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Introduction®

In 2004 and 2007, twelve Central and Eastern E@mogeountries joined the European Union,
bringing about several changes in the field of paen agriculture. One of the major changes
was the transformation of national agriculturad&aas indicated by several authors (Bojnec et
al. 2008, Fett 2006). EU membership has made the New MembersSpatet of a large market,
thereby changing the competitiveness of their afjtical products, realised through agricultural
trade. In such an enlarged competitive environm#g, role of high-quality, region-specific
products have measurably increased. These produrctspany cases possessing protected
denomination of origin (PDO), have special changsties that European consumers appreciate.

The importance of geographical indicators is insie@ and PDO products currently play an
important role in the first pillar of the EU qualipolicy. However, the link between PDO
products and their competitiveness remains un@edrvery little research has been conducted
on analysing the competitiveness of products wibggaphical indication. Therefore, the aim of
this paper is to analyse whether products with quted denomination of origin have any
competitive and/or comparative advantage in Eunopearkets. In order to meet this aim, this
paper analyses the competitiveness of traditiopaits produced by the NMS in the EU15
markets. Established Member States have long itvaditof producing highly matured spirits
including such famous products as whisky, brandy emgnac, while the NMS have their own
specialty — spirits distilled from fruits — and nyaof them are considered as PDO. (Appendix I)

The paper is structured as follows. First, a bhitdrature review is provided on empirical
research, analysing the competitiveness of NMScaljural products in international trade as
well as the economic effects of geographical ingbces. The methods used in the research are
demonstrated in the next section, followed by aalymis of the competitiveness of spirits
distilled from fruits of the NMS in the EU15 marketFinally, a discussion on results is given,
followed by conclusions.

Resear ch on the competitiveness of NM S agricultural products

The competitiveness of NMS agriculture was analysdgtie main sectors by Banse et al. (1999),
who concluded that the competitiveness of the tenasket exceeds that of animal husbandry. A
competitiveness analysis based on internationaletm@ata for the Hungarian agriculture was
conducted by Eiteljérge-Hartmann (1999), who fodhat wheat, wheat flour, sugar beet, live
cows, meat preparations from pigs, chicken meat @wls’ milk did have competitiveness

between 1995 and1997. Decreasing levels of conyeetdss were observed in the following
product categories: pasta, chocolate, rapeseddyppotato, beef, pork, live chickens, butter and
cheese. Eiteljorge-Hartmann concluded that in sg#veases, raw materials were more
competitive than processed products.

Fert (2004) and Feétand Hubbard (2003) have also analysed the convesti#ss of Hungarian
agricultural products traded with the EU and caltiohs were made for 255 product groups

! This article was made in the framework of the OT&3119 research program titled "Changes and detents of
Central and Eastern European agricultural trade”.



during the period of 1992-1998. The results shothatl Hungary had comparative advantages in
live animals and processed meats, while it hasatedecomparative disadvantages in cereals.

Bojnec and Feét (2007) have investigated the determinants of paio@ quality competition in
agro-food trade between the CEC-5 and the EU-1thenpre-enlargement period. They found
that the Czech Republic and Slovakia have cauglm tgrms of successful quality competition,
but not in successful price competition. Howeveunbgiary and Poland have also caught up in
terms of successful quality competition and to ssée extent in successful price competition.
Slovenia was the only country that has not madesagnificant catching up in successful quality
competition.

Resear ch on economic effects of geographical indications

There has recently been expanding research caotiédo analyse the economic impacts of
geographical indicators. Malorgio et al. (2007)uUsed on the influence of the European wines
with protected denomination of origin (PDO) on therld market and revealed that there is a
growing consumer attention and interest towardsehmoducts although these wines are usually
sold at a higher price. Trevisan (2008) has carpetl research on the grappa industry in
Trentino, Italy and concluded that local producawssidered geographical indication as one of
the mosimportant characteristics of the regidrrecho-Pech et al. (2010) examined the case of the
mezcal, a Mexican spirit distilled from agave angjgested that success of this ancient local
product was due to its PDO denomination in 1998pating to which the producers could use
the legal protection as a tool of product differatnbn.

