recruitment process, on the contrary, is usually
based on merit, not on the contacts of the applicant. In an open recruit-
ment process economic motives play a more important role. | assume



that a CEO assigned by the government might be less independent in
terms of decision-making and his decisions might be biased by political
preference. Therefore, an open recruitment process should be preferable
as the decisions of the CEO should reflect the needs of the company, not
the wishes of the various policy actors.

SOFT BUDGET CONSTRAINTS
Many STEs operate in so called strategic industries, such as bread, grain,
other food sectors, the spirits industry, military equipment, ports, etc. and
therefore their activities are financially supported by the state even if the
companies are making losses. Tax concessions, waivers of social contri-
butions, and government underwriting are considered to be soft budget
constraints, a term introduced by Kornai (1998). When an STE enjoys pref-
erences which are not available to private firms and without which the
STE could have made losses, it distorts competition. It allows state trad-
ers to undertake pricing risks not available to a commercial enterprise. In
a market economy, every private firm faces hard budget constraints, i.e.
a firm that is making losses cannot survive (Kornai, 1995).

If an STE receives funding from the government at a favourable rate
or at a zero rate, this may lead to considerable burdens on public finance.
But if the funding comes from the banks or from the capital market, at the
same interest rate as for the private sector, there shouldn't be any issues
(Rutten, 2007).

The softness of the budget constraint is also related to the type of
property rights. Private ownership is associated with hard budget con-
straints, whereas state ownership is very prone to use state financial re-
sources to bail-out firms with state ownership.

Political pressures and soft budget constraints make it difficult for the
company to think of efficiency (especially in the long-run), to adjust to
demand in a timely manner, and to make proper investment decisions.
At the same time, competitors get the signal that the STE has privileges
and the rules of the game on the market are not fair and clear. They are
demotivated to invest in infrastructure and sector development, because
they are uncertain about their future on the market.



According to Kornai (1998), the socialist system is characterised by the
dominant position of state and quasi-state ownership, the preponder-
ance of bureaucratic coordination, soft budget constraints, weak respon-
siveness to prices, quantity drive, etc. whereas among the features of the
capitalist system are: the dominant position of private property, the pre-
ponderance of market coordination, hard budget constraints, strong re-
sponsiveness to prices, etc. The functioning of state trading enterprises in
RUK and some of their features might be explained by the socialist legacy
of these countries. As mentioned in Kornai (1998), it is not enough that
only one of the features is present to make a country a socialist or a cap-
italist country, it is a sequence of all mentioned features: the distribution
of property rights, the arrangement of coordination mechanisms, which
determine the behaviour of economic actors. Although the countries do
not have all the attributes of the socialist system anymore, some of the
features can still be observed to some extent: that happens in the case of
a transition economy.

In the case of the Canadian Wheat Board, the government was under-
writing their debts, and the organisation had a soft budget constraint,
meaning that Canada also possessed some features of a socialist system.
Only combination of all features determine a position of the country in
their transformation from planned to market economy, moving from
a soft budget constraint to a hard budget constraint is a crucial indicator
of that transformation.

The above-mentioned criteria are defined as following:

- Type of activities: is the company involved in the trade of grain substi-
tutes, downstream and upstream industries?

+ Role on the market is measured as the market share of the STE and
whether the company can influence price formation on the market,
i.e.is a price leader.

« Ownership structure is reflected as the share of the STE owned by the
state.



- Preferential access to infrastructure, inputs and the export market is
measured as the legal preferential rights of STEs in market access and
sourcing of inputs.

« Association of the STE with a political network is documented based
on open-access data and press reports.

«+ The question of whether the STE enjoys any soft budget constraints is
answered based on the available information from the literature and
the press.

3.4 COMPARATIVE ANALYSIS OF THE
GRAIN STEs IN THE RUK COUNTRIES

34.1 Description of the grain STEs in the RUK
countries

Ukraine

In the case of Ukraine, the analysis focuses on the State Food and Grain
Corporation of Ukraine (SFGCU). Although the State Food and Grain Cor-
poration of Ukraine is not the only state operator on the Ukrainian grain
market, it is the only one that participates in grain export from Ukraine.

Among its main tasks, the company names: management of the state
assets; development of infrastructure for grain storage, processing and
shipping; as well as attraction of investors to agricultural sector; and ex-
panding export directions of Ukrainian grain (State Food and Grain Corporation
of Ukraine).

The State Food and Grain Corporation of Ukraine owns about 10%
of certified storage capacities and its port terminals can ship up to 12%
of the average annual volumes of Ukrainian grain export. The process-
ing enterprises of the SFGCU are capable of satisfying up to 15% of the
Ukrainian domestic market demand for flour, cereals and fodders.


http://www.pzcu.gov.ua/en/about/
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The other state actors on the grain market of Ukraine are the Agrarian
Fund of Ukraine and the State Reserve Agency of Ukraine. The Agrarian
Fund participates in the regulation of food prices and forms the state in-
tervention fund, while the State Reserve Agency of Ukraine forms gov-
ernment orders at the food market and keeps material reserve in order to
ensure food security.

The State Food and Grain Corporation of Ukraine was established in
2010 in order to reorganise the state joint-stock company, Khlib Ukrainy
and settle its financial problems. Khlib Ukrainy was the predecessor of
the SFGCU and was founded in 1996. The Cabinet of Ministers of Ukraine
became a holder of the issued nominal shares. Until the establishment
of the Agrarian Fund, Khlib Ukrainy was an active state operator deal-
ing with the state purchase of grain. Later, the company was engaged
in the provision of agricultural producers and commercial companies
with services related to the acceptance, processing, handling, storage,
shipping and transfer of grain and oil crops, as well as the production
of flour, cereals and mixed fodder. Khlib Ukrainy had a subsidiary called
KhlibInvestbud. On the basis of Khlibinvestbud the State Food and Grain
Corporation of Ukraine (SFGCU) was established.

Currently Khliblnvestbud is an organisational unit of the State
Food and Grain Corporation of Ukraine. In the 2010/11 marketing year,
KhlibInvestbud was among the five largest grain traders of Ukraine
and obtained one-fifth of the grain export quota, amounting to
224,000 tonnes for wheat export and 653,000 tonnes for corn. In 2010-
2011 KhlibInvestbud was involved in a system of state forward purchases
of grain. The Agrarian Fund purchased grain through KhlibInvestbud.

In 2013, the SFGCU started exporting grain itself, not through its sub-
sidiary Khliblnvestbud. In addition, the SFGCU was the first to begin sup-
plying Ukrainian grain to the Chinese market and implementing inter-
governmental agreements on grains export. During the 2013/14 MY the
State Food and Grain Corporation of Ukraine had a share of 9% of total
grain export from Ukraine (State Food and Grain Corporation of Ukraine).

In 2015, officials from the State Food and Grain Corporation of Ukraine
were accused of embezzling state funds which led to the loss of half
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a million USD incurred by the state structure. SFGCU officials purchased
55 thousand tonnes of corn from European suppliers at an intentionally
inflated value®. Currently there is an ongoing debate in Ukraine whether
state companies should be privatised or not.

Russia

The ‘United Grain Company’ (UGC) is a Russian state-owned agricultur-
al company, established on 20 March 2009 on the basis of the Agency
for Food Market Regulation. The UGC's functions include: development
of grain market infrastructure, implementation of the export potential of
Russian grain on the world market, and trade and procurement activities
on the domestic grain market. Since its creation, the United Grain Com-
pany remains the agent in state intervention purchases of grain.

In May 2012, the Board of Directors of the UGC chose Summa Group
as a strategic investor. Summa Group purchased a stake in the company
at a rate of 50% minus one share. Shareholders of the UGC elected the
Board of Directors of the company: four representatives of the state and
three representatives of Summa Group.

According to the most recent figures, the company owns 12 grain ele-
vators with a total capacity of 1.8 million tonnes and 14 processing plants
with a capacity of 1.2 million tonnes, as well as one of the largest Russian
port handling companies, JSC ‘Novorossiysky Combinat Khleboproduk-
tov’(United Grain Company ).

Kazakhstan

The national company, Food Contract Corporation (FCC) is a Kazakh
state-owned company that manages state reserves of grain; is involved

8  Security Service of Ukraine  http://www.sbu.gov.ua/sbu/control/en/publish/article;jsessionid=
FO85BAOAFECD6676A48FD46F7C75D11F.app17art_id=140154&cat_id=140089
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in the formation, renewal, storage, transportation and sales of the state
reserves of grain. Among the other tasks of the FCC is development of
the domestic grain market through exchange trading tools and forward
purchases of grain and the development of export. The FCC continues to
handle government-to-government transactions.

The FCC, in addition to acting as a government agency, also under-
takes commercial grain trading. Around three-quarters of total wheat
purchases carried out by the FCC between 1998 and 2011 were commer-
cial purchases (OECD, 2013a).

The State Food Contract Corporation was established in 1995 in order
to purchase grain into the state resources, develop new credit and pay-
ment mechanisms in the agricultural sector and ensure the food securi-
ty of the country. Kazakhstan used the State Food Contract Corporation
as its sole export agency, but opened trade to private firms in the 1990s
(Ackerman and Dixit, 1999). In 1997, the State Food Contract Corporation
was reorganised into the Food Contract Corporation joint-stock company
with 100% state share in its authorised capital. In 2006, the ownership
of the Food Contract Corporation (FCC) was transferred to the Holding
KazAgro JSC (Food Contract Corporation).

The FCC has been able to provide better access to finance, at very
competitive rates, build a good reputation on the international market
and open new marketing opportunities (Rutten, 2007).

The FCC receives annual budgetary transfers to the company, gener-
ates financial resources from commercial operations, obtains a 3% com-
mission for selling state resources and receives loans from domestic and
external banks. In some cases, the company may receive additional trans-
fers from the National Fund, as in 2009-2011 during the highly uncertain
situation on the grain markets (OECD, 2013a).

The FCC is also a managing company for the United Grain Holding
(UGH). The UGH was created in 2013 as an instrument of support for
producers. Joint cooperation within the UGH includes the production of
grain, its subsequent sales on the domestic and foreign markets and the
distribution of revenues among the members of the UGH.


http://www.kazagro.kz/en/web/fcc

3.4.2 Comparative assessment of
STE characteristics

To compare the three STEs, it is also necessary to make a brief compar-
ison of the market environments in which they operate. The relevance
of analysing the domestic market environment was also stressed in the
OECD report on state trading enterprises in agriculture (2001), because
some distortions might be related to the market environment not to
the activities of the STE. The grain export markets in these countries are
highly concentrated: the ten largest exporters export 60% to 90% of all
grains. On the domestic markets of these countries, representatives of
multinational companies compete with domestic traders. Companies
like Toepfer, Cargill, Bunge, Glencore, and Louis Dreyfus Commodities are
among the major exporters. High market concentration does not neces-
sarily indicate imperfect market conduct if the entry of new players is not
restricted and has an impact on the performance of the different firms
(Veeman et al., 1998).

Among the major problems for grain trading companies in recent
years were undeveloped transport and storage infrastructure, lack of
rail-cars during the bumper-harvest years, overregulation of the grain
market, absence of the reimbursement of VAT on export, lack of qualified
personnel, etc. For domestic trading companies, a lack of finance some-
times also constitutes a problem, whereas international traders can re-
ceive financing from their parental organisation.

In 2001, the OECD reported that the national and regional govern-
ments of the Russian Federation and Ukraine control domestic procure-
ment and, to varying degrees, export and import transactions (OECD,
2001).

In what follows, the activities of the State Food and Grain Corporation
of Ukraine (SFGCU), the Food Contract Corporation of Kazakhstan (FCC)
and the United Grain Company of Russia will be compared. Similarities
and differences between them will be discussed.



Internal decisions
TYPE OF ACTIVITIES

All three STEs are involved in purchasing grain from farmers and selling it,
grain handling and processing, storage of grain, sourcing of grain for the
state reserve, providing other firms with grain storage, handling services
and grain export. They also possess grain terminals in ports.

While the SFGCU and the UGC don't offer grain transport services,
the FCC owns a specialised subsidiary, KazAstykTrans, for this service.
KazAstykTrans offers services of grain transportation by railway. It was
created to ensure the availability of transport for the transportation of
grain by the Food Contract Corporation. KazAstykTrans is the official ex-
peditor of the Kazakh national railway company ‘KazakhstanTemirZholy"

If the companies control upstream or downstream activities, they
obtain new opportunities for market manipulation. At the same time, it
must be mentioned that vertical and horizontal integration are common
features of private grain traders, and are driven by commercial reasons
(FAOQ, 2002). In terms of the type of activities, STEs do not differ much from
private grain traders but they do differ in other areas.

ROLE ON THE MARKET

Since none of the STEs in the RUK countries has a single-desk status and
they don't have exclusive rights to export or to procure grain, their op-
portunities to influence domestic consumers and processors are limited.
Influence on foreign consumers is limited due to their relatively small
share in world export which in the long-run can be easily substituted from
other destinations. The shares of the STEs in the export of grain are quite
small. The share of Khliblnvestbud (on the basis of which the State Grain
and Food Corporation of Ukraine was established) in the 2011/12 MY was
14% of the total grain export, and in recent years the SFGCU has exported
around 8-9% of grains (see Figure 18). UGC exported around 5% of grain in
the 2011/12 MY, and in the 2014/15 MY, its share dropped to 3% (Figure 19).
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Figure 18: KhlibInvestbud'’s (2010-2013) and the SFGCU’s (2013—2016) shares in grain export from
Ukraine

Source: data from Delo.UA (2012), GrainUkraine, Latifundist (2014), USDA
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Figure 19: The UGC's share in grain export from Russia

Source: data from USDA, Agroinvestor (2015)
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Figure 20: The FCC's share in grain export from Kazakhstan (2001-2011)

Source: OECD (2013a) based on FCC data  http://dx.doi.org/10.1787/888932780988

The FCC’s shares in grain export varied over the years, from 23% of
total grain export in 2002 to 0% in 2011 (Figure 20).

Even if these STEs had a single-desk status, they wouldn’t reach a 25%
share of the world grain export, a threshold considered necessary to in-
fluence the world grain market (Carter and Wilson, 1996). In case they had
a single-desk status, they would only be able to influence the world mar-
ket and cause an increase in prices in the short-run.

Despite a relatively small share in exports from Kazakhstan, ‘the FCC
has substantial market power on domestic market given the scale of its
operations and priority access to storage and transport services related
to its function as an agent operating state grain resources’ (OECD, 2013a).
The authors obtained data on the FCC's grain purchases and sales for the
period from 1998 to 2011 (Figure 21) and found that the FCC withdrew
29% of the harvest from the market in 2009, when the grain harvest
was abundant. In 2011, the FCC purchased 20% of the total grain pro-
duction. In the 2010 drought year, the FCC released onto the market an
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Figure 21: The FCC's grain purchases and sales, 1998-2011
Source: OECD (2013a) based on FCC data * http://dx.doi.org/10.1787/888932780969

amount of grain that equalled 37% of that year’s total grain production
(OECD, 2013a).

Market power, the extent to which the company can choose its prices,
can arise either from the large market share or from the preferential rights
that the company enjoys. Therefore, it is linked to one of the next criteria.

For a consistent comparison between the countries it is necessary to
have data on grain purchases and sales across all three STEs. Unfortunate-
ly, due to limited data access such data is not available for the Russian
UGC and the Ukrainian SFGC.
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External decisions

STRUCTURE OF OWNERSHIP
Whereas the Ukrainian and Kazakh STEs are under full state ownership,
the Russian United Grain Company has a mixed structure of ownership:
state and commercial ownership, where 50% plus one share belong to
the state. Summa Group, a diversified private holding with significant
investments in port logistics, engineering, construction, telecommunica-
tions and the oil and gas sectors, owns the rest of the shares.

PREFERENTIAL ACCESS TO INFRASTRUCTURE, INPUTS AND EXPORT

(SALES) MARKET
The Food Contract Corporation has a priority claim for storage and trans-
port facilities. It also pursues a price stabilisation strategy in the wheat
market. When the harvest of wheat is good, the FCC sets prices higher
than market prices. In times of poor harvest, the FCC offers prices lower
than market prices, but makes deliveries mandatory (Petrick et al., 2014).
Producers with a grain area of over 250 hectares are obliged to sell grain
to state grain resources through priority sales of grain to the FCC. Pur-
chase quantities and prices are set annually by the government (OECD,
2013a). As a result of this regulation, the FCC has a greater certainty re-
garding sources of supply than its competitors (sourcing of inputs).

The Ukrainian STE has a specific right to supply grain to China accord-
ing to the intergovernmental agreement between Ukraine and China
(market access).

Food aid to other countries is provided through the United Grain
Company and other enterprises are excluded from this process (market
access). One of the initial aims of the UGC, which has never been fulfilled,
was to crowd out international traders from the Russian market (market
access).



POLITICAL NETWORKS
Political networks are hard to trace, but some evidence has been found
by journalists. In the case of Ukraine, during the allocation of the export
quota for grain in 2010, the STE Khlib Ukrainy received one-fifth of the
guota. The quota was allocated opaquely and all exporters were notified
of the quota regime when they were no longer able to apply for it. The
STE Khlib Ukrainy was often associated with the Minister of Agriculture at
that time, Mykola Prysiazhnyuk.

In Russia, the CEO of Summa Group (the company that holds 50%
minus one share of the United Grain Company), Ziyavudin Magomedov,
was a classmate of Arkady Dvorkovich (assistant to the President of the
Russian Federation and later Deputy Prime Minister). They studied to-
gether at the economic faculty of the Moscow State University.

The hiring procedure for the CEOs of the STEs in Russia, Ukraine and
Kazakhstan is different in each country. In the United Grain Company, the
Director General is assigned for three years during the general meeting
of shareholders. In the State Food and Grain Corporation of Ukraine, the
Chairman of the board is assigned by the Ministry of Agrarian Policy and
Food of Ukraine. In early 2015, the process of hiring was changed and
became more transparent. The procedure for hiring the CEO of the Food
Contract Corporation of Kazakhstan is unclear.

SOFT BUDGET CONSTRAINTS
In 2005, the Ukrainian Government provided special conditions for state
operators trading in grain (the SJSC KhlibUkrainy and the State Commit-
tee of Ukraine for State Material Reserve), in particular, the reduction of
tariffs for transportation, VAT reimbursement at export operations within
a three-day period, the opportunity to avoid the costs for a number of
services at export, etc. But later that year, equal conditions for all market
players were established (Kobuta et al., 2012).

It is hard to provide evidence on soft budget constraints in the RUK
countries. Data with performance indicators is not available for all years
and is not disaggregated by the type of activity. For example, an STE may
provide services of grain storage and transportation, in addition to the
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purchase and export of grains, and from the consolidated financial report
it is not clear which activities are profitable and which bring losses.

According to the OECD (2013a), the FCC receives annual budgetary
transfers and a 3% commission for selling state resources, as well as loans
from the shareholder (Holding KazAgro JSC). In the years of high uncer-
tainty on the grain markets (2009-2011), the FCC received additional
transfers from the National Fund.

The Russian government allocated RUB 5.038 billion from the federal
budget in 2010 to provide subsidies for the payment of the costs and ex-
penses arising from the sale of grain from the Federal Intervention Fund
of Agricultural Products, Raw Materials and Food, and the remuneration
of these activities (sales). It was approved by the decree #68 of 20.02.2010,
which set the rules for granting subsidies. Subsidies are granted to state
agents selected by the Ministry of Agriculture of the Russian Federation
for the sale of grain from the Intervention Fund.

The subsidy amount is the difference between the purchase price of
grain paid by the Intervention Fund, taking into account all transaction
costs, and the sale price of grain at a single delivery basis. The amount
of the subsidy also includes remuneration for the sale of grain from the
Intervention Fund®.

All three cases above are examples of soft budget constraints. Further
below, a summary of the comparative analysis is presented in Table 9.

