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Chapter 9: Russia’s Agri-Food Trade
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1 INTRODUCTION

As Russia’s food exports started to increase substantially with the turn
of the millennium,! the Middle East and North Africa (MENA) region
became the most important destination region, particularly for grain
exports.> Due to unfavourable climatic and soil conditions, most MENA
countries are dependent on grain imports, as domestic production does
not meet consumption. While around one-third of Russia’s food exports
were destined for MENA countries in 2019, the region’s share exhibited
a slight downward trend over the past decade, while agricultural exports
to Asian markets gradually increased. From 2011 to 2019, Russia’s total
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food exports more than doubled from $12 billion USD to over $25
billion USD, and in 2018 the government’s declared its objective to
increase the volume of food exports to $45 billion USD by the year
2024.3 The government subsequently had to back off the target date
of 2024, but food exports by that date were still expected to be signif-
icantly higher than the base year of 2017. Simultaneously, food imports
decreased during the immediate period following Russia’s decision to
implement a complete ban on agricultural imports from Western coun-
tries in August 2014. In 2015 Russia’s imports fell by almost a third
compared to 2014, from 39 billion USD to $27 billion USD, although
after 2016 the dollar value of imports began to rise again.*

Russia’s primary agricultural export item is grain, which accounted
for 37 percent of the country’s food exports between 2011 and 2019.
Wheat is Russia’s most important grain export product, accounting for
more than 75 percent, followed by barley (11 percent) and maize (11
percent). In the 2015,/2016 scason, Russia became the world’s largest
wheat exporter for the first time, a position it has mostly maintained since
then.> While fish and crustaceans are important food export products,
primarily for East Asian markets such as China (frozen fish) and South
Korea (crustaceans), the MENA market region is Russia’s key market
for grain exports. Only 70 percent of grain consumed in this region is
produced domestically,® while the rest, 90 million tonnes annually, is
imported, with Russia and further Black Sea exporters playing an increas-
ingly important role. Against this background, this chapter primarily
focuses on Russian wheat exports to the MENA region, while barley,
maize, and sunflower oil exports are considered when relevant. We also
consider Russia’s food imports from the MENA region, which are small
compared to exports and mostly consist of fruit, nuts, and vegetables.

We focus on Russia’s top four destination markets within the MENA
region, namely Egypt, Turkey, Iran, and Saudi Arabia. Jointly, these
four countries accounted for close to two-thirds of Russia’s food exports
to the whole region from 2011 to 2019, while 55 percent of Russia’s
food imports from MENA originate from these four countries. Grain is
the main commodity of this food trade relationship; Egypt and Turkey
are the two top wheat export markets for Russia, while Saudi Arabia is
the primary destination market for Russian barley. Food trade is largely
unidirectional considering Egypt, Iran and especially Saudi Arabia, while
Turkey is also a significant supplier of fruits and vegetables to Russia.
Considering Russia’s total food exports, Turkey is the most important
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destination market followed by China and Egypt, while Iran and Saudi
Arabia fall into the top ten. Regarding Russia’s most important suppliers
of food, Turkey is fifth, trailing Belarus, Brazil, China, and Germany.

In most MENA countries, including the four considered, State Trading
Enterprises (STEs) that manage food imports play a major role in food
trade and food security.” In most instances, these agencies have a domi-
nant, if not monopolistic position, as primary or exclusive importers
of grain in the respective countries. The Egyptian General Authority
for Supply of Commodities (GASC), the Turkish Grain Board (TMO),
the Saudi Grains Organisation (SAGO), and the Iranian State Livestock
Affairs Logistics (SLAL) purchase agricultural commodities on interna-
tional markets by employing tender systems in order to foster competition
among suppliers. These tender markets constitute a central characteristic
of the considered regional food trade. Another key feature of Russian
food trade with MENA countries is the recurrent disruption caused by
political disputes or rapprochement between the respective countries.’
Further, food trade is frequently impacted by conflicts about the quality
and compliance with phytosanitary standards for the supplied products.