Analysing the importance of non-alcoholic food agticultural products also plays a great role
in the literature. The main topic of the BolognaAAseminar in 2007 was the marketing and
trade of the traditional products. Teuber (2007pleasised that geographical indications (Gl) are
useful tools for product differentiation and themef developing countries make attempts to
secure such protection for their products. Scarameizal. (2007) pointed out that the Toscan
companies in Italy use the Gls for numerous reagoosder to succeed in the world markets as
these help to protect the products from cheapetaiimns as well as benefitting from the

advantages of the reputation due to the regiorrigino Borch and Roaldsen (2007) found that
the protection of the denomination of origin in M@y is a factor of competitiveness, especially
for the high quality traditional food products etpremium sector.

M ethodol ogy
The various methods elaborated around the theorgwaled comparative advantages provide

the basis for this analysis. The original indexrefealed comparative advantages was first
published by Balassa in 1965 who defined the falhgwBalassa, 1965):

B: = Xii X"i 1
) :

wherex means expori, indicates a given countryjs for a given product, stands for a group of
products andn for a group of countries. It follows that revealedmparative advantage or
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disadvantage index of exports to reference countan be calculated by comparing a given
country’s export share in its total export - inredation with the focus country’s export share in
their total export. If B>1, a given country has emparative advantage compared to focus
countries - or, in contrast, a revealed comparatisadvantage.

The Balassa-index is especially criticized becaugeseen as neglecting the different effects of
agricultural policies and asymmetric values. Tradmicture is distorted by different state
interventions and trade limitations, while the asyairic value of the B-index reveals that it
extends from one to infinity if a country enjoyswgarative advantage from a product, but in the
case of comparative disadvantage, it varies betweemand one, which overestimates a sector’s
relative weight. This latter problem was partlyv&al by Hinloopen-van Marrewijk [2001] with
their classification of the B-index: Category A:B<l, Category B: 1<B2, Category C: 2<g4,
Category D: 4<B. Product groups pertaining to CatggA show a lack of comparative
advantage, while those in Category B show a weakpamative advantage, to Category C
average and to Category D a strong comparativerdage.

Vollrath suggested three different specificatiohgevealed comparative advantages in order to
eliminate the above disadvantages (Vollrath, 198dative trade advantage index, logarithm of
relative export advantage and relative competittgsn Relative trade advantage index (RTA)
takes both exports and imports into account andhés difference between relative export

advantage index (RXA) and the relative import adage index (RMA).

Expressed pro forma:

RTAij = RXAij - RMAij (2)

where RXA; = Bjand RMA; = (m; / my) / (myj/ my) (M means the import), that is,

RTA; = [ (i / Xit) 1 (nj/ Xn)) ] = [ (M7 mie) / (Mej/ M) ] 3)

If RTA > 0, this reveals that a given country hasamparative advantage compared to focus
countries - or, in contrast, a revealed comparativeadvantage. This index takes into

consideration effects of demand as well as thosesugply therefore it is closer to the

comparative advantages approach than indices lmaseaports. The higher the value, the more
competitive the country is. Vollrath named this st index the logarithm of relative export

advantages (InRXA) and named the third revealedpetitiveness (RC), which is the difference

between the logarithm of relative export advantagesthat of relative import advantages:

RCij = In RXAIjj — In RMAIj 4)
Positive INRXA and RC indices indicate a compegitadvantage, while negative values indicate
competitive disadvantage. A benefit from their ussmpared to the first two indices - is that

these are symmetric to the pole. Furthermore, theseunt for export- and import side trade
distortions and are also able to manage intra-tngdasade. This latter advantage is at the same

4



time the disadvantage of the RC-index: if thermasintra-industry trade, the index cannot be
interpreted.