A common feature of the operations of the STEs in the RUK countries is
the lack of transparency and limited access to any financial information
on their activities. Results of the analysis show that the Ukrainian, Kazakh
and Russian grain STEs enjoy certain preferential rights. Based on the
analysis of the following criteria: type of activities, role on the market and
preferential rights, it can be concluded that the Kazakh Food Contract
Corporation is the most potentially trade distorting enterprise among
the three STEs. Abuse of its preferential access to infrastructure and the
inputs market, price leadership on the domestic market and involvement

9 http://www.zol.ru/z-news/showlinks.php?id=54541
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in a large number of activities along the supply chain makes the Kazakh
Food Contract Corporation the most potentially trade distorting grain
STE across the RUK countries. Its activity hinders market competition and
restricts the access of its competitors to infrastructure facilities. The Rus-
sian United Grain Company has the least distorting impact on the market,
if any. It is the only STE among the three with the participation of private
capital.



Table 9: Summary of the comparative analysis of grain STEs

Criteria

Structure of ownership

Type of activities

Role on the market

Preferential access to infra-
structure, inputs and export
markets

Political networks

Soft budget constraints

United Grain Company

50% plus one share belong to
the state, the rest belongs to
Summa Group

Export, storage, handling, pro-
cessing, port grain terminals,
management of state reserves,
intervention purchases

Small share in exports from the
country (2-5%)

Exclusive right to provide
food aid

The CEO of Summa Group
was a classmate of Arkady
Dvorkovich (assistant to the
President of Russia and later
Deputy Prime Minister).

The Chairman of the board

is assigned by the Board of
Directors; the Director General
is assigned for three years
during the general meeting of
shareholders.

State Food and Grain
Corporation of Ukraine

State ownership

Handling, storage, export (part
of the export transactions exe-
cuted through private traders),
processing, port elevators,

management of state reserves

Small share in exports from the
country (9%)

KhlibInvestbud received 1/5 of
the quota in 2010.

Right to issue certificates for
export under governmental
contract to China

Khliblnvestbud was associated
with the former Minister of
Agricultural Policy and Food,
Mykola Prysiazhnyuk.

The Chairman of the board is
assigned by the Ministry of
Agrarian Policy and Food of
Ukraine.

10 Corporate structure since 1998, single-desk export status removed in 2012

11 Private company, owned by wheat growers since 1999, single-desk export status removed in 2007,

currently owned by Cargill Australia



Food Contract Corporation ~ CWB (historically)® AWB (historically)"

100% state ownership 100% state 100% state

(Holding KazAgro JSC)

Storage, export, handling, Storage, transferring, ship- Handling, storage, shipment,
port terminal, management ment, export export;

of state reserves, intervention
purchases, granting of loans,
its daughter company provides
transportation services

Price leader on domestic
market,

Share in exports extremely
variable (0-23%)

Priority claim for storage and
transport facilities,

Priority sales of grain to the
FCC by producers with a grain
area over 250 hectares (for
state grain resources)

Single-desk export

Relied on private traders and
MNEs to execute part of export
transactions

Single-desk export




3.5 CONCLUSIONS AND DISCUSSION

In this essay | analysed the characteristics of the grain STEs in the RUK
countries using a comparative perspective. Based on previous literature,
a set of criteria was developed which helped to assess the potentially
market distorting aspects of these STEs. None of the STEs in the RUK coun-
tries has a single-desk status on the domestic or export market, hence
their opportunities to influence domestic consumers and processors, as
well as the world market are limited. However, the Food and Contract
Corporation of Kazakhstan has preferential rights for grain purchases on
the domestic market and priority claim for storage and transportation fa-
cilities and thus can distort trade and influence its domestic competitors.

The grain STEs in Russia, Ukraine and Kazakhstan receive financial
benefits not available to private firms. The softness of budget constraints
and the way in which state trading enterprises function in the RUK coun-
tries might be explained by the socialist legacy of these countries.

In Ukraine, political networks helped the company Khliblnvestbud to
obtain a part of the export quota in 2010. Political networks influenced
the choice of the investor for the STE in Russia.

The goals of the STEs could be achieved in a more efficient marketing
framework. Literature findings show that the bureaucratic structure of
STEs increases administrative expenses and leads to a slow flow of infor-
mation, which results in false decisions.

State trading enterprises might only be the instrument of govern-
ment policy for administering grain procurement and trade and not the
main cause of the market distortions. The elimination of STEs might not
necessarily lead to market deregulation. In many cases, government
regulation would be implemented anyway, either through the state trad-
ing enterprise or another channel.

Unfortunately, without data on the domestic market shares of the
STEs, it is hard to make any conclusions concerning the market structure
in the RUK countries should the STEs cease to exist. In the case of exports,
STEs create more competition for multinational traders.



More transparency on price formation and the operations of the STEs
is required to ensure that state trading enterprises are not engaged in
price discrimination practices and do not distort competition. However, it
is possible that private traders also engage in these practices.

Conditional to better access to data on prices and quantities traded
by the STEs and their competitors, as well as their market shares, it would
be possible to analyse whether the role of the STE on the market is chang-
ing. It would also be possible to assess the trade impact in the form of the
tariff-equivalent and monitor whether the STE functions efficiently, pro-
cures grain at market prices and is not engaged in fraudulent activities.

3.6 IMPLICATIONS

The presence of STEs that enjoy specific rights and privileges might hin-
der the development of the competitive market. The non-competitive
behaviour of the STE on the market leads to negative externalities such
as a bad image of the country in the eyes of investors. Therefore, | suggest
alternative policy options towards realising the goal of the STE, whether it
is a better functioning market, domestic food security, consumer protec-
tion or producer support.

As an alternative policy option to ensure food security for citizens in
the future, it is advised to use targeted consumer-oriented measures to
reach the people in need, for example, direct income transfers.

Governments should avoid soft budget constraints and preferential
rights for STEs. Preferential rights for STEs might discourage investments
from private traders into infrastructure and market development. To
achieve better functioning markets governments should ensure open
competition on the grain markets without any entry barriers. Transpar-
ent and stable rules on the market will provide long-term incentives for
investments in the sector. The governments of the RUK countries can
support market competition by increasing transparency around the
activities of the STEs and their sources of finance.



The STEs should restrain from using unfair market practices. Clear de-
lineation between the functions of the STEs as market intervention agen-
cies and profit-making grain traders is required. Otherwise, a conflict of
interest may appear.

The Netherlands requires certain questions to be answered before
a new state-owned organisation (SOE) can be created. These include:
‘how the new SOE will contribute to the national public interest; whether
the new SOE has a well-defined policy objective, preferably laid down in
law and regulations; whether the new SOE will likely provide the State
adequate returns on its investment; and how the government will assess
the new SOE's performance and value of the state’s ownership in the en-
terprise’ (OECD, 2015). It is advised for the Russian, Ukrainian and Kazakh
governments to follow a similar procedure when establishing or assess-
ing the activities of state-owned enterprises to make sure that STEs are
efficient.



4 BUSINESS
CONSTRAINTS
IN THE FOOD SECTOR
OF RUSSIA, UKRAINE
AND KAZAKHSTAN




4.1 INTRODUCTION

A predictable institutional and policy environment is considered from the
point of view of business as the most important public good (Hellman et
al., 2000). A business environment, as a combination of policies, institu-
tions, physical infrastructure, human resources, and geographic features,
can influence the efficiency of firms and industries and encourage invest-
ments; it can play a key role in the stability and security of the firm’s future
(Eifert et al., 2005; Dethier et al., 2008). On the contrary, a poor business
environment, unpredictable changes in policies, corruption, and capture
of the state by political and economic elites have a significant negative
impact on FDI inflows and sales growth (Kaufmann et al.,, 2003; Jensen,
2002). Inappropriate policy and institutional frameworks are among
the most relevant factors associated with the poor performance of the
agricultural sector in developing and transition economies (Chang, 2012).

The World Bank Group, in their project, Doing Business, assesses dif-
ferent world economies on their ease of doing business. ‘A high ease of
doing business ranking means the regulatory environment is more con-
ducive to the starting and operation of a local firm.... The rankings for all
economies are benchmarked to June 2016

The Ease of Doing Business ranking 2017 shows that Kazakhstan has
the best situation among the three countries currently being examined:
it was ranked 35 from 190 economies, the Russian Federation was ranked
40 and the worst situation was found to be in Ukraine, which was placed
at 80" (Doing Business Ranking, 2017).

Studies on the business environment in transition economies are not
unusual but most of them are quite outdated and use the BEEPS data
from 1999. All of them investigate obstacles in the economies of the
countries in general, but do not look specifically at the agri-food sector,
although sector effects were found to be present among the determi-
nants of state intervention in enterprises, bribe tax, time tax and state
benefits (e.g. Hellman and Schankerman, 2000).

12 Detailed ranking for the years 2016 and 2017 can be found in the Table 31.



To deal with the identified research gap, | focus on the business en-
vironment in the agri-food sector of three post-Soviet countries, namely
Russia, Ukraine and Kazakhstan. They are important suppliers of grain to
the world market, therefore it is important to eliminate different barriers
to export, both at the border and inside the country. Although the coun-
tries share a similar past, their developments and current level in the Ease
of Doing Business ranking are different.

A variation across sectors within one country might exist because of
the peculiarities of the sectors. The analysis of the business environment
in the agricultural sector of developing countries makes an interesting
case because of the dualistic structure of agricultural production in those
countries, where large commercial farms (agroholdings) co-exist ‘along-
side smaller farm structures, variously described as ‘family; ‘smallholder;,
‘semi-subsistence’or‘peasant’farms’ (OECD, 2011). The agricultural sector
also has other specifics like seasonality and frequent political interference
in agricultural markets. The agricultural sector is frequently excessively
regulated because the trade of agricultural products is often associated
with the food security of the country. But general problems such as cor-
ruption, an unfair court system and poor public services might be per-
sistent irrespective of the sector of operation.

In this essay | pursue two major objectives:

1. Identify the major obstacles for grain traders in Russia, Ukraine and
Kazakhstan.

2. Find out whether there are differences between the countries in this
respect.

Additionally, to expand the understanding of the barriers in the agri-food
sector, | aim to reach some minor objectives:
- Identify the barriers in the food sector of Russia, Ukraine and
Kazakhstan;
« Compare the barriers faced by grain traders and the food sector;
- Identify and explain the determinants of obstacle perception.



A combination of qualitative and quantitative approaches is used to
examine the business environment in the agri-food sector. Two waves
of a grain exporter survey conducted in Russia, Ukraine and Kazakhstan
are used for the qualitative analysis of the obstacles in the grain trading
sector. Within the framework of GERUKA project, interviews with grain
traders in Ukraine were conducted in 2013 to find out about the busi-
ness environment inside the country, as well as the obstacles and barriers
they face on the way to their export destination. In 2014, such interviews
were conducted in Russia and Kazakhstan. Additional responses to the
key questions were obtained in 2016 within the AGRICISTRADE project.
The survey focuses mainly on the institutional and infrastructural imped-
iments for grain export and the strategies employed by grain exporters
for dealing with them. The research is complemented by the econometric
analysis of the business environment in the agri-food sector, using the
Business Environment and Enterprise Performance Survey’s (BEEPS) data
for the years 2012-2013.

It is important to answer the above-mentioned questions because
the findings may assist the government in determining the most neces-
sary changes for improving the business environment and opportunities
for firms in the sector, as well as boost their performance and growth.
In order to prioritise reform efforts, it is important to assess whether all
subpopulations of firms are suffering from the same obstacles (Ayyagari
etal., 2008).

The structure of this chapter is as follows: based on the literature
review, theoretical framework will be presented in Section 4.3. In Sec-
tion 4.4, data and methodology will be described. The results will follow
in Section 4.5. Discussion of the results, conclusions and some policy rec-
ommendations will be provided in Section 4.6.



4.2 LITERATURE REVIEW

The business environment (also called the business climate or investment
climate) consists of a variety of elements such as institutions, ‘infrastruc-
ture, access to finance, security (meaning the absence of corruption and
crime), and the regulatory framework, including competition policies
and the protection of property rights’ (Dethier et al., 2008).

There is a large strand of literature on the business environment. In
this section, the main findings from existing global and regional studies
that are relevant for the countries of interest will be presented. These in-
clude studies naming the major obstacles, possible factors for explain-
ing why these obstacles are persistent, and the effects of the obstacles
on a firm’s performance indicators. | focus on the results relevant to my
study region in order to see what developments can be observed in the
business environment over the last decades. This is furthermore due to
the fact that results from developed economies are not generalisable for
countries in transition, due to their country specifics.

Studies on major obstacles for doing business

Brunetti et al. (1997) conducted a survey among 3,685 firms in 69 coun-
tries on institutional obstacles to doing business. Among them, 650 firms
in 10 CIS countries were surveyed. Their findings show that firms in the
CIS countries in 1996-1997 named tax regulations and/or high taxes as
the most important obstacle for doing business, followed by policy insta-
bility and corruption obstacles.

According to Kaufmann et al. (2003), taxes and regulations are the
leading constraint in the CIS countries, followed by financing, political in-
stability and inflation. Their analysis is based on the World Business Envi-
ronment Survey (WBES) of 10,032 enterprises in most regions of the world,
collected in the years 1998-2000, where at least 100 firms were surveyed
in each country. In the CIS countries, 1,760 enterprises were surveyed, out
of them 36% in the manufacturing sector, 49% in services/commerce, 5%



in the agricultural sector, 7% in construction, etc. The authors found that
in the CIS countries, 80.6% of respondents faced a serious constraint of
high interest rates and 58.7% lacked access to long term loans. Over 60%
of enterprises in the CIS countries were worried because of unpredictable
economic and financial policies. Sixty per cent of CIS firms reported that
they seldom or never received advanced notification of changes in laws
and policies. Corruption was considered a serious obstacle in about half
of the CIS companies. Twenty-nine per cent of the surveyed firms in the
CIS countries frequently or always made irregular additional payments to
government officials to get things done. Nearly two-thirds of enterprises
(63%) in the CIS countries were not satisfied with public services provid-
ed by the government, especially public health, parliament, and public
works/roads.

Determinants of obstacle perception

Kaufmann et al. (2003) investigate the way firm characteristics affect
managers’ perceptions of the obstacles. Their regression analysis shows
that smaller, younger, private firms tend to face more severe business
constraints than older, larger, exporting and/or state-owned ones. Cor-
ruption is a bigger constraint for exporters, small and young firms, and
those with government and public ownership. Older firms are more con-
strained by political instability.

The relation between firm size and perception of the obstacles is ex-
amined by Schiffer and Weder (2001). Based on observations of 10,090
firms from a survey covering 80 countries and one territory, the authors
find that smaller firms experience more obstacles than larger ones. Sig-
nificant effects were found in the areas of financing, taxes and regula-
tions, exchange rate, inflation, corruption and street crime, meaning that
smaller firms experience significantly more problems than larger firms in
these areas. When looking at transition economies, taxes and regulations,
followed by financing, inflation, and policy instability or uncertainty were
reported as the biggest obstacles. But, counterintuitively, it was observed



that in Poland and Ukraine large firms reported more problems in the
area of financing than smaller firms (Schiffer and Weder, 2001).

According to Krkoska and Robeck (2008), the perception of institu-
tions as obstacles to business operations is worse in East Germany than it
is in West Germany. Such a significant difference in perception does not,
however, exist between East Germany and Central European transition
countries. Companies both in East Germany and in Central Europe con-
sider public administration, and access to finance and labour markets as
significant business obstacles. Krkoska and Robeck (2008) use the BEEPS
data to find out whether the transition from planned to market econo-
my in East Germany differed significantly from the transition in Central
Europe, and whether the integration of East Germany with West Germa-
ny helped to create significantly better institutions than in other former
centrally planned economies. The authors use data from the 2004/2005
survey in their regression analysis. The results show that despite the suc-
cessful transfer of the formal institutions from West to East Germany, the
differences in the quality of the institutions and the perception of the in-
stitutions by managers remained substantial. The quality of institutions in
Central European countries is still ranked the lowest.

To evaluate the quality of governance, Hellman and Schankerman
(2000) use the 1999 BEEPS data from 20 countries, including CIS and CEE
countries. Between 125 and 150 enterprises were interviewed in each
country, and in Russia, Ukraine and Poland the samples were larger. In
Russia, 550 enterprises and in Ukraine, 250 firms were interviewed. 'State
capture’ and ‘grabbing hand’ were two major problems for the transi-
tion economies to deal with.’State capture’reflects how widely firms are
affected by the sale of parliamentary or judicial decisions and to what
extent the firms influence (in the form of illicit private payments) the for-
mation of rules and regulations. The authors find that Russia and Ukraine
belong to high capture states where ‘more than 30 per cent of the firms
report a significant impact from the sale of legislation at the national
level’

Hellman et al. (2003), in their work, measure state capture and influ-
ence, and identify the costs and benefits from such activities at the firm



level across 22 transition economies, using data from the 1999 Business
Environment and Enterprise Performance Survey. The authors find that
influential firms are generally large, state-owned firms, while captor firms
are usually large private firms with no state-owned predecessor. The dif-
ference between influence and state capture is defined by the way in
which the firm has an impact on the formation of rules laws etc. Influen-
tial firms derive their power from their firm size, state ownership and their
economic effect on the well-being of their communities, etc. without
necessarily having to make private payments. As such, potential votes for
politicians are traded in for economic advantages for the firm. In the case
of captor firms, they make unofficial private payments to public officials
in order to influence the rules of the game. The politicians receive private
economic gains and the firms receive rents.

According to their findings, Kazakhstan belongs to a low-capture
group of countries, while Russia and Ukraine are in a group of high-
capture economies. In Ukraine and Russia, influential firms prevail over
captor firms (27.7% vs 12.3% and 11.6% vs 9.2% of the sample corre-
spondingly). In Kazakhstan, captor firms prevail over influential firms
(6.1% vs 4.3% of the sample). The authors discover that these two groups
of firms demonstrate a higher sales and investment growth ‘at the ex-
pense of other firms in the economy"

Hellman and Schankerman (2000) study the level of state interven-
tion in the decision-making processes of enterprises, which is a common
feature of transition economies. The level and areas of state intervention
are studied based on the firms’ responses to the 1999 BEEPS survey. The
most common area for state intervention is pricing, followed by invest-
ment, sales and wages. In more advanced transition economies (in terms
of liberalisation and privatisation), the state intervenes in the areas of
employment and wages, whereas in less advanced countries with slower
reforms, the state intervenes in sales and prices. The authors stress that it
is not only the extent of government intervention that creates obstacles
in the business environment, but also the nature of the intervention. The
authors find differences in the extent of state intervention across differ-
ent types of firms. Small and medium-sized firms are less likely to face



state intervention compared to large firms. The state intervenes less in
private firms than in state-owned ones. The authors do not find a statis-
tically significant difference between the levels of state intervention in
privatised firms compared with new entrants (Hellman and Schanker-
man, 2000).

Time spent by senior management dealing with government officials
in the application and interpretation of regulations and laws is called
‘time tax’ In Russia, senior management spends around 13% of its time
dealing with laws and regulations. In Ukraine and Kazakhstan, the time
taxes are even higher, 16.8% and 15.2% correspondingly. The time tax is
not found to be significantly smaller for smaller firms, but it is significantly
less for start-up and privatised firms than for state-owned firms (Hellman
and Schankerman, 2000).

In their work, Hellman and Schankerman (2000) claim that bribes are
a substitute for state control over the company’s decision-making pro-
cesses. The ‘bribe tax’ is the amount of bribes paid by the company as
a proportion of the company’s annual revenues. By comparing the aver-
age level of the bribe tax and the average degree of state intervention in
each country, the authors find that in the countries with a greater level of
state intervention, the bribe tax is higher. They also find a positive rela-
tionship between the degree of state intervention and the time tax.

The level of the bribe tax and the frequency of bribe payments differ
across countries. The level of the bribe tax calculated for bribing firms is
the highest in Ukraine (6.5%), followed by Kazakhstan (4.7%) and Russia
(4.1%). The share of firms paying the bribes frequently is also the larg-
est in Ukraine (35.3%) versus 29.1% in Russia and 23.7% in Kazakhstan.
The authors also find that small companies in transition economies are
taxed more and pay bribes more frequently than large ones. Private sec-
tor firms, especially new entrants, pay higher bribes and more frequently
than state-owned companies (bribes substitute state intervention). The
authors find that firms in Ukraine and Kazakhstan are supported by im-
plicit rather than direct subsidies. It is also found that more advanced
countries prefer direct subsidies. The results show that larger firms are
more likely to receive subsidies and that it is more likely that state-owned



firms will receive direct subsidies while privatised firms receive higher im-
plicit subsidies (Hellman and Schankerman, 2000).