In the following, we first briefly outline central characteristics of
Russian grain exports, before presenting four individual descriptive anal-
yses of Russia’s food trade relationships with Egypt, Turkey, Saudi Arabia,
and Iran. We finally project future trends and scenarios in the outlook.

2  GENERAL CHARACTERISTICS OF
RussiaAN GRAIN ExXPORTS

Russian customs data shows that close to 90 percent of Russia’s grain
exports flow through ports located at the Black Sea, while smaller quan-
tities are exported by train or via ports at the Caspian Sea, the Baltic Sea,
or Far Eastern ports.” The deep-water port of Novorossiysk is central
to Russia’s grain exports via the Black Sea.!® Together with Tuapse
and Taman, Russia’s three deep-water ports handle 60 percent of grain
exports shipped via the Black Sea. The remaining 40 percent are managed
by smaller ports located at the Azov Sea and up the Don River, such as
Azov, Rostov-at-Don, Taganrog, and Yeysk. These shallow water ports
handle smaller vessels with capacities reaching up to 25,000 tonnes.
Turkey—the geographically closest among the four considered trading
partners—is usually supplied by these smaller vessels, while barley gets
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shipped to Saudi Arabia by larger panamax vessels exclusively. In the case
of Iran, grain trade partly flows via Black Sea ports and partly via smaller
ports located at the Caspian Sea, most notably Astrakhan.

Russian grain exports generally show a strong seasonal pattern. Export
volumes are high in the summer months of July through September,
when wheat is exported right after the harvest. Elevated exports can be
observed until the end of the year before they decrease during the winter
and spring months. This pattern partly results from a lack of adequate,
modern storage infrastructure, as Russian farmers have no alternative to
exporting the new crop right after the harvest, having to accept low prices
at the start of a marketing year. However, in recent years, additional
storage facilities were set up in Russia. While the United States Depart-
ment of Agriculture (USDA) estimated Russia’s grain storage capacities at
119 million tonnes in 2017,!! this capacity was estimated at 157 million
tonnes in 2019. It can thus be expected that the strong seasonality pattern
of Russian grain exports will be dampened in the future.!?

The climatic and soil conditions in Russia’s main agricultural producing
regions are generally favourable to grain production. However, Russia’s
recent ascent as a top wheat exporter also results from a strong devalua-
tion of the Russian ruble since 2014, which supported the competitive-
ness of Russian exports on the international market.'3 Furthermore, due
to close geographical proximity to important destination markets such as
Egypt, Russia and further Black Sea exporters, like Ukraine and Romania,
benefit from freight cost advantages when competing with other major
exporting countries such as France, the United States, or Australia.'* As
agricultural commodities—and grains in particular—have a low value-to-
weight ratio, differences in freight costs can become a decisive factor in
determining the overall competitiveness of specific exporters in contested
destination markets.

3 Focus oN SrecirFic MENA COUNTRIES
3.1 Egypt

Egypt is the world’s largest wheat importer, buying around 12 million
tonnes per season, as its domestic production only covers 42 percent of its
total consumption.!® Around half of Egypt’s wheat imports are handled
by the General Authority for Supply of Commodities (GASC), a STE
responsible for the procurement of foodstuffs. In fulfilling its mandate,
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the GASC alone imports as much wheat as the whole of Japan, making the
agency a dominant single player on the international market. To purchase
wheat, as well as other food commodities such as rice, soy oil, or sunflower
oil, the agency employs a tender system. The GASC usually issues wheat
tenders every two weeks, buying three to four cargoes of 60,000 tonnes
originating from the destinations that are currently most competitive.
GASC tenders are closely watched by the global grain trade, as Egypt is
geographically located at a vital chokepoint of international trade, namely
the Suez Canal. Therefore, being competitive in GASC tenders typically
also implies competitiveness in destination markets beyond the canal,
which grants high informational value to the outcome of Egypt’s wheat
tenders. 1

