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ABSTRACT

The paper focuses on the competitiveness as angriwirce of market economy. The analyses
of the results of foreign trade in agricultural godd products confirm that Polish agro-food
sector is well prepared for operation on the Comoropean Market. Food producers have
taken advantage of their competitive edge, mainlyerms of pricing. Nevertheless, consu-
mers form other EU countries also accept qualigyuiees of Polish food. However, in order to
maintain their position on the Common European Mar#eolish producers should attach
even greater attention to the promotion of theidjpicts.

Keywords: competition, competitive edge, agricultural and food productseign trade,
prices.

1 INTRODUCTION

Competition is the basic economic mechanism of tharket economy, from which
competitiveness is derived and of which it is aement. Competitiveness is most often re-
ferred to the foreign or global market, but theyaliso the view that success on such markets
is decided by the previous success in the comypetiivalry on the local and regional market.
If follows from the generally quoted OECD definitioin turn, that competitiveness of the
economy consists of the capacity to face internaticompetition, and therefore to realise
major exports and to maintain a high level and ghonate of domestic demand, without dete-
riorating the trade balance on current accoumria(BNskA 2002). Competitiveness of the
Polish food sector, therefore, may be defined asathility of the local food producers to
establish themselves on foreign markets — bothhenBU market and on third markets, as
well as the capacity to develop effective exports.

Foreign trade in agricultural and food products Alegays been an important part of Polish
foreign trade. Nevertheless, the turnover of theédegory of goods since the middle
of the nineteen-nineties until the year 2002 remdion a basically stable level, and the
difficult conditions of access to foreign sales keds made it impossible to achieve a positive
balance of trade in this category of goods. Thé&dthrough came from the day of accession
of Poland to the European Union.

The EU membership of Poland was tantamount toghmval of all constraints, both in terms
of tariffs and non-tariff barriers, in mutual trageagricultural and food products, both with
the “old” and with the “new” member states of thd.EAs a result of this, Polish agricultural
and food products may be exported to the marketstioér member states without any
impediments. At the same time, goods produced asdhcountries may freely compete
on the Polish market with Polish products. By opgnits market of just under 40 million
consumers (with relatively small purchasing povww)and obtained therewith the free access
to the wealthy and developed European market, nuntheapproximately 450 million
consumers.

The basic problem of the Polish food economy hag cmme to consist of the issue, whether
the inevitable loss of some part of its own donuestarket will be more than compensated by
the increased sales on the markets of the othemiEhber states. From the formal point
of view, the sufficient condition for being able ptace agricultural and food products on
the markets of member states of the Union consistédlfilment by Polish producers of the
EU sanitary, veterinary, phytosanitary, animal waedf and environmental protection



standards. The actual utilisation of the possibilities foretgrowth of Polish food exports to
the markets of the other EU member states was depenhowever, on the acceptance of
Polish products by consumers from these countries.

2 COMPETITIVENESS OF POLISH FOOD SECTOR IN THE ENLARGED EU

2.1  The development of foreign trade in agricultual and food products

Three years after the accession of Poland to threpgan Union it is clearly visible that
the entry into the structures of the Common EcoroMarket (CEM) turned out to be
beneficial for the Polish food economy. The resaftforeign trade are very good. There has
been a strong growth of exports of Polish agrigaltand food products, which has more than
compensated for the weaker growth of imports ohsgmods produced in other EU member
states’ In this way the effective demand for Polish agtimal and food products has
increased substantially. The results of the agucal and food sector after the accession of
Poland to the EU have therefore indeed confirmedyatod preparedness for the conduct of
business activities on the CEM and on most otherketa as well, and they have also
revealed the competitive advantages of the Pobskl conomy over the food industries of
the other EU countries. As a result of this, Pofsbd producers have significantly improved
their position in the enlarged Union. The mutudl épening of markets was not, as some
economists anticipated, any break slowing down deselopment of the Polish food
economy, but rather to the contrary — it becameér@ng impulse acting as the driver of
development. This is indicated by the following pbmena (Table 1) (€zePANIAK 2006):

e During the three years of our EU membership theodspof agricultural and food
products have increased over two times and impgredmost 74%.

* Trade with other EU member states has developed faster. Supplies of food from
Poland to EU-25 countries over the years 2003-2080&ased by over 141%, whereas
imports to our country increased by almost 75%.

» CEM already in the first year after accession bexéme dominant procurement and sales
market for Polish trade in agricultural and foo@durcts. In the successive years of our
membership the share of EU-25 in exports of thegmy of goods grew especially fast —
from approximately 65% in 2003 to as much as 0%&6 Tn 2006. The share of EU-25 in
imports of agricultural and food products was mstable and varied over that period
within the limits of 61-63%.