Effects of the business obstacles on firms’ performance

Kaufmann et al. (2003) analyse the extent to which business environment
attributes and firm level attributes affect sales growth over a three year
period. The export status and larger size of the firm are found to posi-
tively and significantly affect sales growth, while the age of the firm is
negatively associated with growth. The authors find that financing (high
interest rates, lack of access to long term loans, bank paperwork, collater-
al requirements, etc.), high taxes, corruption and lack of consultation on
policies are statistically significant and negatively associated with sales
growth. Among firm attributes that positively affect investment growth
are exporter status and younger age of the firm. Business environment
attributes such as decline in predictability of changes in economic poli-
cies over the last three years, corruption, high taxes and financing have
a statistically significant negative impact on investment growth. Poor
business environment conditions result in a sales and investment growth
over 10 percentage points lower than in countries with ‘positive ratings
in the categories - financing, corruption, high taxes and business consul-
tation’ (Kaufmann et al., 2003).

Among other factors of the business environment that affect a firm’s
performance is crime. Krkoska and Robeck (2009) conduct ‘an analysis of
crime against enterprises in 34 mostly transition and emerging countries
in Europe and Asia, also including several mature market economies in
Europe for comparison’ They find that crime has a negative and statisti-
cally significant effect on investments (‘as a share of profits in the previ-
ous year'). Enterprises that perceive crime as a bigger obstacle by a factor
of 1 are more likely to receive investments that are 2.1 percentage points
lower (Krkoska and Robeck, 2009). Crime leads to higher security costs,
and a loss of resources which could have otherwise been used for pro-
ductive use, investments in company development, etc. (Dethier, 2008).



Earlier studies suggest that a higher level of economic reform and
low-capture of the state by political and economic elites have a large pos-
itive impact on FDI inflows, and sales growth for all firms (Jensen, 2002;
Hellman et al.,, 2003). Slinko et al. (2002) find that at the regional level
in Russia, state capture has a negative effect on small business growth,
regional tax revenues, federal tax arrears, and regional public spending
on social services.

A summary of the reviewed literature is provided below (pp. 114-119).



Table 10: Summary of the literature review

Dataset and year

AL of data collection/data coverage LS EREE
Brunetti et al. (1997) 3,600 entrepreneurs The survey was conducted
1996-1997 in 69 countries, among

them 10 CIS countries.

Dethier et al. (2008)

Hellman et al. (2000) BEEPS 20 countries, mainly CIS
1999

Hellman et al. (2003) BEEPS 20 countries, mainly CIS
1999

Hellman and Schankerman BEEPS 20 countries, mainly CIS

(2000) 1999

more than 3,000 firms



Main focus of the article/ selected results

After descriptive analysis of the sample, general obstacles to doing business in
different regions are identified. Tax regulations/high taxes were found to be the
most important obstacle for CIS countries.

In general, 12 out of 15 obstacles received higher average score, i.e. were per-
ceived as more severe obstacles, in developing countries compared to devel-
oped countries.

Literature review on the impact of the business climate on productivity and
growth in developing countries using enterprise surveys.

The authors suggest how to advance research on business climate and growth,
and possible improvements in survey design.

The objective of the paper is to understand the linkages between corporate
sector and national governance and how such interactions shape the business
environment in different countries.

Special attention is given to the issues of state capture and other forms of cor-
ruption. Firms in Azerbaijan, Kyrgyzstan, Moldova, Bulgaria, Ukraine and Russia
reported suffering the most from different forms of grand corruption.

State capture and influence are the main focus of the paper. State capture and
influence bring substantial private gains to captor and influential firms on the
one hand. On the other hand, they have considerable negative externalities for
all other firms in the economy, especially in high-capture economies.

The authors study the quality of governance across countries. The results show
that the quality of various dimensions of governance varies greatly between
countries, but even more so within countries.

The authors also measure state capture and its pervasiveness and concentra-
tion across countries. State capture is found to have a negative influence on the



Table 10: Summary of the literature review (cont.)

Dataset and year

LR of data collection/data coverage

Countries covered

Kaufmann et al. (2003) WBES 80 countries
End of 1998-middle of 2000 and one territory
10,032 enterprises

Krkoska and Robeck (2008) BEEPS West Germany, East
2004-2005 Germany and Central

European transition
countries: the Czech
Republic, Hungary, Poland
and the Slovak Republic



Main focus of the article/ selected results

quality of governance; it is also negatively associated with the progress of eco-
nomic reforms.

The relationship between the level of state intervention, time tax and bribe tax is
also examined. While the substitution effect between state intervention and cor-
ruption payments is found at the micro level within countries, across countries
the level of state intervention, time tax and bribe tax are positively correlated
and complement each other.

Taxes and regulations, financing, policy instability, and inflation are named as
the leading constraints to operation and growth for firms worldwide. However,
differences between regions, and industrialised and developing countries exist.
Both firm attributes and business environment attributes affect sales growth
and investment growth.

The authors aim to answer the question whether corruption is less harmful to
business operations when it is predictable. They find no significant relationship
between the degree of unpredictability of corruption and the degree of under-
reporting of revenues by the firm.

The authors look at whether the transition from planned economy to market
economy in East Germany differed significantly from the transition in Central Eu-
rope. The results show that despite the successful transfer of formal institutions
from West to East Germany, the difference in institutional performance remains
substantial. The difference in perception of obstacles to business between East
Germany and the CEE countries, however, is found to be comparatively smaller.
The quality of the institutions in the Central European countries is still ranked
the lowest.

Investment behaviour also differs between the studied countries, and enterpris-
es in East Germany are found to be the least active in this respect.



Table 10: Summary of the literature review (cont.)

Dataset and year

Authors Countries covered

of data collection/data coverage

Krkoska and Robeck (2009) 34 transition and emerging
countries in Europe and
Asia, several mature market
economies in Europe

Slinko et al. (2002) Panel data for 1992-2002. 73-77 regions
Financial and other statistical data of the Russian Federation
from the Russian Enterprise Registry
Longitudinal Data set 2001, on
(45,000) large and medium-size firms
in 77 regions of Russia (1992-2000).

Legislative data covers the 978 largest
regional enterprises (1992-2002) in
73 regions of Russia.

Regional budgetary data for
1996-2000.




Main focus of the article/ selected results

The focus of the paper is on the relationship between enterprise attributes and
the experience with crime. The results show that crime remains a more signifi-
cant problem for enterprises in transition countries compared to mature market
economies in the EU. Micro enterprises as well as enterprises in the service sec-
tor, such as transport companies, hotels and restaurants, and firms with lower
standards of business conduct are more likely to be targeted by crime. Crime has
both a direct and indirect negative statistically significant effect on investments.

The effects of state capture on small business development, regional growth,
fiscal policies and firm performance at the regional level are analysed.

At the micro-level, state capture generates substantial gains for the captor
firms in terms of sales, market share, employment, investment and productivity
growth both in the long- and the short-term. The long-term growth of the cap-
tor firms is primarily extensive. At the regional (macro) level, state capture has
adverse effects on the economy.




Critical discussion of the literature

Due to the fact that business environment indicators are usually per-
ception-based, the possible weakness of the studies lies in the possible
‘country perception bias’ where respondents from one country tend to
regularly rank some obstacles higher or lower. This issue is tackled by
Hellman et al. (2000). To test for the perception bias, the authors com-
pare the perception-based data with external objective measures of
the obstacle. They choose ‘exchange rate variability’ and ‘the number of
telephone lines per capita’ as external measures to the questions: ‘How
problematic is the exchange rate for the operation and growth of your
business? (on a scale ranging from 1—no obstacle to 4—major obstacle)’
and ‘Rate the overall quality and efficiency of the services delivered by
the telephone service (on a scale ranging from 1—very good to 6—very
bad)’and compared the external measure with the mean response to the
corresponding question. Hellman et al. (2000) find a significant relation-
ship between the external and perception-based measures. This proves
that the BEEPS perception-based data does not suffer significantly from
country perception bias.

But the problem of individual perception in studies with cross-
sectional data still remains because the manager might not assess the
current state of the obstacles, but rather compare them with his own
vision of ‘how it should work/how it should be; and this vision might vary
depending on the initial condition, and the manager’s experience and
worldview.

The literature review has shown that variation in perception and
among the effects of obstacles on a firm’s performance exists not only
across different countries or regions of the world, but also within one
country across different types of firms. Therefore, the findings are not
easily generalisable and further research within a specific country and
sector should be conducted in order to explain the variation and allow
for the possibility of generalisations.



43 THEORETICAL FRAMEWORK AND
DEVELOPMENT OF HYPOTHESES

In the following section, | will present my hypotheses based on theories
and findings from the literature. The hypotheses will be tested later in
Section 4.5.

The business environment, as a combination of policies, institutions,
physical infrastructure, human resources, and geographic features, can
influence the efficiency of firms and industries and encourage invest-
ments; it can play a key role in the stability and security of a firm's future
(Eifert et al., 2005; Dethier et al., 2008).

‘Institutions are the rules of the game in a society or, more formal-
ly, are the humanly devised constraints that shape human interaction.
In consequence they structure incentives in human exchange, whether
political, social, or economic’ (North, 1990). Institutions include formal in-
stitutions such as rules and laws and informal ones such as norms of be-
haviour, conventions, codes of conduct, and enforcement mechanisms.

Institutions are ‘rules and accompanying sanctions that can make in-
teractions less risky and more predictable’ (Groenewegen et al., 2010). In-
stitutions are meant to reduce uncertainty and increase the predictability
of behaviour of all participants in the transaction. Institutions also impose
certain constraints on the behaviour of actors and provide enforcement
mechanisms to prevent any behaviour that might harm others. When the
institutions are non-transparent and the rules on the market are unclear,
it leads to information asymmetries which some actors may use for their
own advantage at the expense of others. Motives behind non-transpar-
ent institutions can be to protect the vested interests of powerful interest
groups which results in lower economic welfare for the society (reduction
in social surplus, deadweight loss).

Non-transparent institutions increase uncertainty, and dealing with
uncertainties leads to higher transaction costs. Uncertainties make inves-
tors reluctant to invest, i.e. lead to lost development opportunities in the
sector.



Enforcement mechanisms are very important for resolving disputes
that occur during business transactions. When legal institutions are weak
or non-existent and enforcement mechanisms are not in place, it can be
challenging to resolve disputes. It imposes additional costs on firms to
make sure the other party commits to an agreement.

There are many ways a state can affect the operation of a firm: uncer-
tainty and risk, as a result of unpredictable policies, protection of property
rights, compliance costs, taxation, bureaucratic procedures, security (law
enforcement, incidence of crime and corruption). All these are important
elements of the business environment that affect the activity of the firm
and investors’ intentions to invest and the state plays a determining role
in the creation of a favourable business environment.

Effective regulation can address market inefficiencies, whereas uncer-
tainty and unpredictable policy changes have ‘a statistically significant
negative effect on the investment growth’ (Kaufmann et al., 2003).

The excessive number of permits and approvals that businesses need
to obtain increase compliance costs, and the process to obtain the re-
quired documents can be time consuming. Exporters dealing with cus-
toms services, sometimes need to obtain export licenses and might face
additional costs to get things done.

Thus, | will test whether exporters are more likely to name
corruption as a major constraint.

It is assumed that state-owned and privatised (ex-state) firms have
direct links, some formal ties, to the state due to their current or former
ownership status (Hellman et al., 2003). Therefore, they might be more
prone to suffer from political instability, due to their dependence on their
connections to the state.

Therefore, it is necessary to look at whether state-owned

and ex-state companies show a higher probability to re-
port political instability as major constraint compared to initially private
firms.

Not only the government may shape the business environment, but
companies are capable of this as well. A firm can interact with the state in
different ways, in the form of influence and state capture, as mentioned



in the literature review. State capture is the capacity of private agents
to affect policies and regulations according to their business interests
through non-transparent methods and illicit payments (Hellman et al,
2000; Slinko et al., 2002), whereas influential firms derive their power from
their firm size, and state ownership without necessarily private payments.

In the context of this theoretical framework, | will investigate whether
firms that might have influence due to their size or close relations with
the government experience obstacles differently compared to others.
Both large and state-owned firms control more resources and are more
likely to belong to a group of influential firms and they can successful-
ly bargain for investments, loans, attractive interest rates and lobby tax
breaks.

Thus, the hypothesis to be tested is: Larger firms show
a lower probability to report access to finance and tax
rates as major obstacles compared to smaller enterprises.

Originally private firms that do not have strong ties with the state, or
small enterprises are less likely to be influential, and possibly more likely
to pay bribes to deal with the regulatory framework.

Therefore, | will test the hypothesis that originally private

firms or small firms are more likely to consider corruption
as a serious constraint, and that they are more likely to make irregular
payments and gifts more frequently.

In their work, Hellman and Schankerman (2000) claim that bribes are
a substitute for state control over the company’s decision-making pro-
cesses. Hellman et al. (2000) find that small, new private firms pay larger
bribes as a percentage of their revenue and more frequently than large
state firms; medium-sized and privatised firms, which were formerly
state-owned are in between those two groups. On the contrary, state-
owned firms spend more time dealing with governmental regulations
(‘time tax’) than privatised or originally private firms.

To check whether their findings still hold, the hypothesis
that state-owned companies show a higher probability
to face a larger‘time tax’ will be tested.



Another issue discussed in the literature with regards to the interac-
tion between the state and the agents is the theory of exit and voice intro-
duced by Hirschman (1970), which was intensively applied to migration
issues and in corporate governance studies. There are two main types of
activist reactions to discontent with organizations to which one belongs
or with which one does business: either to voice one’s complaints, while
continuing as a member or customer, in the hope of improving mat-
ters; or to exit from the organization, to take one’s business elsewhere’
(Hirschman, 1978).

Yakovlev (2006), in his study, uses the concept of exit and voice in his
explanation of the development of business-state interactions in Russia.
The ‘exit’ strategy means keeping a distance from the state. The author
suggests that the ‘development of independent private business in Rus-
sia can, to a certain degree, be regarded as an implementation of an “exit”
strategy’ Alternatively, firms strive to change the ‘rules of the game’ in
line with their own interests and closely integrate with the state in order
to get special preferences and maximise their profits (Yakovlev, 2006).

In the context of this study, ‘exit’ means leaving the market if the firm
is not satisfied with the given institutional environment, ‘voice’ describes
the option of articulating the problems and barriers, and attempting to
make changes in the institutional environment. Firms exiting the sample
cannot be observed due to the cross-sectional type of data. However, for-
eign firms or firms with dependencies in other countries face lower op-
portunity costs of leaving the market than domestic firms. Foreign-owned
companies might receive loans from their parent companies. Thus, the
hypothesis to be tested is:

Foreign-owned firms show a lower probability to report
any problem as a major obstacle compared to domestic
private enterprises.

Any special preferences in the form of tax concessions, waivers of
social contributions, or government underwriting are considered as soft
budget constraints, a term introduced by Kornai (1998). The softness of
the budget constraint is related to the type of property rights. Private
ownership is associated with hard budget constraints, whereas state



ownership is very prone to use state financial resources to bail-out firms
with state ownership (Kornai, 1998).
Hence, the hypothesis to be tested is: state-owned com-
panies show a lower probability to report finance and tax
rates as major constraints than privately-owned firms.
Long-distance trade incurs higher transportation costs and possibly
higher coordination costs.
Therefore, it is expected that companies located in coun-
tries with a larger territory and a greater distance to
markets will show a higher probability to perceive transport as a severe
problem.
It is also assumed that exporters are more dependent on
transport compared to other firms and are more likely to
consider transport as a major obstacle.

44 DATA AND METHODOLOGY

Description of data sets

For the analysis of the obstacles for grain export, | use three different
datasets. First, interviews with grain traders were conducted within the
GERUKA and AGRICISTRADE projects. Due to a small sample size, these
two datasets will be used for a qualitative analysis. To see whether the
results are generalisable for a larger sample and to make a more com-
prehensive analysis of the obstacles, | use the BEEPS survey’s food sec-
tor subsample for an econometric analysis. The food sector is the closest
to the agriculture sector, provided in the BEEPS database. Moreover, the
guestionnaires for the GERUKA and AgriCISTrade surveys were based
on the BEEPS, therefore the results from three datasets are somewhat
comparable.



Interviews with grain exporters

Within the GERUKA project ( http://projects.iamo.de/en/geruka/home.html ),
| conducted interviews™ with 13 Russian, Ukrainian and Kazakh grain ex-
porters, as well as five expert interviews with representatives from asso-
ciations in the grain sector and one certification company. The interviews
in Ukraine were held in May 2013, and those in Russia and Kazakhstan
took place in May-June 2014. The dataset does not represent a random
sample. Grain exporters were approached at business conferences and
via direct contacts, but only a few agreed to participate in the survey. | am
aware of the possible selection bias, because smaller exporters might not
be able to afford the conference fee, or may be located at a greater dis-
tance from the conference venue.

Most of the companies are not involved solely in exporting activities,
some of them produce grain themselves and some are engaged in grain
processing. Most of the companies also have their own storage facilities.

Four out of the five respondents from Ukraine belong to the top 10
largest Ukrainian grain exporters. The companies interviewed in Russia
and Kazakhstan represent both large and medium grain exporters.

In spring 2016, additional answers were collected within the
AGRICISTRADE project ( http://www.agricistrade.eu/ ). These answers will
be discussed separately to catch the changes that happened over the
2-3 year period. In total, nine companies involved in grain trading activi-
ties were surveyed in the study area: four in Ukraine and five in Russia. The
questionnaires were distributed via local research partners. According to
the project report, ‘the sampling procedure had to be adapted to local
conditions and does not represent a random sample. Furthermore the
response rate was very low’: in Ukraine the questionnaires were sent to
more than 100 companies in the grain, meat and dairy sectors but the
response rate was very low.

There is an overlap (one company) between the two surveys, there-
fore, | won't combine the answers into one dataset. Due to the small

13 The questionnaire can be found in Annex 5.
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sample size, these two datasets will be used for a qualitative analysis, not
for an econometric analysis.

Business Environment and Enterprise Performance Survey

For an econometric analysis, data from the 2012-2013 Business Environ-
ment and Enterprise Performance Survey is used ( http://www.enterprise
surveys.org ). According to the implementation reports, the data was col-
lected in Ukraine, Russia and Kazakhstan by the World Bank and EBRD
using a stratified sampling method on three levels: industry, establish-
ment size, and region. According to industry stratification, the universe
was stratified into one manufacturing industry, and two service industries
(retail, and other services) in Kazakhstan and Ukraine, and into eight man-
ufacturing industries and seven service industries in Russia. Size stratifi-
cation was defined as the following: small (5 to 19 employees), medium
(20 to 99 employees), and large (more than 99 employees). Regional
stratification was defined in five regions throughout Ukraine and Kazakh-
stan and in 37 regions in Russia. To create a food sector subsample, | used
the variable ‘industry screener sector; and any observations not related
to the food sector were dropped. To clean the data, the answers ‘don’t
know’ or ‘refuse to answer’ were replaced by missing values.

Additionally, | operationalised ownership in the following way: state-
owned (more than 50% owned by the state), foreign-owned (more than
50% owned by foreign individuals), and with private domestic ownership.
| operationalised firm origin as originally private (from the start), priva-
tised (formed by privatisation of the former state-owned firms) and other
(joint-stock companies, state-owned companies etc.). Exporter status
was made as a binary variable. Here, the firm is considered as exporting
if the share of direct exports is 10% or more of sales (Enterprise Surveys).