The wheat that GASC purchases is processed domestically to produce
baladi flat bread. This staple food is sold at subsidised prices to Egyp-
tians with lower incomes. Egypt’s bread subsidy programme is a politically
sensitive issue and efforts to abolish or reform the subsidy system repeat-
edly caused uprisings and riots.!” Over the past two decades, Russia and
further Black Sea exporters such as Ukraine and Romania have steadily
increased their share in the GASC tender market, mostly at the expense
of the United States, which had been the top wheat supplier to Egypt
for decades. From the 2015,/2016 agricultural year onwards, at least 80
percent of wheat imported by the GASC originated from the Black Sea
region, with Russia alone accounting for between 40 and 80 percent. This
compares to an average share of 33 percent between the 2005,/2006 and
2008 /2009 agricultural years. As a result of the increasing share of Black
Sea wheat in the Egyptian market, the United States Wheat Associates,
the U.S. wheat industry’s export market development agency, closed their
Cairo office in December 2017.18

Russia exports significant amounts of wheat and sunflower oil to
Egypt, while importing fruits and vegetables from the North African
country (see Fig. 1). The food trade between the two countries has
repeatedly been affected by conflicts over product quality and compli-
ance with phytosanitary standards regarding the shipped commodities.
A major Russo-Egyptian food trade dispute arose after Egypt imposed a
zero-tolerance policy regime regarding ergot contamination!'® in wheat
cargos shipped to the GASC on 28 August 2016. After requiring that
wheat shipped to the GASC must contain zero ergot, which is practically
impossible for traders to ensure when wheat is delivered in bulk, Egypt
rejected cargos from Romania and Russia in early September 2016, as
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Fig. 1 Russia’s Agri-Food trade with Egypt, 2010-2019 (Source UN Comtrade.
International Trade Statistics Database. https://comtrade.un.org/, Accessed 18
August 2020)

they failed to meet the newly established quality standards.? In response,
wheat traders boycotted several GASC wheat tenders that the agency had
to cancel due to a lack of offers. On 16 September, the Russian govern-
ment announced that fruit and vegetable imports from Egypt would be
temporarily halted starting 22 September, due to concerns over food
safety. Shortly after, on 21 September, the Egyptian government decided
to cancel the zero-tolerance ergot policy.?! This was followed by the
resumption of fruit and vegetable imports from Egypt to Russia on 26
September. Importantly, however, the resumption of food imports did
not include Egyptian potatoes, its second most important export to the
Russian market after citrus fruits, which remained banned from entry to
the Russian market until 14 December (see Fig. 1). Russia itself is a large
producer of potatoes and could become a net exporter of potatoes in

the future after becoming virtually self-sufficient in potato production
recently.??
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In a similar trade dispute, several shipments of Egyptian potatoes were
initially rejected at Russian ports in March and May 2018 due to the
cargos reportedly being infested with brown rot disease.”?®> On 31 May,
Egyptian officials rejected a cargo of Russian wheat because it exhib-
ited ergot contamination levels of 0.06 percent, exceeding the acceptable
level of 0.05 percent.’* Two days after the rejection of the cargo, the
Russian government announced that potato imports from specific Egyp-
tian regions that had previously been banned would resume on 6 June
2018. Conducting a second test on ergot levels of the respective Russian
wheat cargo, Egyptian officials concluded that the wheat contained 0.01
percent ergot and was therefore allowed to enter the country. However,
even as potato exports to Russia resumed, the potato trade volume still
declined from $120 million USD annually in 2014 through 2018 to $60
million USD in 2019 (see Fig. 1). While adjustments in trade policy
and phytosanitary standards by the Egyptian and Russian governments
are usually not explicitly implemented as a response or in retaliation to
steps taken by the other side, the sequence of policy changes displayed
above suggests that the food trade between the two countries is strongly
affected by political considerations.

