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With great power comes great
responsibility: The EU and the Black Sea
Region take leadership of the global
wheat market

Income growth, changing consumer preferences and technologi-
cal progress are having a transformative effect on global food
trade and, in particular, wheat markets. This is evidenced by two
main developments: First, the growing demand for wheat in Asia
and Africais increasingly being met by the European Union (EU)
and the Black Sea Region (BSR), which have replaced the United
States (US) as the major players on the global wheat market.
Second, and as a consequence, the Euronext futures market,
which reflects the supply and demand fundamentals in the EU
and the BSR, is becoming more important for international
wheat price discovery. In light of these two changes, the EU and
the BSR must take more responsibility for ensuring global food
security and combating hunger and malnutrition. To achieve this,
greater international cooperation is required, in particular be-
tween the big Western and Eastern economic powers. Unre-
stricted international trade is vital to ensure sufficient supply
of food worldwide, while escalating economic sanctions and
countersanctions endanger food security, especially in import-
dependent regions. Public debate on trade and economic sanc-
tions must therefore be more objective and better take into ac-
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count both regional and global needs.

Changing patterns in global wheat trade

Wheat trade has risen sharply in recent years, with
wheat imports growing 53 percent from 117 million
tons in 2000 to 179 million tons in 2019 (FAOSTAT,
2020). This increase is largely driven by Asian and
African countries and can be attributed to rising
incomes and growing populations (FAOSTAT, 2020).
Indeed, populations in developing countries have
more than doubled over the past four decades. At
present, the Middle East and North Africa (MENA)
region imports 50 percent of its food calorie con-
sumption (Ahmed et al., 2013) and the MENA coun-
tries are among the largest importers of grain. In

2020/2021, Egypt became the world's largest wheat
importer while Algeria and Morocco ranked fourth
and eighth, respectively.

Historically, these countries import wheat from
the US. However Black Sea exporters, such as Russia,
Ukraine, and Kazakhstan, and EU countries, such as
France and Romania, have considerably expanded
their wheat exports in recent years (Glauben et al.,
2012; Uhl et al., 2019) and increased their share on
the world wheat market (Figure 1). Russia, in par-
ticular, has seen a rapid rise in wheat exports due
to improved political and food trade relations with
MENA countries such as Saudi Arabia, Iran, and Tur-
key (Heigermoser et al. 2021); favorable climatic
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Figure 1: Global wheat exports of the major exporters
Source: USDA-FAS, 2021. Authors' illustration.

20 ---

15 ---

in million metric tons

10 - -}

2012
2013

2013
2014

2014
2015

2015
2016

2016
2017

2017
2018

2018
2019

2019
2020

2020
2021

M Argentina M Australia European Union

conditions; recent investments in storage facili-
ties and export infrastructure; and geographical
proximity to key importing countries in the MENA
region (Heigermoser and Gotz, 2019). Geographi-
cal proximity is particularly relevant in periods of
high freight costs, which can currently be observed
in international maritime trade (Heigermoser and
Glauben, 2021).

Euronext futures market gaining
importance

According to a recent study by Janzen and Adjemian
(2017), the Euronext wheat futures market is be-
coming more important for international wheat
price discovery. The study shows that this change
is due to a closer connection between Euronext
and the supply and demand conditions in the EU
and the BSR. Particularly after August 2010, when
supply shocks originating from Russia and Ukraine
impacted wheat markets, the Euronext's share in
price discovery increased substantially, potentially
signaling a decline in the US's importance on the
global wheat market.

Building on this study, novel IAMO research con-
ducted by Ahmed (2021)" applied a complementary
approach and an alternative data set to further
investigate the role of the Euronext wheat mar-
ket compared to the US market. The results indi-
cate that, before 2015, wheat prices on the Eu-
ronext futures market followed past changes on
the US futures markets. The transmission of shocks
appeared to be largely unidirectional and the Eu-
ronext futures market adjusted to shocks on the
US futures markets. However, after around 2015,
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changes on the US futures markets began to react
to changes on the Euronext futures market, and not
the other way around. These findings (additionally)
suggest the increasing importance of the Euronext
for wheat price discovery over the last years.

Eurasian countries have become more competi-
tive on the global wheat market and are able to of-
fer more wheat at lower prices (Figure 2), causing
a significant increase in trading volume on the Eu-
ronext futures market? and ultimately resulting in a
greater share of wheat price discovery. This means
that wheat traders and hedgers may increasingly
prefer hedging based on information obtained from
the Euronext market, as it provides a high degree
of effective hedging due to the reductions in spa-
tial basis risk.

Eurasian nations need to take more
responsibility for global food security

The "leadership" role of the US on the world wheat
market is in decline while EU and BSR exporters
and the Euronext are becoming increasingly impor-
tant. These developments call for the EU and BSR
countries to take greater responsibility to ensure
functional and unrestricted grain markets. These
countries must refrain from protective market

" The study investigates the long-run and short-run equi-
librium relationship and causality between price discovery
on the US and Euronext wheat futures markets by employing
Johansen's co-integration test and error correction model
(ECM).

2 Despite the remarkable increase in the volume of wheat
traded at the Euronext over the last decade, the trading
volume at the CBOT is still much higher (Janzen, 2016).



Figure 2: Monthly mean wheat prices (FOB) for the major exporters

Source: USDA-FAS, 2021. Authors' illustration.
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interventions (such as the export restrictions that
were observed as a response to the uncertainty of
the Covid-19 pandemic (Heigermoser and Glauben,
2021)), which typically lead to sharp price increases
on spot markets and above all harm import-de-
pendent developing countries. Furthermore, market
interventions also undermine the functionality of
commodity futures markets, such as the Euronext,
since higher risk premiums have to be priced in,
leading to higher prices in the medium term.

In addition, policy measures are needed to im-
prove the performance of the global wheat trade,
such as by increasing cooperation in international
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trade and eliminating trade restrictions and barri-
ers. This is particularly necessary given that food
prices reached a ten-year high in May 2021 (FAO,
2021). Tightening sanctions and counter-sanctions
between the Western and Eastern economic powers
should be avoided. That is why public debate on trade
sanctions needs to be approached more objectively,
taking into account both regional and global needs.

Finally, considerable research efforts are still re-
quired to gain a deeper and better understanding
of the functioning of agricultural futures markets
and their interactions with the corresponding phys-
ical/spot markets.
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