The sample covers 317 enterprises involved in the food sector in Rus-
sia, Ukraine and Kazakhstan. Detailed information on the sample compo-
sition is provided in Table 11. The majority of the respondents consists of
originally private, non-exporter firms.
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Table 11: Sample composition of BEEPS food subsample

Country

Russia Ukraine Kazakhstan

Total N 130 100% 149 100% 38 100%
Firm origin: 92 71% 97 65% 34 89%
Originally private

Firm origin: Privatised 29 22% 37 25% 2 5%
Firm origin: Other (state-

owned,Jc?mt venture 9 7% 15 10% 2 5%
with foreign partners,

private subsidiary etc.)

Ownership: State-owned 3 2% 0 0% 0 0%
Ownership: 5 4% 7 5% 4 1%
Foreign-owned

Ownership:

Owned by private 122 94% 135 91% 34 89%
domestic individuals

Location: Capital city 5 4% 17 1% 1 3%
Location:

Other big city (with 11 85% 61 41% 21 55%
population over 250,000)

Exporter 12 9% 1" 7% 6 16%
Firm size: Small 26 20% 57 38% 13 34%
Firm size: Medium 56 43% 59 40% 15 39%
Firm size: Large 48 37% 33 22% 10 26%

Source: own compilation

Potential problems with perception-based dataset

There are potential problems that might arise from the perception-based
data. Individual perceptions might not reflect the current state of the
obstacles, but rather compare them with a subjective vision of ‘how it



should work/how it should be; and this vision might vary depending
on the initial condition, individual experience and worldview. Therefore,
different scores on the obstacles might reflect either the heterogeneous
conditions in a country or the subjective perception of the situation.

Despite these issues, | will be using datasets with perception-based
data as these perceptions are based on the experience of firms and it
is difficult to find other types of data to answer questions on obstacles.
Moreover, | am using three different datasets to verify my results. The
number of observations in each survey is presented in Table 12.

Table 12: Summary of the three data sets

Country Russia Ukraine LEYEIGHEN
GERUKA survey 3 5 5
AGRICISTRADE survey 5 4 -
BEEPS 130 149 38

Description of methods

Interviews with grain traders will be used for the qualitative analysis of
the business environment in the grain export of the countries of inter-
est, and the main obstacles for grain export will be identified in the RUK
countries. It will be complemented by the econometric analysis of the
BEEPS survey where the effect of the firm characteristics on the percep-
tion of obstacles will be tested. Given that the dependent variables for
the perception of obstacles are categorical, ordered probit models are
used for these regressions.

A linear regression model could not be used because the assump-
tions of the model would be violated. A linear regression implies that the
difference between categories 3 and 4 is the same as 2 and 3, while ‘in
fact they are only a ranking’ (Greene, 2008).



Firms rated five major obstacles on a scale from No obstacle, Minor obsta-
cle, Moderate obstacle, Major obstacle to Very severe obstacle.
So, the model for the five major obstacles has the following form:

(Lify; <
2ifa; < yf < ay
yi*=x{,8—£iwhereyi=!3ifazsy{‘ < ag
L4ifa3Syi*Sa4
Sifas < y;

‘Time tax’ and ‘spread of bribery’ had six response categories. For ‘time
tax’ the question asked: ‘In a typical week over the last year, what per-
centage of total senior management’s time was spent on dealing with
requirements imposed by government regulations?’ and the response
categories were: No time was spent, 1 to 5%, 6 to 10%, 11 to 25%, 26 to
50%, and More than 50%.

For ‘spread of bribery’ the question was: ‘Thinking about officials, would
you say the following statement is always, very frequently, frequently,
sometimes, seldom or never true? It is common for firms in my line of
business to have to pay some irregular ‘additional payments or gifts’ to
get things done with regard to customs, taxes, licenses, regulations, ser-
vices etc.’and the response categories were: Never, Seldom, Sometimes,
Frequently, Very frequently, Always. For these two questions the model
looks like the following:

{11'/[3’1‘*Sa1
|2ifa1Syi*Sa2
P _ Bifa, < yf < a3
yi =xp EL'Whe?‘eJ’i—{4#%Syl*Sml
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where y; is unobserved, x represents the vector of explanatory variables,
and [ is the vector of coefficients that is being estimated together with
a, a, o, o, and a..



For a number of reasons, the use of simpler econometric models is
not appropriate and results in inconsistent outcomes. First, the discrete
nature of the dependent variable limits the choice of econometric mod-
el. Second, simpler models would result in the loss of information. For
instance, a binary probit model requires converting categorical variables
into binary indicators, which might result in the loss of some important
details. The choice of the conversion strategy to binary indicators is also
questionable, because if the responses ‘No obstacle’ are placed in one
group and all other responses are placed in another group, it would re-
sult in very unevenly distributed responses. If the answers ‘No obstacle;
‘Minor obstacle;, and ‘Moderate obstacle’ are placed in one group and
‘Major obstacle’andVery severe obstacle’in another group, it would pro-
vide room for data manipulation and would not make the interpretation
of the results easier. A count data or multinomial logit/probit models are
not used because the critical information contained in the ordering of the
categories of the dependent variable would be lost. An ordered logistic
regression could have been used instead of the ordered probit model as
both models produce similar results, but the interpretation of the coeffi-
cients is different.

After the estimation of the models, marginal effects will be calculat-
ed. The marginal effect in the ordered probit model is specific for each
answer category, and there is no single marginal effect. To avoid over-
loading the reader, in Table 19 | present the marginal effect for only one
answer category. For five major obstacles, the marginal effect shows the
probability of assessing them as a major obstacle. In the case of Time tax,
the marginal effect shows a probability of being in the group that an-
swers: 26 to 50%. In the case of the Spread of bribery, it is a probability of
being in the group answering: frequently.

14 https://stats.idre.ucla.edu/stata/dae/ordered-logistic-regression/
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4.5 RESULTS

In this section, a descriptive analysis of the obstacles faced by grain trad-
ers and the food sector of Russia, Ukraine and Kazakhstan will be pre-
sented first, followed by the econometric analysis of the BEEPS to find the
determinants motivating the perception of the obstacles.

45.1 Descriptive analysis of the obstacles

Table 13 presents the major obstacles faced by grain traders (GERUKA
and AGRICISTRADE surveys) and the food sector (BEEPS). The obstacles
named by respondents in all three surveys are as follows: tax rates, cor-
ruption/bureaucracy, political instability and transport. These results
are in line with earlier findings by Brunetti et al. (1997) and Hellman and
Schankerman (2000), showing that firms in the CIS countries still face
similar problems as almost two decades ago.

Brunetti et al. (1997) discovered that tax regulations and/or high taxes
were named the most important obstacle for doing business in CIS coun-
tries, followed by policy instability and corruption obstacles. Hellman and
Schankerman (2000) found that taxes and regulations, exchange rate, in-
flation, finance and policy instability were among the major obstacles for
the operation and growth of business in Russia, Ukraine and Kazakhstan.

Corruption and bureaucracy

Corruption and bureaucracy were named among the five major obsta-
cles by Ukrainian and Russian exporters in the GERUKA survey, but the
mean value of the responses was higher in Ukraine (Figure 22). Whereas,
in Ukraine, exporters reported that informal gifts or payments were often
expected/required to obtain veterinary or phytosanitary certificates or
during inspections, unofficial payments in Kazakhstan were only neces-
sary if the company wanted to speed up the process, and if the company



Table 13: Summary of the major obstacles according to the three datasets

Rank// GERUKA AGRICISTRADE BEEPS

N=13 N=9 N=317
/Years 2013-2014 2016 2012-2013
=Emll Grain exporters Grain exporters Food sector
group

RUSSIAN FEDERATION

1 Contract enforcement Customs Tax rates

2 Access to transport Certificates Transport

3 Lack of qualified workers (3) Political instability Access to finance

4 gc))rruptlon/ bureaucracy Corruption/bureaucracy Electricity

5 Tax regulation (3) Taxes Corruption

Access to credits

Quality of railway transport

Certification requirements Corruption/bureaucracy Tax rates

and permits
2 Railway transport Political instability (2) Corruption
3 Political instability Taxes (2) Political instability

Quality of railway trans-

port (3) Access to finance

4 Corruption/bureaucracy

5 Lack of qualified workers Customs (3) Informal competitors
Access to transport (4)

Contract enforcement (4)

Certificates (4)
1 Contract enforcement Electricity
2 Lack of qualified workers (2) Corruption
3 Tax regulation (2) Transport
4 Quality of railway transport Access to finance
5 Quality of storage/elevators Tax rates

Note: Obstacles in bold are common in all three datasets, obstacles in italics are common for at least two datasets. If the
mean values of the answers are the same for several obstacles within one survey, their‘shared’ rank is written in brackets.
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Figure 22: Mean values of exporters’ responses to the barriers for grain export in Russia, Ukraine and
Kazakhstan, top five obstacles (GERUKA, 2013-2014)

Source: GERUKA survey

was able wait the official period for getting the documents, no additional
payments were required. According to the AGRICISTRADE survey, corrup-
tion and bureaucracy still remained high on the agenda of grain export-
ers in 2016. In Ukraine, grain traders ranked it the highest.

The problem of corruption in the RUK countries is not recent. Hellman
etal. (2000), in their analysis of the 1999 BEEPS survey, showed that nearly
40% of firms surveyed in Ukraine agreed that it is common for firms to
pay ‘additional payments’to get things done. More than 30% of firms in
Russia and around 27% of respondents in Kazakhstan also agreed with
that statement. Overall, nearly 70% of companies in Russia and Ukraine
and slightly more than 70% of firms in Kazakhstan admitted that they
have at some point paid bribes. The major share of bribes paid by the RUK
countries were spent on dealing with issues related to licenses and taxes.



Using the 2012-2013 BEEPS data, | found that around 35% of firms in
the food sector in Ukraine rate corruption as ‘very severe’or a‘major ob-
stacle’ (Table 16). The shares of such enterprises in Russia and Kazakhstan
are around 26% and 22% respectively.

As can be concluded from the three surveys, both grain traders and
food enterprises suffer from corruption and bureaucracy. The problem
seems to be most critical in the agri-food sector of Ukraine.

The negative effects of corruption are widely known: it discourages
domestic and foreign direct investments, and has adverse effects on the
country’s economic growth and the productivity of firms (Jensen et al.,
2010). Corruption not only increases the cost of doing business, it makes
it highly unpredictable and damages the image of the institutions. Ac-
cording to the Business Environment and Enterprise Performance Survey,
still around 10% of the responding firms frequently make informal gifts
or payments to deal with customs and courts. The most widespread type
of bribery is to deal with taxes; one-fifth of the firms in Ukraine reported
that they frequently make informal gifts or payments to deal with them.

Table 14: Frequency of informal gifts/payments for the following purposes
(percentage* of firms responding ‘frequently; ‘very frequently; ‘always’)

Russia Ukraine Kazakhstan

To deal with 9.65% (N=114) 10.92% (N=119)  15.15% (N=33)
customs/imports

To deal with courts  6.09% (N=115) 9.32% (N=118) 15.15% (N=33)

To deal with taxes

and tax collection 9.32% (N=118) 20.8% (N=125) 15.15% (N=33)

*Shares refer to the total number of answers, excluding the ‘don’t know’ category.

Survey question: ‘Thinking now of unofficial payments/qifts that establishments like this one would make in a
given year, please tell me how often would they make payments/qifts for the following purposes’— Response
Categories: Never, Seldom, Sometimes, Frequently, Very frequently, Always.

Source: own calculation based on 2012—2013 BEEPS survey



In 2012-2013 BEEPS survey, firms were asked to what extent the following
practices have had a direct impact on their business:

- private payments/gifts to parliamentarians;

« private payments/gifts to government officials;

« private payments/gifts to local/regional officials.
The data makes it possible to report the proportion of firms in the sample
‘affected’ by state capture. As it can be seen from Table 15, firms suffer
mostly from state capture at the regional level; around 15% of firms in
Ukraine and Kazakhstan and nearly 6% of Russian companies reported
that payments to local officials had a significant impact on their estab-
lishments. Hellman and Schankerman (2000) reported that, in 1999, more
than 30% of the firms in Russia and Ukraine and more than 10% of the
enterprises in Kazakhstan were significantly affected by the sale of leg-
islation at the national level (parliamentary votes, presidential decrees).

Table 15: Percentage of firms affected by state capture
(share* of firms responding ‘major impact; ‘decisive impact’)

Russia Ukraine Kazakhstan
Private paymentsto 3 5,9 (y_102) 6.48% (N=108) 3.13% (N=32)
parliamentarians
Private paymentsto ¢ 00 (y_100) 7.55% (N=106) 6.25% (N=32)
government officials
Private paymentsto g g0, (\_102) 15.39% (N=117) 15.15% (N=33)

local/regional officials

*Shares refer to the total number of answers, excluding the ‘don’t know’and‘does not apply’ categories.

Survey question: ‘It is often said that firms make unofficial payments/gifts, private payments or other benefits to public offi-
cials to gain advantages in the drafting of laws, decrees, regulations, and other binding government decisions. To what extent
have the following practices had a direct impact on this establishment?” — Response Categories: 1—No impact, 2—Minor
impact, 3 — Moderate impact, 4 — Major impact, 5 — Decisive impact.

Source: own calculation based on 2012—2013 BEEPS survey



Tax regulation

Tax regulation is also among the major problems for grain exporters. As
reported by Kazakh exporters, VAT is reimbursed only partially and re-
imbursement takes a very long time. There are companies that receive
VAT reimbursement automatically, but it is very hard to become one of
those companies, and ‘sometimes it is behind the legislative framework’
(Exporter 9; Exporter 10; Expert interview 1, Kazakhstan 2014).

In Russia, according to the expert, it was hard to get any VAT reim-
bursements 5-6 years ago, but now the problem of VAT reimbursement
can be solved by a 2% bribe (Expert interview 4, Russia 2014).

For companies in the food sector of Russia and Kazakhstan, tax regu-
lation ranks even higher than for grain exporters. Tax rates were found to
be a major problem for around 50% of food manufacturing enterprises in
Russia, 38% in Ukraine and 8% in Kazakhstan (Table 16).

Political instability

In 2013-14, political instability was an issue that was ranked high only
by Ukrainian grain exporters. They suffered from political instability™
(answers collected in May 2013) more than their colleagues in Russia and
Kazakhstan. As they reported, it was hard to predict the government’s
next steps with regards to grain market regulation. Therefore, negotia-
tions between grain traders and the government in the form of a Memo-
randum of Understanding (MoU) were considered to be the most effec-
tive way of regulating the grain market, since an MoU includes adequate
limits that are revised from time to time when yield and stocks informa-
tion is updated. Amendments to the Memorandum are made through-
out the year because at the beginning of the marketing year no one has
a clear overview of the stocks farmers, mills, and bakeries have and how

15 Here, political instability means instability of fiscal, agrarian, and trade policies, etc., not the political crisis
and Euromaidan revolution which started later that year.



much grain is stored at non-certified elevators. This Memorandum allows
the situation on the grain market to be predicted and for a company to
plan its own operations (Exporter 2, UA 2013). The company may sell grain
in accordance with the contracting and stops procurement when the ex-
port of grain from Ukraine is close to the limit indicated in the Memoran-
dum (Exporter 3, UA 2013).

Political instability still remained high on the agenda of Ukrainian
grain exporters in 2016 and Russian grain exporters reported it as the
third major obstacle for doing business which might be explained by
the grain export regulations implemented by the Russian government
in 2015-2016, and prior administrative barriers to export (for more details
check Section 2.2).

Among food manufacturing firms, again only respondents in
Ukraine ranked it among the top five major obstacles for doing business
(Table 16). Analysis of the 2012-2013 BEEPS data shows that around 27%
of firms in Ukraine reported political instability as a significant constraint,
followed by nearly 19% of firms in Russia and around 3% in Kazakhstan.
As it can be seen, the situation has reversed over the last decade, consid-
ering the study by Hellman et al. (2000). They found that the rules, laws
and regulations were the least predictable in Kazakhstan and economic/
financial policies were quite unpredictable in Russia, while in Ukraine the
situation was better where around 20% of the firms reported that the
policies, rules and regulations were predictable. Similar results were re-
ported by Brunetti et al. (1997) where almost 80% of entrepreneurs in
the CIS countries complained about unpredictable changes in rules and
policies which seriously affected their business. The authors also found
that during the first five years of transition, the predictability of laws and
policies increased only in one out of the ten surveyed CIS countries.

Transport

In 2013-2014 Russian, Ukrainian and Kazakh grain exporters named
transport among the top five obstacles: both access to transport and



its quality impeded the operations of grain traders. Transport problems
were ranked higher in Russia and Ukraine compared to Kazakhstan. In
2016, the quality of railway transport was ranked third, while access to
transport was ranked fourth among Ukrainian grain exporters (Figure 23).
For Russia, the problem of transport did not appear in the top five list.

In Ukraine, exporters complained mainly about the lack of wagons.
The fleet of wagons needs to be expanded and renewed because ‘the
average age of the grain hoppers is 27 years, while the standard oper-
ation period is 30 years’ (World Bank Group, 2015). As reported by the
World Bank Group (2015), rail accounted for 61% of grain transportation
in Ukraine, 36% of grain was transported by road and only 3% by river
transport.

The lack of rail-cars could be compensated by the acquisition of com-
pany-owned rail-cars, but there are several threats connected to this.
Traders are discouraged to invest in private rail-cars because they do not
know what the rules of the game will be tomorrow. They do not know if
they will be allowed to transport their grain in their rail-cars using tracks
that belong to the state company Ukrzaliznytsya. Thus, a clear-cut regu-
lation highlighting this issue is needed (Exporter 3; Exporter 9, Ukraine
2013). Moreover, the railway tariffs for private rail-cars are higher. ‘Tariffs
for the use of private hoppers are USD3-7/tonne higher than for UZ
hoppers’ (World Bank Group, 2015).

In Russia, access to rail transport is problematic, as reported by the
respondents in 2014, and the company is required to apply for rail trans-
portation at least one month in advance. Previously it was 45 days in ad-
vance. If only one rail-car out of 10 arrives at the place of shipment, the
contract is considered to be executed, but the company has to wait for
another nine rail-cars or locomotives and must pay money for the idle
time (Expert interview 4, Russia 2014).

Kazakh exporters complained about the shortage of rail-cars in the
bumper-harvest years, the bad quality of the rail-cars, and the high tariffs
which were set by KazAstykTrans, the Russian-Kazakh limited partnership
company (50% of shares belong to the Food Contract Corporation, and
50% to Promtrans) (Exporter 10; Expert interview 2, KZ 2014). Another



issue with the rail-cars arises sometimes after the rail-car is already load-
ed and prepared for shipment when it appears that in the database of the
railways this rail-car is to be disposed of and no longer exploited (Expert
interview 3, KZ 2014).

For food manufacturing companies, the situation is slightly different
from the grain exporting sector. Food enterprises in Ukraine do not name
transport among the top five obstacles, although for 11% of them it is
a major or very severe problem. In Russia, this percentage is almost three
times higher, and around 29% of respondents perceived transport as
a major or very severe problem, compared to 16% in Kazakhstan.

Contract enforcement

In 2013-2014, contract enforcement was reported as a major obstacle by
grain exporters in Kazakhstan and Russia (GERUKA survey). As mentioned
by one of the interviewees, contract enforcement was problematic on
the supply side: international traders fulfil their obligations according to
the contracts, but small farmers do not always deliver goods. This incurs
a fine, but it often happens that the farmers have neither the money to
pay the fine nor goods to deliver (Exporter 6, Russia 2014).

This is also a reason why contracts are mainly made on the spot mar-
ket, because if the forward contract is concluded at a price that is higher
than the current market price, then traders try to forget about the con-
tract. And if the price in the contract is lower than the current market
price, then farmers avoid fulfilling the contract (Expert interview 4, Russia
2014). Therefore, forward contracts with wheat suppliers are not wide-
spread in these countries. Russian exporters purchase 80-100% of grain
on average at the spot market.

In 2016, contract enforcement was ranked the fourth major obstacle
by Ukrainian grain exporters (AGRICISTRADE survey, Figure 23). Again in
2016, the companies were asked whether they procure grain at the spot
market or using forward contracts. In all three countries, the preferred
way was to buy grain at the spot market. The main reasons were contract



enforcement problems, delayed grain deliveries and risks related to grain
market volatility. Insights from two surveys of grain exporters reveal that
firms lack trust in forward contracts.