In 2017, several reports published by Reuters portrayed widespread
corruption in the Egyptian food procurement system, with government
officials allegedly taking bribes in order to guarantee seamless passage
of wheat into Egypt.2> While the effort to curb corruption resulted in
arrests of several government officials responsible for Egypt’s food supply,
disputes over ergot levels in wheat cargos and adjustments to the quality
inspection procedures employed by the GASC continue to cause friction
within Egypt’s food trade. However, it can be expected that Russia will
remain the uncontested top supplier of wheat to Egypt and the GASC
due to its competitively priced wheat and the freight cost advantages it
enjoys in comparison to competing origins such as the United States or
France.

3.2 Tuvkey

Turkey is Russia’s most important trading partner in the MENA region
with an average annual food trade volume of $3.15 billion USD from
2017 to 2019 (see Fig. 1). Food trade, however, constituted only 13
percent of total trade between the two countries over the past decade,
as Turkey—a country dependent on energy imports—predominantly
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buys natural gas and crude oil from Russia, making energy trade the
prior component in the economic relationship between the two coun-
tries located at the Black Sea. Turkey is mostly self-sufficient in wheat
and barley production, while total corn consumption exceeds domestic
production by around 40 percent. However, grains and wheat in partic-
ular still account for more than 55 percent of Turkey’s food imports from
Russia (see Fig. 2), with excess wheat quantities being processed into
wheat flour, which Turkey exports to destination markets in the MENA
region, foremost Iraq, as well as Syria and Yemen. With a market share
of 20 percent and exports worth $1 billion USD per year, Turkey is
the world’s largest wheat flour exporter, followed by Kazakhstan (10.5
percent) and Germany (6.5 percent).2°
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Fig. 2 Russia’s Agri-Food trade with Turkey (Source UN Comtrade. Interna-
tional Trade Statistics Database. https:/ /comtrade.un.org/, Accessed 18 August
2020)
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Similar to Egypt, Turkey’s grain imports are managed by a state
procurement agency, the Turkish Grain Board (TMO). The TMO covers
Turkey’s wheat and feed corn imports and also purchases feed barley
if domestic production does not meet consumption. While the TMO,
like its Egyptian counterpart, predominantly purchases Russian wheat,
it contrasts the GASC by sourcing grain from smaller Russian shallow
water ports located at the Azov Sea and up the Don River, most notably
the ports Azov and Rostov-on-Don. Shipping grain using large panamax
vessels enables economies of scale if geographically distant destination
markets are supplied. Turkey, however, is located in close geograph-
ical proximity to the Russian grain export facilities and the TMO thus
purchases numerous smaller parcels of between 10,000 and 30,000
tonnes in its grain tenders. Grain exports from Russia’s shallow water
ports show particularly strong seasonality patterns as some port facilities
become inoperable in the winter months due to cold temperatures.?”

In spite of the generally strong economic entanglement between Russia
and Turkey, bilateral food trade was highly affected by political tensions
between the two countries in recent years.’® On 24 November 2015, a
Russian fighter jet operating in Syria was downed by the Turkish military
close to the country’s border. In response, Russia introduced an exten-
sive package of sanctions against Turkey, including a ban on imports of
Turkish food products such as tomatoes, onions, cucumbers, grapes, apri-
cots, apples, chicken products, and salt, while imports of lemons and nuts
remained unrestricted just like the energy trade that is central to the bilat-
eral trade relationship.?? After these trade restrictions took effect on 1
January 2016, the Kremlin announced in late June 2016 that Ankara had
apologised for downing the military jet. Subsequently, after a meeting
between the two countries’ presidents in St. Petersburg in early August
2016, the intent to ‘normalise’ the bilateral relationship and a gradual
lifting of the Russian import restrictions were announced.3°

As a consequence of the implemented trade restrictions, Russia’s food
imports from Turkey decreased by more than 50 percent, from $1.5
billion USD per year between 2011 and 2015 to $663 million USD in
2016 (Fig. 2). Conversely, Russian food exports to Turkey only showed
a modest decrease of around 15 percent in 2016. After the agreement
to gradually resume food trade in late 2016, Russia’s food imports from
Turkey rebounded to around $1.25 billion USD per year in 2017 through
2019, still standing below the levels recorded prior to 2016. This gap
in trade volume is almost entirely resulting from diminished imports
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of Turkish tomatoes, which remained restricted after 2016. Exempting
tomatoes from the resumption of food trade corresponds to an effort
by the Russian government to support domestic tomato production to
ultimately reach self-sufficiency. Indeed, Russian vegetable greenhouse
production grew by around 12 percent annually over the past five years.3!