International and national literature interlinke ttlmodel of revealed comparative advantages with
new streams of trade theories, allowing the exenutif even deeper competitiveness analyses
(Gehlhar-Pick, 2002, Féit 2004). This approach stresses that price andtguampetition in
two-way trade is worth separating. To achieve ¢ual, the literature introduced a new concept:
unit value difference (UVD), which is the differendetween export and import unit values,
defined as follows:

UVXij = Xij/@ij and UV“"- = Mij/Qmij, SO UVDij = UVXij - UVmij (5)

where X means export, M means import, Q standsqt@ntity, i indicates products, and |j
indicates the partner-country. The formula abovamsehat the difference of a product group’s
unit value can be defined (UVD) if import unit valgUVmij) is deducted from export unit value
(UVxij); that is, export value achieved from a ctiyis given product group (Xij) is divided by
export quantity (Qxij), then divide import value i{Mby import quantity (Qmij) and deduct the
two values from each other. Trade balance (TB)alaa be easily calculated from the formula
above: (TBij = Xij - Mij), and is the difference tveeen export and import values of a given
product group running to/coming from the focus dogn

By using the two new concepts (UVD and TB), therlture creates the following categories in
order to separate price-quality competition (GPedndn the basis of Gehlhar-Pick, 2002):

Category A (successful price competition): TBij afid UVDi j< O,
Category B (unsuccessful price competition): TEljand UVDij > 0,
Category C (successful quality competition): TBip=and UVDij > 0,
Category D (unsuccessful quality competition): T8i) and UVDij <0

The four categories above are well able to separhst competitive position a country’s product
groups has from a price and quality point of vi#vehould not be forgotten that these categories
implicitly refer to two-way and not one-way tradbg latter of which means just export or import
from a product group).

In order to calculate the various indices mentioabdve, the paper has used the EUROSTAT
trade database (CN8) using eight digit breakdowsulting in 5 categories for spirits distilled
from fruits (Appendix Il), and aggregated to twagitlibreakdown in order to identify the
positions of traditional spirits inside the “bevgea, spirits and vinegar” sector. The paper works
with trade data from 2001-2009, providing a cledolysis for analysing the effects of EU
accession. In this context, the EU is defined astember states of the EU15. Due to the lack of
trade data for many NMS countries in the spiritegaty, a selection of NMS countries
(consisting of Bulgaria, Czech Republic, HungamiaRd, Romania, and Slovenia) is analysed.



The competitiveness of NM Sfruit spirits on the EU15 bever ages mar ket

By analysing competitiveness and comparative adgmst of NMS fruit spirit trade with the
EU15, it is clear that all four Balassa-indiceswslsmilar results for each country analysed, for
the exception of Poland, the only examined coumnititiout PDO fruit spirit. On the whole, all
countries except Poland had a revealed comparativantage and all were competitive on the
EU15 beverages market in the average of the p@00d-2009 (Table 1). Values of variation are
normal (except for Romania and Slovenia in somegjasndicating small deviations between
years. However, in addition to the overall pictitesan be clearly seen that values for Hungary
and Poland are fundamentally lower than those floerocountries analysed here, indicating that
individual country performances differ significantl

Table 1. Revealed comparative advantages or disadvantages of NM Sfruit spirit trade on
the EU15 beverages market, based on the average of the period 2001-2009

Denomination Aver age, 2001-2009 Variation, 2001-2009 (%)

B RTA |InRXA| RC B RTA |InRXA| RC
Revealed
comparative >1 >0 >0 >0
advantage, if:
Bulgaria 11.73 | 1162 1.78| 461 2028 2037 1.35 2.25
Czech 26.19 | 25.90| 2.73 428/ 3024 3016 1.1 1.24
Republic
Hungary 465 | 455 0.69 2.77 8.80 8.84 1.20 1.26
Poland 0.36 032 | -1.82] 155 042  0.42 1.5p 1.59
Romania 4825 | 47.75| 2.33 3.44] 103.29 10384 2.14 2.07
Slovenia 31.47 | 31.10| 2.07 3.17] 6279 6284 205 2.32