Certification requirements and permits

Whereas certification requirements and permits were ranked the highest
in Ukraine in 2013-2014, they were not mentioned among the five major
obstacles by Russian and Kazakh grain exporters. As can be concluded
from the interviews, the grain certification system in Ukraine was consid-
ered to be a corrupt and fiscal function. Until recently, grain traders also
had to provide quality certificates for grain and products processed from
it. The decision to grant the certificate could take up to three days. Grain
was quality checked at least twice: once at the elevator before loading
for transportation to the port, and the second time during customs clear-
ance when re-loaded onto the ship. Moreover, if one grain parcel was
transported to the port by two trucks, then two certificates were neces-
sary — one for each vehicle. Multiple checks, often lengthy and compli-
cated, increased the waiting time for the rail-cars, because the turnover
of the rail-cars was reduced. The grain quality certificates, which are not
recognised by the importing countries, were perceived as an additional
financial burden for exporters. Thus, the problem of double-certification
came about (in 2013): exporters were required to pass a quality inspec-
tion conducted by the State Inspectorate of Agriculture of Ukraine, as
well as have a separate certification of grain carried out by an indepen-
dent surveyor according to accepted international standards. In contrast
to the grain quality certificate, veterinary and phytosanitary certificates
are accepted in other countries (Exporter 3, UA 2013). In 2014, some certi-
fication procedures including obligatory certification by the State Inspec-
torate of Agriculture of Ukraine were eliminated.

Certification of the storage services for grain and processed products
was also recently abolished. This procedure had to be fulfilled each year,
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Figure 23: Average rating of the obstacles in Russia and Ukraine (AGRICISTRADE, 2016)
Source: AGRICISTRADE survey

although market players lobbied for it to be valid for an unrestricted pe-

riod of time.

The abolishment of an obligatory grain certification allows grain pro-
ducers and traders to save costs during the transaction and decreases
incentives for corruption. This is an important step in facilitating the grain
trade as it decreases the waiting time for the rail-cars and other transport
and leads to the more efficient use of transport. Before the abolition of
these certificates, the Ukrainian Grain Association reported that, accord-
ing to data from Ukrzaliznytsya, a grain rail-car was on the tracks only 15%
of the time, the rest of the time it was either being loaded or unloaded
or was waiting for the documents. Moreover, 50% of the idle time was
caused by the delayed issuance of the grain quality certificate®.

16 https://latifundist.com/novosti/17498-vnutrennyaya-sertifikatsiya-zerna-znachitelno-utrudnyaet-

logistiku--ekspert


https://latifundist.com/novosti/17498-vnutrennyaya-sertifikatsiya-zerna-znachitelno-utrudnyaet-logistiku--ekspert
https://latifundist.com/novosti/17498-vnutrennyaya-sertifikatsiya-zerna-znachitelno-utrudnyaet-logistiku--ekspert

Certification issues became of lesser importance after the elimination
of the obligatory grain quality and grain storage certification and the sim-
plification of other certification procedures as reported by the Ukrainian
grain exporters in 2016 within the framework of the AGRICISTRADE
survey.

Lack of qualified workforce

A lack of qualified workers was reported among the five major obstacles
for doing business by grain exporters in all three countries in the 2013-
2014 (GERUKA survey). As mentioned by one of the interviewees from
Ukraine, a lack of highly qualified specialists is a significant problem and
the process of finding the proper person can take a long time. It was also
underlined that the level of education provided by Ukrainian universities
does not correspond to the requirements of the trading companies. In
Kazakhstan, during interviews with grain traders, the respondents report-
ed that finding qualified personnel is also problematic, but there is a state
programme to improve this. The government provides funding for the
construction of plumbing, roads, schools, hospitals and entertainment
centres to improve the quality of life in rural areas that, in turn, might
attract qualified workers to rural areas (Exporter 13, Kazakhstan 2014).

Quality of storage/elevators

The quality of storage/elevators was reported among the major obsta-
cles by Kazakh grain traders in 2013-2014. Most of the elevators require
investments into the modernisation of the infrastructure (Exporter 11,
Kazakhstan 2014). Moreover, grain theft and the loss of grain quality at
the elevators were common problems for all interviewed Kazakh export-
ers, but the losses were usually very small. Among other storage-related
problems, the contamination of the grain with bugs and harvest mites
during storage was mentioned (Expert interview 3, Kazakhstan 2014).



Customs

In spring 2016, within the framework of the AGRICISTRADE project,
a survey was conducted among grain trading companies in Russia and
Ukraine (Figure 23). The answers revealed that customs were one of the
most prominent obstacles on the way to grain export from Russia which
was a new development compared to the earlier GERUKA survey. It can
be explained by the fact that the Russian government introduced an ex-
port duty for wheat export in February 2015 that remained in force until
September 2016.

Table 16: Top five obstacles in Russia, Ukraine and Kazakhstan (BEEPS survey)

% of firms rating obstacle

Obstacle 0] Mean Median . sy
very severe’, ‘major

Russian Federation

Tax rates 127 2.503937 3 50.39%
Transport 130 1.476923 15 29.23%
Access to finance 124 1.419355 1 26.61%
Electricity 130 1.376923 1 30.77%
Corruption 117 1.324786 1 25.64%
Ukraine

Tax rates 147 1.92517 2 38.1%
Corruption 145 1.882759 2 35.17%
Political instability 147 1.707483 2 26.53%
Access to finance 148 1.331081 1 18.24%
Informal competitors 141 1.283688 1 21.28%
Kazakhstan

Electricity 38 1.552632 1 31.58%
Corruption 37 1.216216 1 21.63%
Transport 38 1.157895 1 15.79%
Access to finance 36 1.027778 1 8.34%
Tax rates 38 0.921053 1 7.89%

Survey question:‘To what degree is . ... (tax rates, corruption, political instability etc.) an obstacle to the current operations of
this establishment?” — Response Categories: 0 — No obstacle, T—Minor obstacle, 2— Moderate obstacle, 3 — Major obstacle,
4—\Very severe obstacle.



During the 2012-2013 BEEPS survey in Russia, Ukraine and Kazakh-
stan, managers of the food manufacturing companies rated the obsta-
cles by their severity from 0 denoting ‘'no obstacle’ to 4 denoting ‘very
severe obstacle’ The results exposed the obstacles that were not so com-
mon for grain exporters, such as access to finance, electricity and infor-
mal competitors.

Access to finance

Nearly 27% of food manufacturing firms in Russia, 18% in Ukraine and 8%
of respondents in Kazakhstan reported that access to finance was a major
or severe problem (Table 16). Among grain exporters, Russian traders in
2016 rated access to credits as the sixth major obstacle. The interviews
showed that exporters that are daughter companies of international
traders do not have problems with access to finance; they can source the
money from their mother companies. Smaller, local exporters complain
more often about problems with access to credits, i.e. finance.

Informal competitors

More than 20% of firms in Ukraine reported that they consider informal
competitors as a very severe or major obstacle for doing business. Com-
panies operating without formal registration try to avoid paying taxes
and pose unfair competition for officially registered firms.



Summary

To sum up the findings from the interviews with grain traders, among the
problems shared by grain exporters in the different countries are:
+ Obsolete railway transport and problematic access to it, especially in
bumper-harvest years;
« Lack of qualified personnel;
« VAT reimbursement in all countries due to delayed or only partial
reimbursement;
- Problems with contract enforcement hindering the development of
forward agreements for grain procurement;
- Corruption for the acceleration of certain procedures, e.g. VAT reim-
bursements etc.
A more detailed outlook of the different dimensions of governance can
be found in Figure 24. From the figure it can be concluded that Ukrainian
exporters in 2013-2014 operated in a less favourable environment than
their competitors in Russia and Kazakhstan, because they rated the ob-
stacles higher on average than Russian or Kazakh exporters.

trgr?:do t 0-no obstacle
Contract enforcement 4p Customs and trade regulation 4 - very severe
Access to transport Political instability obstacle
Lack of qualified workforce Quality of storage/elevators
Corruption/bureaucracy < Thefts and disorder
. Ineffective harvesting
Tax regulation technology
Certification requirements Water transport
Quality of port Lack of long-term
infrastructure contracts = Russia
Accesstocredits  pccessto  Railway transport Ukraine
Kazakhstan

storage/ elevators

Figure 24: Dimensions of governance, by country

Source: data from GERUKA survey, 2013-2014



Comparing the GERUKA and AGRICISTRADE surveys, it can be ob-
served that in 2016 the major obstacles for grain exporters differed from
those in 2013-2014. The ranking of the problems changed over time,
some obstacles were eliminated (obligatory grain quality certification
in Ukraine), while other restrictions were implemented (export duties in
Russia).

The interviews with the grain exporters and the BEEPS survey re-
vealed that both grain exporters and firms in the food sector suffered
from tax rates, access and quality of transport, corruption/bureaucracy
and political instability. Additionally, grain exporters complained of a lack
of qualified workers and contract enforcement problems, while compa-
nies in the food sector struggled more with access to finance. An in-depth
analysis of the determinants of the perception of obstacles in the food
sector may shed light on the determinants shaping grain exporters’ per-
ceptions (Section 4.5.2.).

Inspections

Besides information on major obstacles, grain traders were also asked
about inspections held in their companies, as inspections might serve as
an additional source of corruption in the CIS countries.

Based on the AGRICISTRADE survey conducted in 2016 among Rus-
sian and Ukrainian grain traders, it was found that the main areas where
companies undergo inspections are fire safety and the financial and eco-
nomic activity of the company (Figure 25). Almost all inspections were
foreseen except for inspections in the area of environmental protection
in Russia.

The inspections can be very time-consuming and require resourc-
es that could otherwise be spent more efficiently. One of the largest
Ukrainian grain exporters ‘Nibulon’ publicly provides detailed informa-
tion on inspections conducted in their company since 2011 (more details
are provided in Box 1).
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Figure 25: Number of companies that underwent inspections in the following areas over the last MY
(AGRICISTRADE, 2016) Source: data from AGRICISTRADE survey, 2016

Box 1: Inspections as reported by Ukrainian grain exporter ‘Nibulon’
During 2015, the total number of inspections was 124, which is 60% less
than in 2014.
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Total number of inspections by state authorities during 2011-2015

Source: Nibulon

The figure below shows that the highest number of inspections took place
in the area of fire safety, followed by inspections of financial and economic
activity, and the production and storage of agricultural products. A large
share of the total inspections was unplanned: more than 60% of the



inspections of financial and economic activity and nearly 40% in the area
of agricultural production and storage were not planned.
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Number of planned and unplanned inspections in 2015 by the areas of activities

Source: data retrieved from the website of Nibulon

The total duration of all inspections in 2015 amounted to 370 days, which
is 35% less compared to the previous year. Most of the time was spent
dealing with inspections in the area of financial and economic activity (145
days) and fire safety (100 days). The duration of the inspections in different
areas varied from 1 to 30 days (Nibulon, retrieved on 22.10.2016).
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Duration of inspections in 2015 by area of activities

Source: Nibulon



Attributes necessary for smooth export transactions

Excessive regulations and controls lead to additional financial and time
costs and are considered by exporters as an impediment to their busi-
ness. It is, however, also necessary to determine the factors that contrib-
ute to the smooth running of the export business. Interviewees were
asked to rate five attributes, namely, access to information, compliance
with paper requirements, family/friends, good partners and good social
network, by their importance.

The results show (Figure 26) that good partners and access to timely
information are the most important factors while‘compliance with paper
requirements’was ranked third (AGRICISTRADE survey) or fourth (GERUKA
survey). But, as mentioned by the exporters, usually a combination of all
factors is necessary for the smooth running of the export business.

Compliance with paper requirements

W ACRICISTRADE B GERUKA

Good partners

Access to information

Good social network

Family/ friends

2 3 4 5

Mean value of the answers
1—notimportant 5—very important

Figure 26: Importance of the following attributes for conducting export transactions smoothly

Source: GERUKA and AGRICISTRADE surveys



Sources of market information

As information is very important for doing business, it was relevant to
find out the sources of market information that exporters usually use. In
2013-2014, professional publications and newsletters were at the top of
the list (GERUKA), while in 2016 foreign media occupied the first place
(AGRICISTRADE). In general, the findings can be summarised by a quote
from one of the exporters: ‘There is no universal source of information
they [exporters] can rely on. Each of the agencies is good at some specific
field. Some of them provide good forecasts of the yield and some have
good analyses of price development, etc.’ (Exporter 1, Ukraine 2013), i.e.
exporters use multiple sources of information.

Professional publications/newsletters _ 10
Foreign media | o
Producers and trade associations _ 9
Domestic media _ 9
Consulting agencies/advisors — 8
Colleagues/partners _ 6
Other (own analytics department) _ 3

Figure 27: Sources of information used by grain traders in the RUK countries (GERUKA)

Source: data from GERUKA survey
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Figure 28: Sources of information used by Russian and Ukrainian grain traders (AGRICISTRADE)
Source: data from AGRICISTRADE survey

4.5.2 Determinants of obstacles based on
BEEPS survey analysis

In this section, the results of the econometric analysis undertaken at the
enterprise level are presented. The results of the regression analysis show
how such firm characteristics as exporter status, ownership, firm size and
firm origin affect managers’ perceptions of the major obstacles in RUK,
namely corruption, political instability, tax rates, access to finance and
transport. | also check whether firm characteristics affect the frequency
of paying bribes and the amount of time spent dealing with governmen-
tal officials. Country differences are controlled for by the use of country
dummies.

Below, the frequency distribution of answers between the differ-
ent categories is presented for each of the seven dependent variables
(Figure 29). For four out of the seven dependent variables (corruption,
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Survey question: ‘To what degree is . ... (tax rates, corruption, political instability etc.) an obstacle to the current operations
of this establishment?’ — Response Categories: No obstacle—0, Minor obstacle—1, Moderate obstacle—2, Major obstacle—3,
Very severe obstacle—4.
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For Time tax’the question was: ‘In a typical week over the last year, what percentage of total senior management’s time was
spent on dealing with requirements imposed by government regulations?” and the response categories were: No time was
spent, 1t0 5%, 6 to 10%, 11 to 25%, 26 to 50%, More than 50%.

For ‘Spread of bribery’ the question was: ‘Thinking about officials, would you say the following statement is always, very
frequently, frequently, sometimes, seldom or never true? It is common for firms in my line of business to have to pay some
irregular “additional payments or gifts” to get things done with regard to customs, taxes, licenses, regulations, services etc.”
and the response categories were: Never, Seldom, Sometimes, Frequently, Very frequently, Always.

Figure 29: Frequency distribution of answers

Source: own representation of data retrieved from the Enterprise Surveys
(" http://www.enterprisesurveys.org ), The World Bank
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political instability, access to finance, and transport) the largest share of
answers (around 30-40%) indicates that firms do not consider them as
obstacles for doing business. The median firm considers these obstacles
as minor ones. For the other three dependent variables, namely tax rates,
time tax and the spread of bribery, the distribution of answers between
the categories looks different (Figure 29). The median firm considers tax
rates as a moderate obstacle. The senior management in a median firm
spends 6 to 10% of their time dealing with the requirements imposed by
government regulations. Around one-quarter of the firms reported that
senior management spends more than 25% of their time fulfilling these
requirements. The median firm claims that it is ‘sometimes’ common for
firms in its line of business to have to pay some irregular ‘additional pay-
ments or gifts’ to get things done. Nearly 18% of firms admitted that, in
their business, firms pay bribes frequently or even more often. It should
be noted that the number of observations for each model is different
(Table 17). Firms were more willing to answer questions on transport and
access to finance and the least willing to assess time tax and the spread
of bribery.

The correlation between the obstacles is not very high (Table 18), ex-
cept for the political instability—corruption pair (61%) and the access to
finance-tax rates pair (47%). This indicates that these five obstacles cap-
ture different effects. A relatively high correlation between political insta-
bility and corruption shows that countries with higher political instability
are more prone to corruption. Both political instability and corruption are
relevant in Ukraine, but after checking for a correlation between these
obstacles within each country it was found that they are highly correlated
in Russia as well.



Table 17: Descriptive statistics of the dependent variables

Obstacle Obs Mean Std. Dev. Median
Corruption 289 1.60 141 1
Political instability 295 1.34 1.31 1
Access to finance 298 133 1.30 1
Tax rates 302 2.07 1.36 2
Transport 307 1.19 1.26 1
Time tax 263 2.32 1.50 2
Spread of bribery 279 2.51 1.30 3

Survey question: ‘To what degree is ... . (tax rates, corruption, political instability etc.) an obstacle to the current
operations of this establishment?” — Response Categories: No obstacle—0, Minor obstacle—1, Moderate
obstacle—2, Major obstacle—3, Very severe obstacle—4.

For ‘Time tax’ the question was: ‘In a typical week over the last year, what percentage of total senior manage-
ment’s time was spent on dealing with requirements imposed by government regulations?” and the response
categories were: No time was spent—0, 1 to 5%—1, 6 to 10%—-2, 11 to 25%-3, 26 to 50%—4, More than
50%-5.

For ‘Spread of bribery’ the question was: ‘Thinking about officials, would you say the following statement is
always, very frequently, frequently, sometimes, seldom or never true? It is common for firms in my line of busi-
ness to have to pay some irreqular ‘additional payments or gifts’ to get things done with regard to customs,
taxes, licenses, requlations, services etc.”and response categories were: Never—1, Seldom—2, Sometimes-3,
Frequently—4, Very frequently—5, Always—6.

Source: own representation of data retrieved from Enterprise Surveys
(" http://www.enterprisesurveys.org ), The World Bank

Table 18: Correlation between the obstacles across the three countries

. Political Access to

Taxrates Corruption instability finance Transport
Tax rates 1
Corruption 0.3802 1
Political
instability 0.3056 0.6054 1
fecessto 04721 03498 0313 1
nance
Transport 0.2741 0.1955 0.1748 0.2577 1

Source: own calculation using data retrieved from Enterprise Surveys

(" http://www.enterprisesurveys.org ), The World Bank
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The likelihood ratio test provides the estimate of goodness of fit for
the models. It shows that in the model with access to finance as the de-
pendent variable, the hypothesis that all regression coefficients in the
model are equal to zero, cannot be rejected.

I will start presenting the results of the regression analysis by answer-
ing the question: what types of enterprises suffer the most from corrup-
tion. The results of the empirical analysis (Table 19) show that companies
with foreign ownership consider corruption as a smaller constraint, rela-
tive to domestic privately owned firms. The fact that foreign-owned firms
demonstrate a negative and significant association with the perception
of corruption as an obstacle might be explained by Hirschman’s exit and
voice theory. The probability of assessing corruption as a major obstacle
is 9% lower for foreign-owned entities. The foreign enterprises have the
option to‘exit’and can leave the market while domestic companies can-
not pursue an exit strategy, and therefore are more vocal. The perception
of corruption is not significantly related to exporter status, size or origin
of the firm. It appears that the major drivers of corruption are captured
in the country dummies. Companies in Ukraine are more likely to suffer
from the corruption obstacle compared to the firms in Kazakhstan or Rus-
sia. The probability of assessing corruption as a major obstacle is 7% low-
er for firms located in Russia and 8% lower for companies in Kazakhstan.

Predictability of the institutional and policy environment is one of the
most important public goods that the state can provide for business en-
tities (Hellman et al., 2000). Political instability, together with corruption,
produces large disincentives for investment. Policy instability includes
different dimensions such as: predictability of economic and financial
policies; predictability of change in regulations, rules and laws; and con-
sideration of business views in the formulation of policies.

A negative sign of the coefficients reflects the negative relationship
between the explanatory variables and the perception of the constraint
as a major obstacle. The results for the political instability constraint are
consistent with the results for corruption. For Russia and Kazakhstan,
firms show respectively a 7% and 14% lower probability than in Ukraine
to report political instability as a major obstacle, implying that political



instability is more likely to be perceived as a larger obstacle by enterpris-
es in Ukraine.