As Russia’s ban on Turkish tomato imports remained in place, Turkey
removed Russian food products, most notably wheat, corn, and sunflower
oil, from its tax-free import licence list on 15 March 2017, which effec-
tively barred all Russian food exports to Turkey.®? Following another
mecting between the state leaders in Sochi, Russian food exports to
Turkey resumed in May 2017, while the ban on Turkish tomato imports
was, however, only partially relaxed and converted to an import quota
that came into effect on 1 November 2017.33 This new policy regime
allowed only a small number of Turkish companies to sell tomatoes to
Russia, which prompted Ankara to threaten a similar limitation on the
number of Russian companies accepted to ship food products to Turkey
on 19 March 2018.3* In late April 2018, the limitation on the number
of trading companies allowed to sell tomatoes to Russia was finally
removed, while the import quota remained unchanged until 28 March
2019, when a tripling of the quota to 150,000 tonnes was announced.
This policy adjustment followed an announcement by the Turkish govern-
ment to implement a 5,000-tonne tax-free import quota per year for beef
imports from Russia.3> A further increase of the Russian import quota
to 200,000 tonnes was announced on 26 February 2020. However, as
Turkish tomato exports to Russia amounted to around 340,000 tonnes
per year before 2016 and in light of Russia’s expansion of greenhouse
vegetable production over the past five years, a further increase or abol-
ishment of the import quota is likely to have little effect on Turkey’s total
tomato exports to Russia.

3.3  Saudi Avabia

Until 2016, food trade between Russia and Saudi Arabia was practi-
cally limited to Russian barley exports (Fig. 3). For several decades,
Saudi Arabia has been the world’s largest barley importer with annual
imports of around 7.5 million tonnes and a market share of around 30
percent.3® Today, Saudi Arabia is entirely dependent on the import of
barley, which is used as animal feed in the country. Since the early 2000s,
Saudi Arabia sources around 40 percent of its barley from the Black Sea
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Fig. 3 Russia’s Agri-Food trade with Saudi Arabia (Source UN Comtrade.
International Trade Statistics Database. https://comtrade.un.org/, Accessed 18
August 2020)

region, primarily from Ukraine, followed by Russia. In particular years,
the Black Sea market share has even exceeded 60 percent. While Saudi
Arabia is still the top destination for Russian barley exports, its share
has decreased from 60 percent between 2011 and 2015 to 40 percent
since 2016, while exports to other MENA countries, particularly Iran and
Jordan, increased substantially.

Currently, Saudi Arabia is also among the top 20 wheat importers
in the world. However, the country only started importing grain on a
large scale in 2008. In the early 1980s, Saudi Arabia had formulated
an extensive self-sufficiency policy encouraging and supporting domestic
wheat production projects, which were entirely based on irrigation.3” This
policy enabled the country to indeed become a sizeable wheat exporter
between 1985 and 199438 before domestic wheat production was scaled
back to only supply the domestic market. Due to serious concerns about
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depleting water reserves, the irrigation-intensive wheat production was
gradually phased out between 2007 and 2016. During this time period,
Saudi Arabia’s wheat imports increased steadily to ultimately reach 3.4
million tonnes annually. In November 2015, the Saudi Grains Organi-
zation (SAGO) was established to manage the country’s grain imports.3”
The SAGO has a monopoly on the import of milling wheat and is respon-
sible for the vast barley imports, as well. Feed corn, of which Saudi Arabia
is also a major importer, is imported by private companies. Similar to
the countries discussed previously, the SAGO employs a tender system to
purchase grains on the international market. Compared to its counter-
parts in Egypt and Turkey, the SAGO issues tenders rather infrequently
(i.e. roughly every two months) and then buys large quantities at once.

