Potential Impacts of Ukraine-Russia conflict on wheat
production, consumption and export in Canada

Andu N. Berha'. Ellen Goddard®

LUniversity of Alberta, Edmonton, AB T6G 2R3

Background

War in Ukraine and associated sanctions
Imposed on Russia have been causing a
large disruption to direct trade with major
grain-exporting countries in the Black Sea
region.

Wheat Is a major commodity currently
affected by this shock.

Although this shock could
disproportionately affect major wheat-
Importing countries, the effect can be felt
around the world including Canada.

The study at hand aims at examining the
potential impact of war in Ukraine and
assoclated disruptions In supply chain on
wheat supply, disappearance, and export In
Canada.

Results: selected regression results
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Vertical price transmission equation: Where 0, IS wheat supply, Ptfl IS lag value of average producer price deflated

by farm inputs PI, is deflated average fertilizer price, Prci refers to

PY = 53527 + 0.901P/ — 0.948¢ o We | |
Se (9.706) (O 087) (0.596) precipitation, and Tem Is change in mean temperature. EXt IS wheat export,
Elasticity [0.809] p” refers to deflated wholesale price, EXfOW IS export in rest of world, ERt IS

nominal exchange rate, and ¢ Is beginning stock.
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Results: simulation

Materials and Methods

The econometric model consists of seven
equations, one of which Is identity. The six
equations explain production, inventory, per
capita disappearance, export, vertical price
transmission, and horizontal price
transmission between Canada and rest of
world.

The model Is estimated as a single system
by three-stage least squares (3SLS) using
annual data for the period 1991-2020.

As Russia and Ukraine are two major wheat
exporters, the simulation Is carried out
assuming 18% and 32% decrease in ROW
export due to war.

Figure 1: Share of wheat export in 2020

The simulation results represent what would have happened if the shock had occurred
In 2016.
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Table 1: Distribution of variables of Iinterest and data

sources
Variables Mean  Source
Total production (000 tonnes) 27,107 CANSIM
Import (000 tonnes) 71.44 CANSIM
Stock (000 tonnes) 7,318 CANSIM
Disappearance (000 tonnes) 8,170 CANSIM
Export (000 tonnes) 19,153 CANSIM
Rest of world export (000 tons.) 118,567 FAO
Average producer price ($/ton) 179.6 FAO
Average wholesale price ($/ton) 199.9 CANSIM
Precipitation (mm) 547.6 WB
Real income per capita ($) 42,368 WB
Exchange rate (CAD/USD) 1.268 BofC
Average fertilizer price ($) 329.5 FAO

Conclusion

* As expected the simulation results indicate that Canadian wheat producers are
less responsive to current price change compared to other economic agents.

* Qverall, the result suggests that the rapid ramp-up in the price of wheat due to
shock may benefit Canadian wheat producers and exporters through high
producer and export prices, respectively, providing a large increase In profits,
while Canadian households are struggling with inflation, ceteris paribus.

* On the policy side, the government should take action to protect households
Impacted by a hikes In food prices.
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