Private enterprises receive less state support than state-owned ones,
therefore enterprises that were established as private ones from the
very beginning (originally private) are less likely to be affected by pol-
icy changes and the probability of them perceiving political instability
as a major obstacle is 7% lower than the reference group. The sample
contains only 26 reference cases which include six firms that were estab-
lished as state-owned, nine as private subsidiaries of state-owned com-
panies, five as joint ventures with foreign partners and six firms of other
origin. Fifteen of them are located in Ukraine, two in Kazakhstan and nine
in Russia. Alternatively, private enterprises might have lower expecta-
tions as they encounter problems continuously. Thus, they rate existing
obstacles lower than other entrepreneurs which might expect different
conditions.

The coefficients for the ownership, exporter status and size of the
firm are not statistically significant. Thus, the results do not support the
hypothesis that exporters, state-owned, large or medium firms are more
likely to perceive political instability as a major obstacle. In my opinion,
however, firms in close relationship with the government (state-owned
and ex-state) are more dependent on the state and, therefore, can be more
sensitive to policy changes. Large standard errors of the state ownership
coefficient can be explained by a sample selection problem, as only three
state-owned companies are presented in the sample, all from Russia.

The LR test statistic of the model with ‘access to finance’ as the de-
pendent variable shows that the null hypothesis that all coefficients in
the model are equal to zero cannot be rejected. It might still be useful to
check the signs of the large coefficients. Contradictory to my expectation
that state-owned companies might enjoy soft budget constraints and
perceive access to finance as a smaller obstacle, they turned out to have
a higher probability to perceive access to finance as major obstacle. Not
surprisingly, foreign ownership is negatively related with the access to
finance obstacle. Usually firms with foreign capital can receive loans from
their mother companies.



Table 19: The effect of firm characteristics on obstacle severity

Corruption Marginal effects iPnoslti;ilg?IIity Marginal effects
Russia —0.504*** —0.0771%** —0.492%** —0.0771%**
Std. Err. 0.142 0.020 0.140 0.021
Kazakhstan —0.564*** —0.079*** —1.002%** - 144%**
Std. Err. 0.208 0.029 0.231 0.036
Exporter 0.218 0.030 —0.045 —0.006
Std. Err. 0.235 0.033 0.243 0.035
State-owned —0.288 —0.040 —-0.577 —0.083
Std. Err. 0.806 0.113 0.718 0.103
Foreign-owned -0.616* —-0.086* -0.471 —0.068
Std. Err. 0.320 0.045 0.335 0.048
Medium 0.087 0.012 -0.016 —0.002
Std. Err. 0.154 0.022 0.155 0.022
Large 0.059 0.008 —0.050 —0.007
Std. Err. 0.189 0.026 0.189 0.027
Privatised —-0.329 —0.046 —0.400 -0.057
Std. Err. 0.283 0.040 0.281 0.041
Origin private —0.334 —0.047 —0.518** —0.074**
Std. Err. 0.257 0.036 0.255 0.038
N of obs. 289 295
LR chi2(9) 22.57 35.90
Prob > chi2 0.007 0.000
Pseudo R2 0.025 0.042
Log likelihood —437.810 —413.750

*** _significance at the 1% level, ** —significance at the 5% level, * — significance at the 10% level.

Survey question:‘To what degree is Corruption (... ..) an obstacle to the current operations of this establishment?’ — Response
Categories: No obstacle, Minor obstacle, Moderate obstacle, Major obstacle, Very severe obstacle.

17 Marginal effect shows the probability of assessing the obstacle as a major obstacle.



Access to Finance Marginal effects Tax rates Marginal effects”

0.010 0.001 0,430 0.046***
0.139 0.020 0.136 0.015
-0.166 ~0.024 —0.858%* ~0.092%+*
0.208 0.030 0.208 0.024
0.114 0.017 ~0.034 ~0.004
0228 0.033 0224 0.024
1.196* 0.173* 0015 0.002
0643 0.095 0611 0.066
~0.821%* ~0.119%* ~0.357 -0.038
0330 0.050 0.298 0.032
~0.064 ~0.009 ~0.035 ~0.004
0.154 0.022 0.150 0016
0.035 0.005 ~0.061 -0.007
0.185 0.027 0.183 0.020
-0.088 -0.013 ~0.043 -0.005
0277 0.040 0.269 0.029
-0.173 -0.025 ~0.070 -0.008
0251 0.036 0243 0.026
298 302
13.12 4328
0.157 0.000
0015 0.045
—434.448 —456.327

Note: Reference categories are firms in Ukraine, domestic privately owned, small firms, non-exporters, and of
other origin.



Transport Marginal effects Time tax Marginal effects
Russia 0.405%** 0.067*** —0.289** —0.044**
Std. Err. 0.141 0.024 0.144 0.022
Kazakhstan 0.250 0.041 —1.388*** —0.210***
Std. Err. 0.204 0.034 0.221 0.040
Exporter 0.474** 0.078** —-0.061 —-0.009
Std. Err. 0.224 0.037 0.243 0.037
State-owned 1.143* 0.189* 1.860** 0.281**
Std. Err. 0.642 0.107 0.834 0.131
Foreign-owned —-0.143 —-0.024 0.075 0.011
Std. Err. 0.305 0.051 0.288 0.043
Medium —0.004 —0.001 0.451*** 0.068***
Std. Err. 0.156 0.026 0.159 0.025
Large 0.129 0.021 0.448** 0.068**
Std. Err. 0.187 0.031 0.191 0.029
Privatised —-0.092 -0.015 —-0.128 -0.019
Std. Err. 0.269 0.045 0.272 0.041
Origin private —-0.286 —-0.047 0.179 0.027
Std. Err. 0.244 0.040 0.244 0.037
N of obs 307 263
LR chi2(9) 2527 51.57
Prob > chi2 0.003 0.000
Pseudo R2 0.029 0.056
Log likelihood —421.972 —434.312

Survey questions:‘To what degree is Transport an obstacle to the current operations of this establishment?” — Responses: No
obstacle, Minor obstacle, Moderate obstacle, Major obstacle, Very severe obstacle; ‘In a typical week over the last year, what
percentage of total senior management’s time was spent on dealing with requirements imposed by government regulations?’
— Responses: No time was spent, 1t0 5%, 6 to 10%, 11 to 25%, 26 to 50%, More than 50%; ‘Thinking about officials, would

18 Marginal effect shows the probability of assessing the obstacle as a major obstacle. In the case of Time tax, the proba-
bility of being in the group that answers: 26 to 50%. In the case of the Spread of bribery, the probability of being in the
group answering: Frequently.



Spread of bribery Marginal effects™

—0.304** —0.034**
0.143 0.016

—0.423** —0.047*
0.210 0.024
0.376 0.042
0.247 0.028
0.827 0.092
0.618 0.069

-0.273 -0.030
0.320 0.036

-0.153 -0.017
0.155 0.017

-0.313 -0.035
0.191 0.022
0.250 0.028
0.303 0.034
0.061 0.007
0.275 0.031

279

15.44
0.080
0.018

—418.135

you say the following statement is always, very frequently, frequently, sometimes, seldom or never true? It is
common for firms in my line of business to have to pay some irreqular ‘additional payments or gifts'to get things
done with regard to customs, taxes, licenses, regulations, services etc. — Responses: Never, Seldom, Sometimes,
Frequently, Very frequently, Always.



Tax rates were named the largest obstacle for the agri-food sector
of the RUK countries. This is not surprising because taxes generally con-
stitute a significant cost of doing business (Kaufmann et al., 2003). The
country dummy for Russia is positively and statistically significantly as-
sociated with the perception of tax rates, and for Kazakhstan the sign of
the coefficient is negative. For Russian firms, the probability to report tax
rates as a major obstacle is 5% higher, whereas for Kazakh firms it is 9%
lower, compared to the reference case of Ukrainian food manufacturers.
Other enterprise characteristics do not have a significant association with
the perception of tax rates as a major obstacle. | expected the probability
for medium and large enterprises to name tax rates as major obstacle
to be smaller, but the coefficients are not statistically different from zero.
Although the coefficient for foreign ownership is not statistically signifi-
cant, foreign ownership seems to be negatively related to the percep-
tion of tax rates as a major obstacle, as expected. The large standard error
might be the reason why the coefficient is not statistically significant. The
high variance in answers by foreign-owned companies can be explained
by the heterogeneous perception of the obstacle or by the fact that only
15 firms (nearly 5% of the sample) have foreign ownership.

Transport was also named among the top five obstacles in the RUK
countries. The positive association between the dummies for Russia
and Kazakhstan and the perception of transport as an obstacle can be
explained by the larger distances to markets compared to the reference
case, Ukraine. But this result is statistically significant only in the case of
Russian enterprises; they face a 7% higher probability to perceive trans-
port as major obstacle. As expected, exporter status is positively and sig-
nificantly related to the transport obstacle, as exporters might be more
dependent on transport. Exporters have an 8% higher probability to con-
sider transport as a major obstacle than non-exporters. Interestingly, state
ownership is also positively and significantly related to the transport ob-
stacle. For state-owned companies the probability to perceive transport
as major obstacle is 19% higher compared to domestic private enterpris-
es. One possible explanation for this can be that state-owned companies
are restricted in their choice of types of transportation; another reason is



that all state-owned companies in the sample are located in Russia. Other
enterprise characteristics do not have a significant association with the
perception of transport as a major obstacle.

Brunetti et al. (1997) report that more than a quarter of the surveyed
firms in the CIS countries spent more than 25% of the senior manage-
ment’s time negotiating with officials about changes and interpretations
of laws and regulations.

The hypothesis that state-owned companies spend more time deal-
ing with governmental officials than private ones was tested. The results
confirm the literature findings, and show that the probability of state-
owned companies to spend 26 to 50% of senior management’s time
dealing with governmental regulations is significantly higher (28%) than
for privately owned firms. The probability to face higher time tax was also
found to be significantly higher for medium (7%) and large firms (7%).
The probability to face higher time tax appears to be significantly small-
er for Russian (—4%) and Kazakh (-21%) food manufacturing firms com-
pared to Ukrainian ones. Other firm characteristics such as firm origin and
exporter status do not have a significant association with the amount of
time spent on dealing with officials.

In their work, Hellman and Schankerman (2000) claim that bribes are
a substitute for state control over the company’s decision-making pro-
cesses, in other words, privately owned firms pay bribes more frequent-
ly. The frequency of bribery is another measure for corruption. It does
not provide information on the size of the bribes, but rather shows how
common bribery practices are in the agri-food sectors of the investigated
countries. | understand the possibility of non-response or false-response
to the sensitive questions related to corruption and bribery. Therefore, to
increase the willingness of companies to answer the questions on brib-
ery, the BEEPS survey asked indirectly whether ‘it is common for firms in
similar lines of business to pay some irregular “additional payments or
gifts” to get things done with regard to customs, taxes, licenses, regula-
tions, services etc.’

Enterprises in Russia and in Kazakhstan show a statistically signifi-
cantly lower probability (—3% and —5%, respectively) to make additional



payments or gifts frequently. The coefficients of other firm characteristics
are not statistically significant from zero. Thus, the results of the model do
not support the hypothesis that small firms or originally private firms are
more likely to make irregular payments and gifts more frequently (H 04).

The results of this analysis show that except for time tax, foreign own-
ership is always negatively associated (statistically significant only in the
case of corruption and access to finance) with the perception of the ob-
stacles compared to the reference group of domestically privately owned
firms. This supports the hypothesis that companies with foreign owner-
ship do not‘voice’their complaints, because they have an‘exit’ option.

The results prove the hypothesis that transport is considered as a ma-
jor obstacle by exporters as well as firms in Russia, a country with greater
distances to markets than in Ukraine. Although the results did not hold
for Kazakhstan, this could be due to the small sample size.

Contrary to the hypothesis about soft budget constraints for state-
owned companies, the positive coefficient in the model with access to fi-
nance as a dependent variable shows that state-owned companies have
a higher probability to report access to finance as a major obstacle. But
the result should be considered with caution because, according to the
LR test, all coefficients in this model are not significantly different from
zero.

The hypothesis (H 03) that larger firms might exploit their ‘influence’
to deal with tax rates and access to finance is not supported by the results
of the model, because the coefficients are not significantly different from
zero.

The hypothesis that originally private or small firms compensate for
their lack of ‘influence’ in the form of corruption/informal gifts and pay-
ments (‘bribe tax’) could not be supported by the results of the analysis as
the coefficients for these variables were not statistically significant.

The results are in line with the hypothesis on ‘time tax”: state-owned
companies show a higher and statistically significant probability to face
a bigger ‘time tax.

The results of the model do not support the hypothesis that state-
owned and ex-state companies are more sensitive to policy changes, i.e.



are more likely to perceive political instability as a major constraint, due
to their direct ties to the state.

To test the results for robustness, models with another specification
(excluding control country variables) were estimated and the results
proved to be robust (see Table 32). For all statistically significant variables,
the signs of the coefficients remained the same and the size of the mar-
ginal effects changed only slightly (1-2 percentage points). In the model
without country dummies, the negative association between the private
origin of the firm and perception of corruption turned out to be statisti-
cally significant. Also the large size of the firm turned out to be negatively
and statistically significantly associated with the frequency of the infor-
mal gifts/payments.

46 DISCUSSION AND CONCLUSIONS

To summarise, this essay presents an analysis of the business environ-
ment in the agri-food sector of three countries: Russia, Ukraine and Ka-
zakhstan. The obstacles to grain export were identified via interviews
with grain exporters. A more detailed analysis of the drivers of obstacle
perception was conducted in the food sector of RUK.

Two surveys conducted with grain traders revealed that the main
obstacles observed in the sector are: corruption/bureaucracy, political
instability, obsolete transport, excessive certification requirements, prob-
lematic contract enforcement, and taxes (problems with VAT reimburse-
ment). Some obstacles were eliminated in the interim between the two
surveys, some restrictions were implemented during this time, and some
obstacles remained among the major barriers for doing business. All in
all, despite the small number of interviews conducted, the results reveal
similar tendencies; therefore, it is possible to assume that they are gen-
eralisable for the whole grain trading sector of the respective country.
The interviews in Ukraine were conducted with major grain exporters,
and in Russia and Kazakhstan both large and middle-size exporters were
interviewed.



According to the BEEPS survey, tax rates, political instability, corrup-
tion, financial, and transport-related obstacles are found to be the great-
est obstacles to doing business in the food sector of the RUK countries.
Food firms suffer from state capture at the local or regional level the most.
The results of the econometric models show that the relevance of differ-
ent obstacles is found to vary across subpopulations of firms.

- Enterprises with foreign ownership characteristics are less likely to ex-
perience the above-mentioned obstacles, i.e. foreign ownership was
negatively associated with the perception of corruption and access
to finance compared to the reference group of domestic privately
owned firms.

Obstacles like corruption and political instability, time tax, and spread
of bribery are likely to be relevant for firms in Ukraine. Firms located
in Russia are more likely to perceive transport and tax rates as major
obstacles compared to their Ukrainian or Kazakh counterparts.

State-owned companies have a significantly higher probability to
face transport and time tax as major obstacles.

Exporting firms are also more likely to suffer from transport obstacles
than others.
Larger companies are more prone to pay higher time taxes, dealing

with governmental regulations.
For both the qualitative and quantitative analyses | used perception-
based data. Using subjective perception data does not allow for judge-
ments about the actual situation in the different countries, the data
describes only how enterprises in the study region perceive different
obstacles. The results show that there are considerable differences in
perceptions of obstacles between the countries. However, the small sam-
ple size (in the case of grain traders) and the few observations on state-
trading enterprises and foreign-owned firms in the BEEPS sample render
it difficult to make conclusions about the determinants of the obstacles.

In the econometric analysis presented, the country dummies tend to
capture the largest share of the explanatory power of the models. The
log likelihood values for the full models and for models with only coun-
try dummies as explanatory variables are presented in Table 33. The log



likelihood values show that full models are still better at explaining the
perception of obstacles. These country specifics are hard to interpret
given the current dataset. The firm characteristics do not explain much
about the determinants of obstacle perception as many coefficients are
not statistically significant. In some cases, this can be explained by high
standard errors, i.e. high variation in the answers to the questions, where
some firms assess the obstacle as critical and others as no obstacle. This
variation can describe either the heterogeneous state of affairs between
the different firms, or difficulties in assessing the obstacle due to subjec-
tive perceptions and expectations of what is a major or very severe ob-
stacle, as well as a certain unwillingness to critically assess sensitive issues
like corruption. Individual perceptions might be inaccurate and not truly
reflect the state of the business obstacles, but it is not possible to control
for this due to the cross-sectional nature of the data. To exclude the pos-
sibility of country perception bias, | tried different specifications of the
models and the results proved to be robust (Annex 6, Table 32).

Due to data limitations, the choice of the dependent variable for the
model is sometimes not optimal, as in the case of the ‘bribe tax” hypoth-
esis. | use the spread of bribery (informal gifts and payments) as an indi-
cator, although it does not provide information about actual paid bribes,
but rather what is common in the firm’s line of business, therefore pre-
venting any differentiation by firm characteristics. Thus, one should be
cautious when making conclusions.

This essay can be extended with state capture indicators. Due to the
unavailability of data, it was not possible to distinguish ‘captor’ firms in
the sample and measure the concentration of state capture in the RUK
countries. It would be interesting to find out how the state capture indi-
cators developed over time and whether they show any improvements in
this respect. Better data can provide new insights to the current research.

For further research, | would recommend in-depth assessments on
a country basis. The analysis would only benefit from a larger sample for
each country, and an alternative set of explanatory variables as well as
of objective measurements of the obstacles could be included. However,



objective measures are difficult to find. Therefore, a combination of both

objective and subjective measures should provide the best results.

The results presented above should indicate the changes that are

most necessary in order to provide a better business environment and

opportunities for firms in the agri-food sector and boost their perfor-
mance and growth.

The findings have several policy implications:

1.

In the grain sector:

timely information on planned regulatory changes should be provid-
ed to reduce political instability;

ad hoc trade regulation measures should be avoided;

the substitution of outdated grain hoppers is required.

In the food sector:

priority should be given to reforms in the financial sector (tax rates,
access to finance) and institutional reforms (political instability,
corruption);

the interests of vulnerable groups of enterprises should be consid-
ered during the implementation of new laws and regulations;
effective instruments against the misconduct of local/regional offi-
cials (state capture) should be implemented;

regulatory procedures should be simplified and governmental con-
trol over decision-making processes in some types of enterprises
should be reduced (time tax).



5 DISCUSSION
AND OUTLOOK FOR
FUTURE RESEARCH




5.1 DISCUSSION

While most researchers focus on formal trade barriers and some studies
deal with the effects of export restrictions on the domestic markets of ex-
porting countries, only limited research is available on the informal bar-
riers to trade. Of those studies that focus on the business environment
and informal barriers, most look at transition economies in general and
only a few focus specifically on agribusiness. The value of this thesis lies
in its combination of the analysis of formal and informal impediments to
grain trade as well as the comprehensive picture it provides of the wheat
market in Russia, Ukraine and Kazakhstan.

Barriers to grain export in the RUK countries take place at the border
in the form of export taxes, quotas, bans, etc. as well as on the way to the
border, inside the country, in the form of excessive controls, regulations,
etc. The question of tariff and non-tariff barriers to trade was addressed
in the first chapter where the methodology of tariff equivalents was ap-
plied. The issue of state trading enterprises was discussed in the second
chapter using a comparative perspective. The matter of institutional ob-
stacles in the grain sector was addressed in the third chapter of the the-
sis. For this analysis, interviews with grain traders in Russia, Ukraine and
Kazakhstan were conducted. To validate the findings, an econometric
analysis was done using the Business Environment and Enterprise Per-
formance Survey.

The analysis of both formal and informal barriers to grain export from
different perspectives (a welfare economics perspective and a business
environment perspective) shows that the state plays a major role in hin-
dering grain exports. The state has the power to restrict exports formal-
ly in the form of taxes or bans and can affect the market through state
trading enterprises that do not work competitively and transparently. The
major obstacles perceived by grain traders and the food sector in the RUK
countries, which include political instability, tax rates, contract enforce-
ment problems, customs and trade regulations, transport, time tax, etc.
also belong to areas where any necessary improvements depend on, and
are expected to come from, state actions.