After years of bilateral negotiations, Russian wheat was approved to
be offered in SAGO tenders on 8 August 2019.#0 Precisely, tolerated
bug damage levels for Russian wheat were adjusted from a practically
prohibitive 0 percent level to a manageable level of 0.5 percent. The deci-
sion was announced after samples of Russian wheat were sent to Saudi
Arabia in late 2018 and multiple meetings between government officials
had taken place to discuss amending the quality specification. After Saudi
Arabia became a wheat importer, Russian wheat was initially allowed to
enter the country. However, a Russian wheat cargo exhibiting strong
contamination with the sunn pest on arrival prompted the government
to effectively ban Russian wheat in 2012.#! Following re-approval, the
first two cargos of Russian wheat purchased in SAGO tenders were sent
to Saudi Arabia in April and May 2020.%?

The opening of the Saudi Arabian market for Russian wheat must be
seen in the context of a steadily improving relationship between the two
countries in recent years. After bilateral relations reached a low point due
to opposing involvements in the Syrian civil war, Saudi Arabia and Russia,
the two largest crude oil exporters worldwide, initially started to coop-
erate in oil markets in 2016 in view of crude oil prices falling to historic
low levels.*3 An agreement to cut oil production between the Organiza-
tion of Petroleum Exporting Countries (OPEC)—which is virtually led by
Saudi Arabia—and Russia was signed on 10 December 2016, resulting in
rising oil prices in the following years. Similarly, food exports from Russia
to Saudi Arabia, which had halved from around $500 million USD annu-
ally in 2012 through 2015 to $250 million USD in 2016, returned to
previous levels (see Fig. 3). Additionally, since 2016, Russia’s food exports
to Saudi Arabia show a gradual diversification, as cocoa products, as well
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as poultry, started to be exported to Saudi Arabia in 2017 and 2018,
respectively. This resulted in a decreasing share of barley in Russia’s food
exports to Saudi Arabia, from 95 percent in 2014 to 68 percent in 2019.

On 14 October 2019, during the first state visit by the Russian pres-
ident Vladimir Putin to Riyadh since 2007, the heads of state signed
a comprehensive Memorandum of Understanding (MoU) aiming to
further improve the bilateral relationship. Alongside various agreements
on joint investments and expanded cooperation, both governments reaf-
firmed their intent to increase the mutual food trade. Particularly, the
Russian side expressed interest in the export of animal and dairy products,
among others, while Saudi Arabia proclaimed the intent to export fish and
shrimp products, as well as fruit and dates to Russia.** During a preceding
bilateral meeting in early September 2019, the Russian Minister for Agri-
culture had underlined the goal of quadrupling Russian food exports to
Saudi Arabia to reach USD 2 billion in 2024.*> The MoU should be
seen in the context of his ambitious goal regarding the food trade volume
between the two countries.

34 Iran

After the collapse of the Soviet Union, there was bilateral political will
to expand trade relations between the Russian Federation and the Islamic
Republic of Iran (Iran, hereafter). The ‘Look to the East’ policy defined
by Tehran in 2006,*® promoted the improvement of Iran’s economic
and political relations with Russia and China after many years of a
no-alliance policy.*” However, while the bilateral economic relationship
remains insignificant if total trade is considered, agricultural and food
trade has increased substantially since 2017 (see Fig. 4). In 2018, Iran
had imported food products worth $856 million USD from Russia, while
food exports to Russia showed a volume of $450 million USD.*8 As
such, the Russo-Iranian food trade accounted for around two-thirds of
the total trade between 2017 and 2019. Russia and Iran both have large
oil and natural gas reservoirs, and both depend on fossil fuel exports.
However, Iran has an arid to semi-arid climate and is confronted with
severe water scarcity issues. Despite this fact, Iran has implemented self-
sufficiency policies, particularly for its domestic grain production, which
is affected by varying levels of precipitation. As Russia turned into a major
grain exporter, Iran has started to diversify its cereal import portfolio
by relying more on Russia, while imports from other countries remain
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Fig. 4 Russia’s Agri-Food trade with Iran (Source UN Comtrade. International
Trade Statistics Database. https: / /comtrade.un.org/, Accessed 18 August 2020)

substantial, as well.*’ In 2018, maize was Iran’s primary food import
from Russia followed by sunflower oil and barley. The top food exports
from Iran to Russia are fruits, nuts, and vegetables. It must be added that
there is a volatile pattern of Iranian wheat imports from Russia, which
mainly depends on the domestic wheat production in Iran and thus on
annual precipitation levels (see Fig. 4).%0