Source: Authors’ own calculations based on EUROST2011)

In addition to the overall picture, it is worth &wng the ways EU accession has affected the
comparative advantages of the NMS fruit spirit ge@ty using the classification of Hinloopen-
van Marrewijk (2001). As indicated in Figure 1, ealed comparative advantages of fruit spirits
on the EU15 beverages market has been deteriorsiticg EU accession. While 17% of fruit
spirits was in short of comparative advantagesOid4? this indicator has reached 50% by 2008,
indicating signs of losing market positions. Tharghof fruit spirits with strong comparative
advantages has remained stable after accessiolg thhi of average comparative advantages
remained stable on the regional level (Figure 1).



Figure 1: Changes of B-index by categoriesin the EU15 beverages mar kets
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Analysis of price and quality competition in timieosvs similar results. Two-way fruit spirit trade

with the EU15 — which was decisive in the periodlgsed — was ultimately unsuccessful in
quality and in terms of price (Table 2). It is appd that a growing number of fruit spirits

became unsuccessful in price and quality compatitiier EU accession, while the share of
successful competition has been diminishing owveetiThe only one-way trades in some year
were caused by the lack of export in some of tihectsd NMS.

Table 2: Fruit spirit trade between NM S and the EU15 by price and quality competition

Per centage (%) 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009
One-way trade 0 20 20 0 0 33 0 0 0
Two-way trade 100 80 80 100| 100 67 100 100 1Q0
Category A:
successful price 40 0 20 33 33 0 0 17 0
competition
Category B:
unsuccessful price 0 20 40 17 50 33 83 33 33
competition
Category C:
successful quality 20 40 0 0 0 0 17 17 0
competition
Category D:
unsuccessful 40 20 20 50 17 33 0 33 67
quality competition

Source: Authors’ own calculations based on EUROB{2011)
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Behind the overall picture, country performancegehdiffered significantly (Table 3). Bulgaria

and the Czech Republic show signs of successfaé @nd quality competition, in many cases,
while other countries analysed can be characteriagdunsuccessful price and quality
competition in the majority of the cases.

Table 3: GP-indicesin the NM Sfruit spirit two-way trade by countries and categories*

Country 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009
Bulgaria D D A A A - B A D

Czech Republic| A C D D B B C C B
Hungary C - - A B B B B D
Poland - - - B B D B D D
Romania D C B D A - B B B
Slovenia A B B D D D B D D

* A= successful price competition, B = unsuccesgiite competition, C = successful quality

competition, D = unsuccessful quality competition
Source: Authors’ own calculations based on EUROST2(011)

Compared to 2001 when three of the six countria® wempetitive in two-way fruit spirit trade
in the EU15 beverages markets, all countries hagerne uncompetitive by 2009.

Until now, different indices have been analyzedasaely. The aim of the next exploration is,
nevertheless, to analyse RTA and GP-indexes togetherder to demonstrate the relationship
between comparative advantage and price/qualitypetition. It is hypothesized that the higher
comparative advantage a product group has, theehighce/quality competitive position it
possesses.