» The development of trade with countries of the Wnancerned not only the EU-15
countries, but also the “new” member states. EU beship gave a new, very strong
impulse for the exports of Polish agricultural &@odd products to the EU-10 countries.
Over the years 2003-2006 the exports of such ptedocEU-15 countries increased by

1 An exception from his rule consists of the gramtisy the EU of transition periods to

selected dairy companies, meat, poultry and fisicgssing plants, over which periods the
establishments concerned are allowed not to mewe sif the EU standards, and may then
sell their products only on the local market of toeintry.

% The significant appreciation of the Polish curgenghich prevails since the middle of 2004
(average exchange rate of the EUR/PLN quoted bWdtmnal Bank of Poland: 2004 — PLN

4.5340; 2005 — PLN 4.0354; 2006 — PLN 3.8951) l¢adthe effect that the growth rate of

exports of agricultural and food produce calculateBLN is much lower than in EUR, but it

may be regarded as very high anyway.



almost 135%, and to EU-10 countries by over 165&tpdrts from EU-15 countries
increased by 75.5%, whereas imports from EU-1@stay 68.5%.

* The part of the Polish food market taken over bgifph producers was much smaller than
the part of the EU market won over by Polish praiac As a result, over the years
2003-2006 the balance of foreign trade in agricalttand food products improved
significantly:

— The total balance changed from EUR 453.5 millio20A3 to EUR 2,116.8 million in 2006;
- With EU-25 from EUR 440.8 million in 2003 to EUR52,7.8 million in 2006;
— With EU-15 countries from EUR 193.1 million in 2088EUR 1,543.8 million in 2006.

As a result of this, the three years of our EU mersiip have borne fruit in the form
of fivefold growth of the total balance of foreigrade in agricultural and food products
and almost sixfold growth of the balance of tradtl the members of the enlarged Community.

 The index of coverage of agricultural and food midimports by exports of such
products (TC drade Coveraggin the year 2006 exceeded 1.34, whereas in the3@03
it amounted to only 1.13.

The mutual elimination of any limitations of accessEU markets and the necessity to cope
with many conditions concerning access to third kets; turned out to be favourable for
the Polish food economy in the final analysis. Bldwantages gained in the first three years
of our membership of the Community in the domairfoséign trade in agricultural and food
products are much greater than anticipated by pusviorecasts. Accession to the structure
of the Single European Market also did not resmltany flooding of the Polish market
with food imported from the EU, which had often heminted out as a threat in pre-accession
projections.

The good preparation of Polish food economy to Eéiminership was conditioned by many
factors. Firstly, the technical condition of manwyportant branches of the agricultural
and food industry was much better than expected.prbducers, aware of the risk of closure
of their establishments, implemented a lot of itwests adapting their facilities to EU
standards in the period directly preceding the ssioae. Secondly, our producers have
demonstrated good knowledge of the EU markets dndghadegree of activity and capacity to
ope-rate on these markets. Yet another factor, lwivas behind the good preparation of Pol-
ish agricultural and food industry consisted of thigow of direct foreign investments and
the entry of foreign strategic investors to manylidhofirms. This caused not only the
reduction of the technological gap between the fioddstry in Poland and the food industry
in the
EU-15 countries, but has also resulted in the digsation of modern methods of
management, marketing, etc. Many of our enterprisese become part of foreign firms,
becoming therewith included in the processes dbalsation and international specialisation.
It was also not without significance that the intgronal distribution networks, by purchasing
Polish food products for the needs of their emgévorks, came to assume the role of special
ambassadors of Polish food.



Table 1. Results of foreign trade in agricultural aad food products

2003 2004 2005 2006 2004 2005 2006

Specification
EUR millions 2003 =100

Exports of agricultural and food
products 4010.4 5242.2 7028.0 8291.2 130.7 175.2 206.7
including to EU-25 2616.7 3781.8 5190.8 631343.5 198.4 241.3
including to EU-15 2041.6 2988.2 4063.0 4 788.2 145.4 199.0 234.5
including to EU-10 575.1 793.6 1127.8 1525.5 138.0 196.1 265.3

Imports of agricultural and food
products 3556.9 4406.5 5373.5 6 174.4 123.9 151.1 173.6
including from EU-25 21759 2763.8 3388.1 3795.9 125.1 155.7 1745

including from EU-15 1 848.5 2395.9 2938.0 3244.4 127.1 158.9 175.5
including from EU-10 3274 3679 450.2 551.5 112.4 137.5 168.4

Balance of foreign trade in
agricultural and food products 4535 g357 16545 2116.8 184.3 364.8 466.8
including with EU-25 440.8 1018.0 1802.7 2517.8 234.3 409.0 571.2
including with EU-15 193.1 592.3 1125.0 1543.8 321.0 582.6 799.5
including with EU-10 2477 4257 677.7 974.0 171.9 273.6 393.2

& preliminary data

Source: Prepared by the Author based on data frAmalizy Rynkowe Handel zagraniczny
produktami rolno-spgywczymi (Market Analyses — Foreign trade in agmaxdl and food
products), No 21-25, IERIGPIB, ARR, MRIRW, Warsaw 2005-2007.