The analysis conducted in this thesis benefits from a combination of
quantitative and qualitative approaches. Quantitative tariff equivalent
measures are enhanced with experience- and perception-based data
from industry insiders. It creates a more comprehensive picture describ-
ing the functioning of the grain sector in the RUK countries. The compara-
tive aspect of the thesis revealed the differences between the three coun-
tries in the way their grain sectors and business environments function
and exposed the need for an in-depth country-based analysis.

5.2 OUTLOOK FOR FUTURE RESEARCH

In the second chapter, it is mentioned that the tariff equivalents repre-
sent a gross measure and could be further decomposed into effects due
to changes in world market prices and the pure policy effect. To separate
the pure policy effects and the effect of change in the world prices a com-
bination of different methods should be used. To calculate the projected
export change due to change in the world prices, the gravity model can
be used. It could serve as a measure of non-distorted exports. Comparing
it with the observed exports during the intervention period would allow
for the effect of this policy intervention to be calculated.

More data is required on the activities of the STEs in the RUK coun-
tries. Whether the presence of the STEs on the RUK markets is good or
bad is hard to say without any trade specific data and without data on
their market shares and of their competitors. With better access to data,
researchers in the future can analyse whether the role of the grain STEs
on the RUK markets is changing. It would also be possible to assess the
trade impact in the form of the tariff-equivalent and monitor whether
the STE functions efficiently, procures grain at market prices and is not
engaged in fraudulent activities.

In future research on the business environment of the RUK countries,
it would be recommended to concentrate on in-depth assessments on
a country basis. The analysis would only benefit from a larger sample for
each country, and an alternative set of explanatory variables as well as



of objective measurements of the obstacles could be included. However,
objective measures are difficult to find. Therefore, a combination of both
evidence-based and subjective measures would be expected to provide
the best results.
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ANNEXES

ANNEX 1:
CEREALS PRODUCTION,
CONSUMPTION AND TRADE
IN RUK



Table 20: Corn production, consumption and trade in Russia from 2006/07 MY to 2015/16 MY

Corn Unit 06/07 07/08 08/09 09/10 10/11 11/12 12/13 13/14 14/15 15/16
Begining v 01 01 01 03 01 01 04 03 03 03
Stocks

Production  mint 35 3.8 6.7 4.0 3.1 7.0 8.2 11.6 1.3 13.2
Imports mint 0.1 03 0.1 0.0 0.1 0.0 0.1 0.1 0.0 0.0

Total Supply mint 37 42 6.8 42 33 7.1 8.6 12.0 1.7 136

Feed Dom.

: mint 31 35 4.5 32 2.8 4.0 5.6 6.6 7.2 7.8
Consumption

Total Dom.

Consumption min t 36 4.1 5.2 3.7 32 4.7 6.4 75 8.1 8.7

Exports mht 01 00 13 04 00 20 19 42 32 47
il mht 01 01 03 01 01 04 03 03 03 02
Stocks

Sid s/ % 17 13 39 30 22 52 36 25 31 13
Use ratio

Source: own calculation based on PSD USDA data (2016)

Table 21: Barley production, consumption and trade in Russia from 2006/07 MY to 2015/16 MY

Barley Unit 06/07 07/08 08/09 09/10 10/11 11/12 12/13 13/14 14/15 15/16

Beginning

mint 0.9 1.4 1.2 3.8 24 1.4 0.8 0.7 0.9 1.5
Stocks

Production mint 182 157  23.1 179 84 169 140 154 200 171
Imports mint 0.2 0.2 0.1 0.0 0.4 04 03 0.2 0.0 0.1

Total Supply mint 193 17.2 244 217 1.2 18.7 151 16.3 21.0 18.7

Feed Dom.

Consumption mint 118 10.5 123 122 5.5 9.8 7.7 83 9.2 8.9

Total Dom.

; mint 164 151 17.1 16.7 9.5 143 12.1 12.7 14.1 13.6
Consumption

Exports mint 15 1.0 34 2.7 03 35 2.2 2.7 53 42
Ending mnt 14 12 38 24 14 08 07 09 15 08
Stocks

Stocks/ % 77 72 186 124 142 48 51 59 79 47
Use ratio

Source: own calculation based on PSD USDA data (2016)



Table 22: Corn production, consumption and trade in Ukraine from 2006/07 MY to 2015/16 MY

Corn Unit 06/07 07/08 08/09 09/10 10/11 11/12 12/13 13/14 14/15 15/16
Begining 0t 10 12 08 09 07 1 10 11 24 18
Stocks

Production mint 6.4 74 1.4 10.5 1.9 228 209 309 285 233
Imports mint 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.1 0.0 0.0

Total Supply  mint 75 8.6 12.3 14 126 240 220 321 309 252

FeedDom. 0 45 50 51 50 54 65 68 83 80 67
Consumption

TotalDom. 0y 53 sg 59 57 65 78 &1 97 94 80
Consumption

Exports mint 10 21 55 51 50 152 127 200 197 166
Ending miht 12 08 09 07 11 10 11 24 18 06
Stocks

Stocks/ % 192 105 83 62 97 43 55 81 63 24
Use ratio

Source: own calculation based on PSD USDA data (2016)
Table 23: Barley production, consumption and trade in Ukraine from 2006/07 MY to 2015/16 MY

Barley Unit 06/07 07/08 08/09 09/10 10/11 11/12 12/13 13/14 14/15 15/16

Beginning

mint 0.8 0.7 0.7 1.1 1.1 0.8 1.2 0.9 1.0 13
Stocks

Production mint 113 6.0 12.6 11.8 8.5 9.1 6.9 7.6 9.5 8.8
Imports mint 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Total Supply mint 121 6.8 133 12.9 9.6 9.9 8.1 8.4 104 10.0

FeedDom. .\ 46 34 43 39 44 47 35 35 32 32
Consumption
TotalDom. 63 59 59 56 60 63 51 50 47 47
Consumption
Exports mint 5.1 1.0 6.4 6.2 2.8 25 2.1 25 45 4.4
Ending

mht 07 07 11 11 08 12 09 10 13 09
Stocks
Sy % 63 117 86 90 90 134 121 130 138 100
Use ratio

Source: own calculation based on PSD USDA data (2016)



Table 24: Barley production, consumption and trade in Kazakhstan from 2006/07 MY to 2015/16 MY

Barley Unit 06/07 07/08 08/09 09/10 10/11 11/12 12/13 13/14 14/15 15/16
Beginming v 02 03 03 03 05 01 02 02 03 02
Stocks

Production mint 20 24 2.1 25 13 2.6 15 25 24 2.7
Imports mint 0.1 0.0 0.1 0.0 0.1 0.0 0.0 0.0 0.0 0.0

Total Supply  mint 22 2.8 24 2.8 18 2.7 17 27 2.7 29

FeedDom. v 7 4 6 17 12 15 12 17 17 17
Consumption

TotalDom. 0y 94 17 19 20 15 18 14 20 20 20
Consumption

Exports miht 06 08 03 04 02 07 02 04 05 08
Ending mnt 03 03 03 05 01 02 02 03 02 01
Stocks

Stocks/ % 143 111 132 197 70 76 103 17 96 39
Use ratio

Source: own calculation based on PSD USDA data (2016)



ANNEX 2:
GRAIN EXPORT RESTRICTIONS

IN THE RUK COUNTRIES

DURING THE LAST DECADE

Table 25: Grain export restrictions in Ukraine during the last decade

Year

September 2006

October 2006

December 2006

February 2007

February 2007

May 2007

June 2007

Amount/duration

Export licensing introduced for
wheat and wheat-rye mix until
31 December 2006

Export quotas introduced:
wheat 400,000 tonnes,
maize 600,000 tonnes,
barley 600,000 tonnes,
rye 3,000 tonnes

until 31 December 2006

New quotas for Jan—June 2007

New quotas until June 2007:
wheat reduced to 228,000 tonnes,
maize 30,000 tonnes,

barley 606,000 tonnes

Quotas cancelled
for maize and barley

Quotas cancelled for wheat

Quotas re-introduced for
Jan—0ct 07:

wheat 3,000 tonnes,
maize 3,000 tonnes,
barley 3,000 tonnes

Regulating Document
Decree of Cabinet of Ministers of

Ukraine N 1364 of 28.09.2006

Decree of Cabinet of Ministers of
Ukraine N2 1418 of 11.10.2006

Decree of Cabinet of Ministers of
Ukraine N2 1852 of 29.12.2006

Decree of Cabinet of Ministers of
Ukraine Ne 185 of 13.02.2007

Decree of Cabinet of Ministers of
Ukraine Ne 290 of 22.02.2007

Decree of Cabinet of Ministers of
Ukraine Ne 748 of 16.05.2007

Decree of Cabinet of Ministers of
Ukraine Ne 844 of 20.06.2007




Year

September
—October 2007

December 2007

March 2008

April 2008

May 2008

2009/10 MY
(July—August)

October 2010

December 2010

March 2011

April 2011

May 2011

Amount/duration

Regulating Document

Quota regime extended to end 2007  Decree of Cabinet of Ministers of

Quotas announced

for Jan—March 2008,
substantially raised:
wheat 200,000 tonnes,
maize 600,000 tonnes,
barley 400,000 tonnes

Quotas abolished for maize from
April (but license required)

Quotas for wheat and barley sub-
stantially raised (until July 2008):
wheat 1,200,000 tonnes,

barley 900,000 tonnes

Quotas and licensing abolished

Grain policies relatively liberal with

no export bans or restrictions

Quotas set for until end 2010:
wheat 500,000 tonnes,

maize 2,000,000 tonnes,
barley 200,000 tonnes

Wheat 1,000,000 tonnes,
maize 3,000,000 tonnes and
barley 200,000 tonnes
extended to 31 March 2011

Wheat 1,000,000 tonnes,
maize 5,000,000 tonnes and
barley 200,000 tonnes
extended quota for all grains
to until end of June 2011

Quotas cancelled for maize

Quotas abolished for wheat and
barley

Ukraine N2 1179 of 26.09.2007,
Decree of Cabinet of Ministers of
Ukraine N2 1287 of 31.10.2007

Decree of Cabinet of Ministers of
Ukraine N2 1411 of 29.12.2007

Decree of Cabinet of Ministers of
Ukraine N2 271 of 28.03.2008

Decree of Cabinet of Ministers of
Ukraine N2 418 of 23.04.2008

Decree of Cabinet of Ministers of
Ukraine N2 470 of 21.05.2008

Decree of Cabinet of Ministers of
Ukraine N2 938 of 04.10.2010

Decree of Cabinet of Ministers of
Ukraine N2 1182 of 06.12.2010

Decree of Cabinet of Ministers of
Ukraine N 337 of 30.03.2011

Decree of Cabinet of Ministers of
Ukraine N2 463 of 27.04.2011

Decree of Cabinet of Ministers of
Ukraine N2 566 of 25.05.2011




Table 25: Grain export restrictions in Ukraine during the last decade (cont.)

Year Amount/duration

June 2011 Introduced export taxes
until 1 January 2012:
wheat—9% with a minimum
amount of EUR 17/tonne;
barley—49% with a minimum
amount of EUR 23/tonne;
maize—12% with a minimum
amount of EUR 20/tonne

October 2011 Export taxes abolished for wheat and
maize but remain effective for barley

October 2011 MoU between Government and
grain traders signed, valid until 1 July
2012 regulating export volumes:
wheat 10,500,000 tonnes,
maize 10,500,000 tonnes,
barley 3,500,000 tonnes,
rye 40,000 tonnes

September 2012 MoU between Government and
traders extended for 2012/13 MY:
wheat 4,000,000 tonnes
(limit increased to 6,600,000 tonnes),
maize 12,400,000 tonnes,
barley 3,000,000 tonnes

2013 MoU between Government and grain
exporters signed for 2013/14 MY

Regulating Document

Law of Ukraine N2 3387-VI

‘On amendments to the Tax Code of
Ukraine and the rates of export duties
on certain cereals’ of 19.05.2011

Law of Ukraine N2 3906—17 On
Amending the Law of Ukraine

‘On Amendments to the Tax Code of
Ukraine and the rates of export duties
on certain cereals’ of 07.10.2011

Memorandum of Understanding on
Grain Exports of 10.10.2011

Amendments to MoU of 31.07.2012,
Annex to Memorandum of Un-
derstanding on Grain Exports of
03.09.2012

Memorandum of Understanding on
Grain Exports of 19.06.2013

Source: own compilation based on Sharma (2011) and government resolutions of Ukraine



Table 26: Grain export restrictions in Russia during the last decade

Year Amount/duration Regulating Document

12 November 2007  Export tax of 10% (wheat and Government Resolution
meslin) with a minimum amount of  of 8 October, 2007
EUR 22/tonne, and export tax of 30%
for barley, with a minimum amount
of EUR70/tonne, on exports to
countries outside the Customs Union
Agreement.

29 January 2008 Raised tax to 40% on wheat with a
minimum amount of
EUR 105/tonne and 30% on barley
(initially supposed to end on 30 April
2008, but extended in March to last
till 1 July 2008).

March 2008 Ban on wheat exports to Belarus and
Kazakhstan (customs union - fearing
deflection)

15 August 2010 Export ban on grains (wheat and
flour, maize, barley, rye and flour)
for until end December)

October 2010 Ban to remain until 30 June 2011 Decree N 853 of 20.10.2011
On the introduction of a temporary
ban on the export of certain agri-
cultural products from the Russian
Federation

February 2015 The government resolution intro- Government Resolution N2 1495
duces, from 1 February 2015, a grain  of 25.12.2014
export duty, setting the new tax at
15% plus EUR7.5 with a minimum

amount of EUR 35/tonne.
15 May 2015 Export tax lifted Government Resolution N2 467
of 15.05.2015
1 July 2015 Export tax for wheat of 50% Government Resolution N2 513
minus RUB 5.5 thousand/tonne, of 28.05.2015

with a minimum amount of
RUB50/tonne.




Table 26: Grain export restrictions in Russia during the last decade (cont.)

1 October 2015 Change of the rate of the export tax, Government Resolution N° 1032
50% minus RUB6.5 thousand/tonne, of 29.09.2015
with a minimum amount of ‘On amending the rates of export
RUB 10/tonne. customs duties on goods exported
from the Russian Federation to
countries outside the Customs Union
Agreement’

23 September 2016 A zero rate for the export duty on Government Resolution N2 966 of
grain was set until 1 July 2018. 26.09.2016
‘On amending the rates of export
customs duties on goods exported
from the Russian Federation to
countries outside the Customs Union
Agreement’

Source: own compilation based on Sharma (2011) and government resolutions of the Russian Federation

Table 27: Grain export restrictions in Kazakhstan during the last decade

Year Amount/duration

August 2007 Grain export licensing system until January 2012
April 2008 Export ban on wheat until 1 September 2008
2009-2012 Transportation subsidy for grain export

Source: own compilation based on Sharma (2011) and government resolutions of Kazakhstan



ANNEX 3:
SIMULATION OF
TARIFF EQUIVALENT USING
DIFFERENT ELASTICITIES

Table 28: Simulation of tariff equivalent for Russia using different elasticities

Export tax Export ban Export tax i)j(lr;ozr(t):;x
2007/08 2010/11 Feb—May 2015 —Sept 2016
Q. [t] 548,546 150,060 571,944 2,219,081
AQ,[t] —922,884 -1,321,370 —899,486 747,650
n=0.25 —-2.51 -3.59 —2.45 2.03
n=0.5 -1.25 -1.80 -1.22 1.02
t
n=0.75 -0.84 -1.20 —-0.82 0.68
n=1 -0.63 —-0.90 —-0.61 0.51

Note: Calculation based on average monthly wheat export in base period (2008/09 MY) 1,471,431 tonnes



Table 29: Simulation of tariff equivalent for Ukraine using different elasticities

Export tax VAT non-re- VAT non-re-
Quota Quota X X N
(simultaneous imbursement imbursement
Oct 2006 Oct 2010 ith lled Jul fter aboliti
—May2008  -May 2011 with cancelled July 2011 afterabolition
VAT refund) -Dec 2013 of export tax
Q. [t] 105,881 262,057 587,441 630,938 643,840
AQ,[t] —657,197 -501,021 —175,637 -132,139 -119,238
n=0.25 -3.44 —2.63 -0.92 —0.69 -0.63
n=05 -1.72 -1.31 —0.46 -0.35 -0.31
t
n=075 1.15 —-0.88 -0.31 -0.23 -0.21
n=1 —-0.86 —0.66 -0.23 -0.17 -0.16

Note: Calculation based on average monthly wheat export in base period (2009/10 MY) 763,078 tonnes

Table 30: Simulation of tariff equivalent for Kazakhstan using different elasticities

Export ban Export ban E:g;’i:it;ﬁ::pz(:;9
15 Apr.—1 Sept. 2008 May-1 Sept. 2008 ~Aug. 2012
Q,[t] 105,263 0 412,886
AQ,[t] —273,564 —378,826 34,060
1n=0.25 -2.89 —-4.00 0.36
n=05 -1.44 —-2.00 0.18
t
n=0.75 —-0.96 -1.33 0.12
n=1 -0.72 -1.00 0.09

Note: Calculation based on average monthly wheat export in base period (2013/14 MY) 378,826 tonnes



ANNEX 4:
FEASE OF DOING
BUSINESS RANKING

Overall rank

Starting a business

Dealing with con-
struction permits

Getting electricity
Registering property

Getting credit

Protecting minority
investors

Paying taxes

Trading across
borders

Enforcing contracts

Resolving insolvency

DB 2017

Rank

40

26

115

30

53

45

140

12

51

Russian Federation

Table 31: Ease of Doing Business in Russia, Ukraine and Kazakhstan

Ukraine Kazakhstan

DB2016 DB2017 DB2016 DB2017 DB2016
Rank Rank Rank Rank Rank

36 80 81 35 51
37 20 24 45 54
17 140 137 22 78
26 130 140 75 102
8 63 62 18 18
42 20 19 75 70
51 70 101 3 25
40 84 83 60 57
138 115 110 19 128
8 81 93 9 9
49 150 148 37 46

Source: Doing Business, World Bank Group
http://www.doingbusiness.org/data/exploreeconomies/ukraine ,
data retrieved on 13.09.2017


http://www.doingbusiness.org/data/exploreeconomies/ukraine




ANNEX 5:
QUESTIONNAIRE
USED FOR SURVEY OF THE
INFLUENCE OF EXPORT
RESTRICTIONS AND BARRIERS
TO TRADE ON UKRAINIAN
GRAIN EXPORTERS




I. General information about the company

1. What is the name of your pany?

2. What is the legal form of your company?

3. What is the main activity of your company?
[ Agricultural trader without production activity, export or internal trade (please indicate)
[ Agricultural trader with production/processing facilities (please indicate)
[ Grain production [ Handling facilities [ Processing

4. If you are a grain producer, did export restrictions make you change sowing areas under crops?
[ Yes areas under grain crops were increased.

Why?
[ Yes, areas under grain crops were decreased.
Why?
O No
5. What is the annual export turnover of your company (in thsd tonnes)?
<20 20-70 71-100 101-500 501-1000 >1001 don’t know

6. What crops does your company export?

[ Milling wheat [ Sunflower seeds

[ Fodder wheat [ Rapeseed

[ Maize [ Other grains (rye, oat, etc.)

[ Barley

7. In which countries or regions does your company buy/produce wheat for export?
[ Ukraine (%) [ Kazakhstan (%)
[J Russia %) [J Other countries (%)
8. What grain terminals (ports) does your company use for grain export?
[J Odessa (%) [ llichevsk (%)
O Yuzhny (__%) [ Nikolaev (__%)
[ Other (%)

9. What is the distance from your company to the sea port (in km)?

I1. Storage facilities

10. Does your company have its own storage facilities? If yes, please indicate:

Average capacity utilisation (%)

Share of provision with own storage facilities (in % of production)

Do you plan to extend/renew your storage facilities?