Table4: Combined RTA and GP-index in NM Sfruit spirit trade with EU15
RTA
Denomination 2003 2009

a b a b
0.00 0.20 0.00 0.00
0.00 0.20 0.00 0.00
0.00 0.40 0.00 0.33
0.00 0.00 0.00 0.00

0.00 0.20 0.00 0.67
RTA-index types: a (revealed comparative disadvantage), b (reveedetparative advantage),

GP-index types. 0 (one-way trade), A (successful price competjtid® (unsuccessful price

GP

OO0 |m| > o

competition), C (successful quality competition)(ilsuccessful quality competition)

Source: Authors’ own calculations based on EUROST2(011)

It is clearly observable in the example of NMS tfigpirit trade with the EU15 that in 2003 20%
of those products with a comparative advantageirsdasuccessful price competition (Table 4).
This rate changed to zero in 2009, which means ithdhe EU15 markets, products with a



comparative advantage became uncompetitive on potie and quality basis. Products with

comparative advantage but unsuccessful quality etitign have significantly increased from

2003 to 2009, although the comparative advantagdsuasuccessful price competition of these
products have slightly decreased.

Moreover, no product existed without a comparatidgantage but with a competitive position,
although there were many products with a compaat@dvantage but unsuccessful in
competition. It can therefore be concluded thafjdime analyses of RTA and GP indices revealed
that comparative advantages and competitivenesaarenoving together in NMS fruit spirits
trade in the EU15 beverages market.

The policy response

Results presented above indicate that the NMS amied market positions in their traditional
fruits spirit sector on the EU15 beverages marledpde the fact that the majority of these
products have a geographical indication. GP-indaresshowing unsuccessful price and quality
competition after accession in the vast majorityca$es, meaning that NMS import more fruit
spirits than they export (causing a negative titaalance), while this process is accompanied by
different unit values. On the one hand, unsuccépsite competition means that a negative trade
balance is associated with positive unit valuegiceting that the NMS export the same product
category at a higher price than they import itftey are working with uncompetitive prices. On
the other hand, unsuccessful quality competitiaqgests that the NMS export the same product
category at a lower price than they import it, whiheir trade balance is negative; thereby they
trade with low quality products, assuming that a&ermf a product is a good indicator of its
quality.

The declining competitive positions of fruit spiriafter accession are in line with the changes
experienced in other traditional agricultural sestof the NMS. EU membership has made these
countries part of a large, rather competitive marken the one hand, this market offers
tremendous opportunities for their agriculturalteex; on the other hand, they are faced with
significantly increased competition in their domesharkets. This situation is due to the rapid
emergence of vertically coordinated food chainduitiog hypermarkets, supermarkets and
multinational agro-processing companies with regigirocurement systems, thus creating new
and much more competitive conditions both for pamta and consumers; the market share of
foreign-origin products has increased significanue to very strong price competition,
generally the consumers are the beneficiaries e$ehchanges. However, some of the cheap
products on shelves can sometimes be of dubiougygdae to the use of low-cost raw materials
and occasionally of inappropriate ingredients. & same time, producers are not always able to
adjust or cope with business practices employethéylarge chains which are occasionally not
entirely fair. The concentrated and Europe-widecprement systems of the major chains create
high requirements for suppliers and impose strafagpressures as well.

Meeting future challenges requires that this sibmabe acknowledged within agricultural policy-
making, respecting the production of unique nafioegional products. Targeted policies for
PDO producers are needed such as the protectitve oflame of the produce, the enhancement of
proper marketing strategies and the enhancemeanopetitiveness of PDO producers.



As to the protection of name, it is of utmost intpoce to retain the original name of PDO
products. In the case of theta cheese, for instance, it took a long legal procedd Greek
secured the exclusive right to produce this welbwn product; while Germany, France and
Denmark were able to manufacture only with otherodeinations. The issue regarding Fakaj
PDO wine is still on the agenda between Hungary 3logtakia, so far there is no agreement on
the usage of this denomination. Therefore it iqutjevisible that PDO products have a relevant
business value.

As for the enhancement of proper marketing straggeghe current lack of collective trademark
and logo — as in case of the PDO agricultural awdi foroducts — hinders the marketing of the
traditional NMS spirits. An introduction of a commduropean logo for these products would
ensure that consumers recognise the special chastics of these high quality products which
would be realised in higher prices, beneficial the whole sector. Common marketing
campaigns — financed by the Community or from theldets of Member States— could also
improve the contribution of the PDO system to tben®mic importance of these products.