While Russia and Iran do not have a land border, they are connected
by the Caspian Sea and its sea transport facilities. The food trade over the
Caspian Sea is mainly conducted via the Russian port of Astrakhan and the
ports of Amirabad and Anzali in Iran. However, bilateral seaborne trade
is impeded by a lack of adequate infrastructure, as well as bureaucratic
hurdles. For instance, the available port facilities are not well prepared
for handling container trade, as well as the storage of fresh agricul-
tural products.®! Furthermore, non-Russian ships are only allowed to use
inland waterways in Russia after paying a fee of $30,000 USD. As this
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fee is essentially prohibitive, non-Russian vessels need to either unload
cargos at the ports of Astrakhan or Makhachkala or switch to Russian
vessels.”?> Facing these impediments, a mutual protocol aimed at the
improvement of trade infrastructure and the reduction of bureaucratic
hurdles was signed in 2020.%% Furthermore, the first permanent container
shipping line between Iran and Russia was planned to be established in
September 2020, which could increase the trade of fresh food products.®*
Further reports have announced the construction of additional Russian
port infrastructure in Lagan at the Caspian Sea, which could also facil-
itate food trade with Iran.®® Railway and road infrastructure between
Russia and Iran is not well developed and the contribution of non-marine
transport of agricultural commodities is currently low. On the Iranian
side, the constant intervention of the government in the domestic agri-
cultural market is another issue that impedes the long-term provision of
fruit and vegetable exports to the Russian market, as a state organisa-
tion called the Market Control Centre frequently implements restrictions
on the export of agricultural and food commodities once food shortages
appear in Iran.>®

Despite the deficiencies in transport infrastructure, bilateral food trade
has increased in recent years and can be expected to further develop in
the future. After years of negotiations, on 27 October 2019, a free trade
agreement between the Eurasian Economic Union and Iran took effect.®”
This was an important decision for expanding Iran’s trade relationships
with former members of the Soviet Union, and Russia in particular. The
main objective of the agreement is the liberalisation and facilitation of the
trade between the parties through, inter alia, reduction, or elimination
of tariff and non-tariff barriers.>® This interim preferential trade agree-
ment should lead to a free trade agreement within three years (Article 1.3,
§3). At its primary stage, the EAEU-Iran interim preferential trade agree-
ment (PTA) covers approximately 55 percent of the total trade between
the partners and focuses on selected agricultural and industrial products.
Iran grants preferential treatment for meat and other food commodi-
ties, as well as metals, electronics, and other items. The average import
tarift applied by Iran to imports from the EAEU is reduced from 22.4
percent to 15.4 percent for manufactured commodities and from 32.2
percent to 13.2 percent for agricultural commodities. A total of 360
commodity categories are covered in the agreement. Furthermore, Iran
receives preferential treatment for exports of fruits and vegetables and
other selected products. The average import tariff applied by the EAEU
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on Iran is reduced for agricultural commodities from 9.6 percent to 4.6
percent and for industrial commodities from 8 percent to 4.7 percent,
with 502 commodity categories being covered.’® The available data on
tariff changes show, however, that barley and corn are not included in the
list of goods with reduced tariffs by Iran at this stage. Conversely, there
are complaints that the agreement disregards goods that are important
to Iranian producers and exporters. While tariff reductions on additional
goods could be considered in the next round of negotiations,®® the
trade between Iran and EAEU has already increased compared to the
same period before the agreement, despite the presence of U.S. sanctions
against Iran since 2018.°1 A first study investigating the effects of this
EAEU-Iran free trade agreement employing a gravity model framework
projected a higher increase of exports by EAEU members to Iran than by
Iran to the other EAEU members.%?