11. Does your company use the services of commercial storage companies/elevators? (in % of production)

12. If yes, how do you evaluate the costs of using the external elevator services?
[ Fair price [ A bit overpriced [ Greatly overpriced




III. Transportation

13. What kind of transport modes does your company use?

Motor road

Railway

River

to its own storages

to the external commercial storages

to the grain processing enterprises

to the port/grain terminals

Transportation costs per one tonne

Do you vplan to expand your
trucks/railcars/ships?

fleet

of

What percentage of vehicles you use for inland transportation is:

own?
rented?

IV. Problems and other aspects related to export activities

14. To what degree have the following issues been obstacles to the operations of your company in the last
two MY? Please rate them, where: 1 — no obstacle, 5 — very severe obstacle.

In your opinion, who should be responsible for eliminating these

? (two answers are possible)

Obstacle

Rate

Government

Associations
of producers/
exporters

Company
itself

Your own
answer

Customs and trade regulations

Access to credits

Taxes

Certification requirements and permits

Agricultural/financial/fiscal/political
instability

Corruption/bureaucracy

Contract enforcement

Ineffective harvesting technology

Quality of road transport

Quality of railway transport

Quality of water transport

Access to transport

Access to storage/elevators

Quality of storage/elevators

Quality of grain terminals/port
infrastructure

Inadequately educated workforce

Lack of long-term contracts

Thefts and disorder

Other (please indicate)




15. Did the following issues cause a loss in value of the products that your company shipped/stored during
the last two MY?

If yes, how often did it happen in a marketing year? Could you please give an te of what per ge of
the value of products that your company shipped was lost?
Causes  of Yes/No Frequency Value lost
lue |
value loss <5% 6-15% >15% na.
Theft
Breakage or
spoilage
Loss of
quality

16. What percentage of grain for export have you bought using forward contracts and at the spot market in
last four years on average?

Forward contracts % Spot market %
17. Have you experienced any problems with forward contracts? If yes, what problems?
[ Yes, [ No
18. How relevant were the following supply-side Non-Tariff M es during the last three years?
Non-Tariff Measures Not relevant | Rather not relevant Neutral Relevant Very relevant

Customs procedures

Quantitative restrictions

Export licensing/certification

Financial measures

Distribution constraints
(single channel for export,
compulsory state services)

Technical regulations

19. When did you last apply for the following d approxi ly?
Regarding the last application, approximately how many days did it take to obtain it from the day of the
application to the day the permit was granted?

Document <1day 1-3 days 4-7 days 8-14 days > 14 days n.a.

Phytosanitary certificate of State Plant
Quarantine Service

Veterinary Certificate

Certificate of use of pesticides and
agricultural chemicals in agricultural
products and raw materials of plant
origin

Other

20. Is it possible that an informal gift or payment might be expected/requested from a company in your
business regarding the procedure of obtaining one of the following certificates?

Document Never | Seldom | Sometimes | Frequently Very Always | n.a.
frequently




Phytosanitary certificate  of
State Plant Quarantine
Service

Veterinary Certificate

Certificate of use of pesticides
and agricultural chemicals in
agricultural products and raw
materials of plant origin

Other

21. Please estimate how many foreseen and unplanned inspections have been conducted over the last three
MY in the following areas?

Areas of economic 2011/2012 MY 2012/2013 MY 2013/2014 MY n.a.
activity

Foreseen | Unplanned | Foreseen | Unplanned | Foreseen | Unplanned

Grain production

Grain quality

Grain storage

Financial and economic
activity

Personnel records

Fire safety inspection

Worker safety inspection

Environmental protection

Other (please indicate)

22. Is it possible that some additional costs are expected/requested from a pany in your business to
speed up/avoid the following procedures?
Procedures Never | Seldom | Sometimes | Frequently Very Always n.a.
frequently
Customs

Certificates, licenses and
permits

Inspection of financial and
economic activity

Taxes

Fire safety inspection

Worker safety inspection

Other (please indicate)

23. How important do you consider the following attributes for doing export business smoothly in Ukraine/
the organisation of a transaction?

Attributes Not important Rather not | Neutral ‘ Rather Very | n.a. ‘




important important important

Access to information

Good social network

Good partners

Family/friends

Compliance with paper
requirements

Other

24. Please choose 3-4 most important transaction costs by their shares in all (marketing) costs?
[ Search costs (finding supplier, customers, information)

[ Expenses to organise a transaction

[ Enforcement of contracts

[ Paper work with regard to financial documents

[ Paper work with regard to permits, licenses and quality certificates

[ Paper work with regard to customs and shipping documents

[ Storage and handling

[ Transport costs and police problems

[ Other (please indicate)

25. In your opinion, who benefited most from the impl ion of the following measures?
Stakeholders Export quotas Export duties

Consumers

Producers

Bakeries

Pork/poultry producers

Feed producers

Traders

State budget

Other (please indicate)

Who was affected negatively?

26. In a typical week, what percentage of total senior management's time was spent on dealing with
requirements imposed by government regulations?

<5% 6-15% 16-30% 31-50% 50-70% >70% n.a.

27. Have there been changes in time spent on dealing with requirements imposed by government regulations
in the last three MY? What might have been the reason for this?
[ Improvements

[ Negative changes

28. Have your business relations with foreign partners been affected due to export restrictions?
[ Yes, a contract was dissolved before delivery

[ Yes, a contract was fulfilled partially

[ No

29. Have your negotiations with foreign partners been affected due to other reasons? If yes, what reasons?
O Yes, O No




30. What was your preferred pricing strategy when grain export quotas were implemented?
[ Offer lower farm-gate prices for producers.
[ Keep the farm-gate prices constant. If yes, what was the main motivation for this?

[J Not to lose suppliers;

[J Not to break up contracts;

[ It was a temporary issue which didn’t require price adjustment;

[ other
[ other

31. What was your preferred pricing strategy when export duties for grain crops were implemented?
[0 Offer lower farm-gate prices for producers.
[ Keep the farm-gate prices constant. If yes, what was the main motivation for this?

[J Not to lose suppliers;

[J Not to break up contracts;

[ It was a temporary issue which didn’t require price adjustment;

[ other
[ other

32. How does your company settle the purchase price for grain crops?
[ Market information

[ Link to the competitors’ offers

[ Link to the State Food and Grain Corporation of Ukraine offers

[ By negotiation with a seller

[J other

33. How does your company settle the export price for grain crops? Multiple answers are possible. Please
rank them, where: 1 — least important, 5 — most important.

Rank
[ World market price/exchange prices (CBOT, MATIF etc.)
[ Based on an analysis of the domestic and world market situation
[ Takes the price of tender
[ By negotiation with a buyer
[J other
34. What sources of market information do you use?
Sources of market information Is it reliable? Is it easy to get? n.a.
Yes No Yes No

News in Ukrainian mass media

News in foreign mass media

Colleagues/partners

Producers and trade associations

Consulting agencies/advisors

Other (please indicate)

35. In which currency do you conduct wheat export (UAH/USD/EUR)?

36. In which months are most transactions executed?
Are there peaks around the year and are there differences across export destinations? If so, please specify.

37. Is wheat export based on long-term contracts?
What is the average time between signing the contract and grain delivery?
Are there differences across destination countries? If so, for which destinations contracts are more long-
lasting?




38. Are there differences in document requirements across destination countries? (Please specify)

39. Was VAT on export operations reimbursed to your company to the full extent when it was foreseen by
legislation? What share was reimbursed? (%)
What did you use accumulated VAT or reimbursed VAT from export operations for in the previous five years?
[ Inputs purchase

[ Investment into infrastructure

[ Financing daily operations

[J other

40. In your opinion, how effective is the Memorandum of Understanding between grain traders and the
government as an instrument of grain market regulation?

Not effective Rather not Neutral Rather effective Very effective n.a.
effective

41. What do you consider as a best practice example for the Ukrainian grain market?
[J No governmental control of trade and export

[ Minimum control of trade and export (e.g. equal market opportunities for all participants)
[J All export should take place via state-owned companies (e.g. marketing board etc.)

[ other

42. What is your opinion on the participation of state-owned companies (State Food and Grain Corporation of
Ukraine) in grain export?

43. In your opinion, what could be done to increase grain production and export potential in Ukraine?




ANNEX 6:
EMPIRICAL RESULTS




Table 32: The effect of firm characteristics on obstacle severity (model without country dummies)

. . Political .

Corruption Marginal effects instability Marginal effects
Exporter 0.203 0.030 —0.080 —-0.012
Std. Err. 0.233 0.034 0.238 0.036
State-owned —0.552 —0.081 —0.815 —-0.123
Std. Err. 0.800 0.118 0.714 0.108
Foreign-owned -0.591* —-0.087* -0.517 -0.078
Std. Err. 0.313 0.046 0.325 0.049
Medium 0.003 0.000 —-0.101 —-0.015
Std. Err. 0.151 0.022 0.152 0.023
Large —0.106 —-0.016 —0.207 —-0.031
Std. Err. 0.183 0.027 0.184 0.028
Privatised —-0.311 —0.046 —-0.355 —-0.053
Std. Err. 0.281 0.041 0.277 0.042
Origin private —0.425% —0.062* —0.629%* —0.095%*
Std. Err. 0.255 0.038 0.251 0.039
N of obs 289 295
LR chi2(7) 7.06 11.14
Prob > chi2 0.423 0.133
Pseudo R2 0.008 0.013
Log likelihood —445.568 —426.129

*¥¥* _significance at the 1% level, ** —significance at the 5% level, * —significance at the 10% level.

Survey question:‘To what degree is Corruption (......) an obstacle to the current operations of this establishment?’
— Response Categories: No obstacle, Minor obstacle, Moderate obstacle, Major obstacle, Very severe obstacle.

Note: Reference categories are domestic privately owned firms, small firms, non-exporters, and of other origin.

1 Marginal effect shows the probability of assessing the obstacle as a major obstacle.



Access to Finance Marginal effects Tax rates Marginal effects’

0.100 0.014 -0.123 -0.015
0.227 0.033 0.222 0.026
1.200* 0.174* 0.240 0.028
0.639 0.094 0.605 0.072
—0.841%* —0.122%* -0.474 -0.056
0.328 0.049 0.292 0.035
-0.060 -0.009 0.041 0.005
0.152 0.022 0.147 0.017
0.040 0.006 0.075 0.009
0.180 0.026 0.176 0.021
—0.081 -0.012 -0.047 -0.006
0.277 0.040 0.267 0.032
-0.187 -0.027 -0.126 -0.015
0.250 0.036 0.240 0.028
298 302
1237 4.22
0.089 0.755
0.014 0.004

—434.826 —475.861




Transport Marginal effects

Exporter 0.457%* 0.076**
Std. Err. 0.223 0.037
State-owned 1.331%* 0.222%*
Std. Err. 0.639 0.108
Foreign-owned —-0.153 —-0.025
Std. Err. 0.303 0.051
Medium 0.061 0.010
Std. Err. 0.154 0.026
Large 0.259 0.043
Std. Err. 0.181 0.030
Privatised —0.093 —-0.015
Std. Err. 0.269 0.045
Origin private -0.216 —0.036
Std. Err. 0.242 0.040

N of obs 307

LR chi2(7) 16.97

Prob > chi2 0.018

Pseudo R2 0.020

Log likelihood —426.122

*¥¥* _significance at the 1% level, ** —significance at the 5% level, * —significance at the 10% level.

Survey question: ‘To what degree is Transport an obstacle to the current operations of this establishment? —
Response Categories: No obstacle, Minor obstacle, Moderate obstacle, Major obstacle, Very severe obstacle;
‘In a typical week over the last year, what percentage of total senior management’s time was spent on dealing
with requirements imposed by government regulations?” — Response Categories: 0 — No time was spent, 1-1
t05%, 2—6t0 10%, 3—11to 25%, 4—26 to 50%, 5—More than 50%; ‘Thinking about officials, would you say

2 Marginal effect shows the probability of assessing the obstacle as a major obstacle. In the case of Time
tax, the probability of being in the group that answers: 26 to 50%. In the case of the Spread of bribery, the
probability of being in the group answering: Frequently.



Time tax Marginal effects Spread of bribery Marginal effects?

—-0.144 —-0.024 0.357 0.041
0.239 0.039 0.245 0.029
1.697** 0.277** 0.664 0.076
0.830 0.141 0.613 0.070

-0.053 —-0.009 -0.256 -0.029
0.284 0.046 0.317 0.036
0.375** 0.061** -0.200 -0.023
0.155 0.026 0.153 0.018
0.312% 0.051* —0.412** —0.047**
0.182 0.030 0.184 0.022

-0.090 -0.015 0.279 0.032
0.271 0.044 0.302 0.035
0.002 0.000 -0.002 0.000
0.241 0.039 0.273 0.031

263 279
10.94 9.02
0.141 0.251
0.012 0.011

—454.627 —421.343

the following statement is always, very frequently, frequently, sometimes, seldom or never true? It is common
for firms in my line of business to have to pay some irregular ‘additional payments or gifts’ to get things done
with regard to customs, taxes, licenses, regulations, services etc. — Response Categories: 1—Never, 2 — Seldom,
3—Sometimes, 4 —Frequently, 5 —Very frequently, 6 — Always.



Table 33: Comparison of log likelihood values

Political  Access to Spread of
bribery

Corruption instability Finance Taxrates Transport Time tax

Log
likelihood
(Full
model)

Log
likelihood
(Country
dummies
only
model)

Number
of obs.

—437.810 —413.750 —434.448 -456.327 —421.972 -434.312 -418.135

—440.937 -416.833 —440.191 -457.252 —429.238 -441.691 -421.776

289 295 298 302 307 263 279




ANNEX 7: DO-FILE

//Table 11 //Table 16

tab origin_private a1 sum obs_* if a1 ==58, detail
tab privatiza1l sum obs_* if a1 ==54, detalil
tab origin_other a1 sum obs_* if a1 ==62, detail
tab state_own a1l tab obs_taxr a1

tab foreign_own a1 tab obs_tran a1

tab b2a a1l tab obs_fina a1

taba3bal tab obs_elec a1

tab large_city a1 tab obs_corr a1

tab exporter_dir10 a1 tab obs_inst a1

tab aéb a1l tab obs_icomp a1

//Table 14

//to deal with customs

tab ECAg41a a1l

//to deal with courts

tab ECAg41b a1

//to deal with taxes

tab ECAg41cal

//Table 15

tab ECAg44a a1l

tab ECAg44b a1l

tab ECAg44cal



//Table 17

sum obs_corr if exporter_dir10 !=. & state_own !=. & foreign_own !=. &
medium !=. & large !=. & privatiz !=. & origin_private !=., detail

sum obs_inst if exporter_dir10 !=. & state_own !=. & foreign_own !=. &
medium !=. & large !=. & privatiz |=. & origin_private !=., detail

sum obs_fina if exporter_dir10 !=. & state_own !=. & foreign_own !=. &
medium !=. & large !=. & privatiz !=. & origin_private !=., detail

sum obs_taxr if exporter_dir10 !=. & state_own !=. & foreign_own !=. &
medium !=. & large !=. & privatiz !=. & origin_private !=., detail

sum obs_tran if exporter_dir10 !=. & state_own !=. & foreign_own !=. &
medium !=. & large !=. & privatiz !=. & origin_private !=., detail

sum time_tax if exporter_dir10 !=. & state_own !=. & foreign_own !=. &
medium !=. & large !=. & privatiz !=. & origin_private !=., detail

sum ECAq39if exporter_dir10!=. & state_own !=. & foreign_own !=. & me-
dium !=. & large !=. & privatiz !=. & origin_private !=., detail

//Figure 29

tab obs_corrif exporter_dir10 !=. & state_own !=. & foreign_own !=. & me-
dium !=. & large !=. & privatiz |=. & origin_private !=.

tab obs_inst if exporter_dir10 !=. & state_own !=. & foreign_own !=. & me-
dium !=. & large !=. & privatiz !=. & origin_private !=.

tab obs_fina if exporter_dir10 !=. & state_own !=. & foreign_own !=. & me-
dium !=. & large !=. & privatiz !=. & origin_private !=.

tab obs_taxr if exporter_dir10!=. & state_own !=. & foreign_own !=. & me-
dium !=. & large !=. & privatiz !=. & origin_private !=.

tab obs_tran if exporter_dir10 !=. & state_own !=. & foreign_own !=. &
medium !=. & large !=. & privatiz !=. & origin_private !=.

tab time_tax if exporter_dir10 !=. & state_own !=. &foreign_own !=. & me-
dium !=. & large !=. & privatiz |=. & origin_private |=.

tab ECAQ39 if exporter_dir10 !=. & state_own !=. & foreign_own !=. & me-
dium !=. & large !=. & privatiz |=. & origin_private !=.



//Table 18
corr obs_taxr obs_corr obs_inst obs_fina obs_tran

//Table 19

//running ordered probit regression for major obstacles

oprobit obs_corr Russia Kazakhstan exporter_dir10 state_own foreign_
own medium large privatiz origin_private

margins, dydx(¥)

oprobit obs_inst Russia Kazakhstan exporter_dir10 state_own foreign_
own medium large privatiz origin_private

margins, dydx(¥)

oprobit obs_fina Russia Kazakhstan exporter_dir10 state_own foreign_
own medium large privatiz origin_private

margins, dydx(¥)

oprobit obs_taxr Russia Kazakhstan exporter_dir10 state_own foreign_
own medium large privatiz origin_private

margins, dydx(¥)

oprobit obs_tran Russia Kazakhstan exporter_dir10 state_own foreign_
own medium large privatiz origin_private

margins, dydx(¥)

oprobit time_tax Russia Kazakhstan exporter_dir10 state_own foreign_
own medium large privatiz origin_private

margins, dydx(¥)

oprobit ECAg39 Russia Kazakhstan exporter_dir10 state_own foreign_
own medium large privatiz origin_private

margins, dydx(¥)



//Table 32

//ordered probit regression without country dummies

oprobit obs_corr exporter_dir10 state_own foreign_own medium large
privatiz origin_private

margins, dydx(¥)

oprobit obs_inst exporter_dir10 state_own foreign_own medium large
privatiz origin_private

margins, dydx(*)

oprobit obs_fina exporter_dir10 state_own foreign_own medium large
privatiz origin_private

margins, dydx(¥)

oprobit obs_taxr exporter_dir10 state_own foreign_own medium large
privatiz origin_private

margins, dydx(¥)

oprobit obs_tran exporter_dir10 state_own foreign_own medium large
privatiz origin_private

margins, dydx(*)

oprobit time_tax exporter_dir10 state_own foreign_own medium large
privatiz origin_private

margins, dydx(¥)

oprobit ECAq39 exporter_dir10 state_own foreign_own medium large
privatiz origin_private

margins, dydx(*)



//Table 33 (second row)

//to check for the share of the explained variation by the country dum-
mies with the same number of observations as in the full model

oprobit obs_corr Russia Kazakhstan if exporter_dir10 !=. & state_own !=.
& foreign_own !=. & medium !=. & large !=. & privatiz !=. & origin_private
=

oprobit obs_inst Russia Kazakhstan if exporter_dir10 !=. & state_own !=. &
foreign_own !=. & medium !=. & large !=. & privatiz |=. & origin_private !=.
oprobit obs_fina Russia Kazakhstan if exporter_dir10 !=. & state_own !=.
& foreign_own !=. & medium !=. & large !=. & privatiz !=. & origin_private
=

oprobit obs_taxr Russia Kazakhstan if exporter_dir10 !=. & state_own !=.
& foreign_own !=. & medium !=. & large !=. & privatiz !=. & origin_private
1—

oprobit obs_tran Russia Kazakhstan if exporter_dir10 !=. & state_own !=.
& foreign_own !=. & medium !=. & large !=. & privatiz !=. & origin_private
=

oprobit time_tax Russia Kazakhstan if exporter_dir10 !=. & state_own !=.
& foreign_own !=. & medium !=. & large !=. & privatiz |=. & origin_private
=

oprobit ECAq39 Russia Kazakhstan if exporter_dir10 !=. & state_own !=. &
foreign_own !=. & medium !=. & large !=. & privatiz !=. & origin_private !=.
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