In addition to providing legal protection, improgithe competitive positions of PDO products, is
also of great importance. This requires the impnoset of the functioning of food supply chains
by reversing the steadily decreasing trend in fasirghare of the value added generated by the
food supply chain. If farmers were given a highleare of the value generated by the supply
chain, this would encourage them to invest in aduice, especially in traditionally competitive
sectors.

On the whole, successfully targeted PDO policiesild/aalso have many secondary effects.
Market success in the PDO segment would allow &molir-intensive small-scale farmers to
continue production, thereby contributing to thepiovement of the overall rural economy.

Conclusions

This paper has analysed the competitiveness olpteavith protected denomination of origin as
realised through the NMS fruit spirit trade witretBU15 beverages markets and has reached a
number of conclusions. First, it has been revetllatithe majority of NMS fruit spirits were both
competitive and had a comparative advantage okltHeés beverages market in the given period,
though competitive positions have continuously detated after EU accession. Second, the
analysis suggests that two-way fruit spirit tradéhwhe EU15 was ultimately unsuccessful in
guality and in terms of price and a growing numbiefruit spirits became unsuccessful in price
and quality competition after EU accession, altlioubere are significant differences in
individual country performances. Third, it also &e® clear that comparative advantages and
competitiveness do not move together in NMS frpitits trade on the EU15 beverages market.
Fourth, results indicate that the NMS is losing ke&mositions in their traditional fruits spirit
sector on the EU15 beverages market despite thehf@icthe majority of these products have a
geographical indication. Meeting future challengeguires that this situation be acknowledged
within agricultural policy-making and targeted podis for PDO producers be implemented such
as the protection of the name of the produce, tih@m@cement of proper marketing strategies, and
the enhancement of competitiveness of PDO producers
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Appendix |: Spiritsdistilled from fruitswith PDO in the NM S (year in became PDO)

Spirit Country of origin Spirit Country of origin

Szatmari szilvapalinka (2003) Hungary Tuica Zetea de Medigl Aurit (2005) | Romania
Kecskeméti barackpalinka (2003) Hungary Tuica de Valea Milcovului (2005) Romania
Békési szilvapalinka (2003) Hungary Tuica de Buzu (2005) Romania
Szabolcsi almapalinka (2003) Hungary Tuica de Arga (2005) Romania
Gonci barackpalinka (2008) Hungary Tuica de Zaliu (2005) Romania
Palinka (2008) Hungary Tuica Ardeleneastde Bistria (2005) Romania
BoSacka slivovica (2003) Slovakia Horinde Maramurg (2005) Romania
Brinjevec (2008) Slovenia Horide Gimarzana (2005) Romania
Doljenski Sadjevec (2008) Slovenia Hoddrae Seini (2005) Romania
Slivova rakya from Troyan (2005)| Bulgaria Horinde Chioar (2005) Romania
Kaysieva rakya from Silistra (2003) Bulgaria Hodirde Lapus (2005) Romania
Kaysieva rakya from Tervel (2005) Bulgaria fTde Oa (2005) Romania
Slivova rakya from Lovech (2005)| Bulgaria Tde Maramurg (2005) Romania
Pilinca (2008) Romania

Source: 110/2008 EC regulation

Appendix I1: Spiritsdistilled from fruits

22089033

Plum, pear or cherry spirit, in containers holdityg?2 |

22089038

Plum, pear or cherry spirit, in containers holding |

22089048 calvados)

Spirits distilled from fruit, in containers holdi <= 21 (excl. plum, pear or cher spirit and

22089051

Spirits distilled from fruit, in containers holdirmg 2 | (excl. plum, pear or cherry)

22089071

Spirits distilled from fruit, in containers holdi > 21 (excl. spirits distilled from grape wine
marc, plum, pear or cherry)

Source: EUROSTAT, CN8 database
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