4 OUTLOOK

This chapter examined Russia’s food trade with its top four destination
markets in the MENA region. Food trade is the most important compo-
nent of the bilateral economic relationships with Saudi Arabia, Iran, and
Egypt, which are energy net-exporters like Russia. Regarding Turkey, the
sole energy net importer among the considered cases, food trade only
accounts for 13 percent of total trade with Russia, which is dominated
by energy trade. In all four cases, Russian food exports to the MENA
clearly outweigh its food imports. Due to unfavourable climatic condi-
tions, the majority of MENA countries are unable to produce enough
grain to meet the consumption of growing populations and Russia thus
emerged as a main supplier of wheat, as well as barley and maize for the
neighbouring region. After Saudi Arabia approved the import of Russian
wheat in August 2019, only few MENA countries continue to disallow
the import of Russian wheat, most notably Algeria, the world’s third-
largest wheat importer, as well as Iraq.%® However, regardless of Algeria
approving wheat imports from Russia, its overall grain exports to the
MENA region are unlikely to increase much further in the future, as the
region already sources most of its grain from Russia or competing Black
Sea exporters, such as Ukraine, Kazakhstan, or Romania.

As a consequence, a goal outlined by Russian trade officials is the
diversification of Russia’s food exports, and thus the development of
new destination markets for food export products other than grains and
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vegetable oils. In this respect, Russia recently started to export notable
amounts of chocolate products and poultry meat to Saudi Arabia, which
had previously almost exclusively imported barley from Russia. This diver-
sification in Russia’s exports to the high-income gulf country follows an
improvement in the bilateral relations due to a fruitful cooperation in the
energy market since 2016 and corresponds to Russia’s proclaimed effort
to quadruple food exports to Saudi Arabia by 2024. Since 2018, growing
volumes of chocolate products and lamb meat have also been exported
to Iran. Russo-Iranian food trade shows a clear upward trend after Iran’s
free trade agreement. Regarding Egypt and Turkey, total food trade does
not exhibit a clear upwards or downwards trend over the past decade.

The considered food trade relationships are strongly shaped by polit-
ical disputes and/or the improvement of diplomatic ties. Russia appears
to use import restrictions on specific food products as an instrument
of support for domestic production to substitute its imports, reach self-
sufficiency and even gain the capacity to export, an approach that several
studies focusing on Russia’s import restrictions versus Western countries
in 2014 have previously analysed.®* The trade dispute surrounding the
imports of Turkish tomatoes especially illustrates how Russian import
quotas are maintained to (successfully) encourage domestic greenhouse
tomato production. Regarding food trade between Russia and the MENA
countries, food exports are often restricted using non-tariff measures, as
products are rejected over concerns about food safety, product quality
or the alleged non-compliance with prevailing phytosanitary standards.
While it must be expected that non-compliant food cargos be rejected
from government agencies that control the quality of food imports, the
sequence of cargo rejections in the considered cases suggests that the
product quality tests are partly influenced by bilateral political relations
or previous adjustments in trade policies or quality standards introduced
by the other side.

By exporting wheat and other grains to the import-dependent MENA
region, Russia has achieved building meaningful economic trade relation-
ships with countries that are also primarily energy-exporters and thus
competitors. After reaching low points in 2016 due to inter alia Russia’s
involvement in the Syrian civil war, a stand-off in international energy
markets and various disputes over product quality, the food trade relation-
ships with the selected MENA countries have largely improved recently.
While the food trade was repeatedly disrupted by political interventions in
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recent years, its central component, grain trade, can be expected to remain
stable in the long run due to its unequivocal mutual benefit. Because
of climatic and geographic advantages, Russia can competitively produce
and ship grains to the MENA countries that lack sufficient production of
grains to meet domestic consumption.
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