The growth of exports of agricultural and food prots over the past few years has exerted
major impact upon the development of the entiredfoalustry. The share of exports in sales
of the same industry was showing a systematic drdseind and over the years 2003-2006 it
increased by 6 percentage points (from close to t4&pprox. 20%). In the years 2003-2006
the total value of sales of the products of thedfowustry increased by approximately PLN
35,000 million, including sales worth close to PLLBLO0O million placed on foreign markets.
The growth of export demand, therefore constiturethose years approximately 40% of the
growth of effective demand for the products of éigeicultural and food industry.

Such fast growth of exports of agricultural and dgoroducts, as well as the significant
improvement of the balance of foreign trade in ttégegory of goods after Poland's EU
accession could not have happened if Polish predwould not have been accepted and
willingly purchased by consumers from other cowsiriThe results of foreign trade indicate
the significant degree of competitiveness of Pofmsbd producers on international markets



and they indicate that our product range offeredef@orts is both safe and of good quality,
as well being attractively priced for foreign comers®

2.2  The strong export orientation of most segmentsf agricultural and food products

In accordance with the adopted methodologygcfgrPANIAK 2005), for the purposes of
analysis of competitiveness of Polish food prodsi@dter Poland’s EU accession, the assess-
ment of the relationship between the value of adpical and food exports from Poland to the
value of sales from the main sectors of farming #mel food industry (so called export
orientation index).

The ratio of the value of exports to the valuealés of farm products indicates that a strong
export orientation in the years 2004-2006 was destmated by such sectors of agricultural
production as the following: fruit and vegetablesduction, cattle and veal raising, as well as
sheep and goats (Table 2). Exports of horses weeoesignificant. In these areas, with the
exception of the sector of production of fruit, ihevas a large surplus of exports over
imports. In the sector of fruit production, in gpaf large exports, a negative balance of trade
was noted, which is linked with the high positidnfrmiit imports coming from other climate
zones. The remaining groups of agricultural proslugere characterised by much weaker
exporting orientation, although in 2005 there walso significant exports of cereals, invol-
ving especially oats and rye. Also in these sectitws role of imports was small, with the
exception of cereals (owing to maize) and potatbeshe sector of production of potatoes,
mainly due to large imports of potatoes in earlgrgpvarieties, a markedly negative balance
of foreign trade was noted.

Table 2. Share of exports in sales of basic sectaagriculture (percent)

Specification 2004 2005 2006
Vegetables 33.0 31.2 26.6
Fruit 37.0 30.7 22.8
Cattle and calves 30.9 29.1 30.6
Sheep and goats 104.9 90.6 99.6
Horses 86.5 63.5 58.8
Cereals 3.5 17.1 10.2
Potatoes 2.0 0.7 0.7
Swine 0.7 1.4 3.2
Poultry 1.1 1.3 1.8
Eggs 4.4 7.5 9.6
Milk 0.5 1.9 1.8

@preliminary data
Source: Prepared by the Author based on data frass@nd CIHZ.

% An important role in the development of Polishiagjtural and food exports was also
played by re-export, i.e. the exports of finishesbds produced from raw materials imported
from other climate zones (this applies, in paraculto processed fish products, fruit and
vegetable products, coffee and tea processingyrduction of spices).



The different segments of the food processing ittgluse also characterised by very different
levels of competitiveness. The ratio of the valfiexports of selected products of the food
industry to the value of their total sales indisateat after the EU accession particularly
strong pro-export orientation was displayed by sbdinches of the food industry as the
following: processing of fish, production of starahd processed potato products, production
of fruit and vegetable juices and drinks, othercpssed fruit and vegetable products,
production of pet food, production of durable sweetfectionery bread, chocolate and other sweet
confection-nery, processing of coffee and tea, thlsgroduction of spices, food supplements and
dietetic food (Table 3). At the same time, mogheke branches were dependent on imports of raw

materidSipie 3. Share of exports in sales of basic foodduostry branches (percent)

Specification 2003 2004 2005 2006
Fish and processed fish 62.2 61.5 58.3 56.8
Starch and processed potatoes 30.3 33.2 41.2 46.3
Fruit and vegetable juices and drinks 42.2 43.7 639. 37.2
Processed fruit and vegetable products 40.8 422 9 34 356
Pet food 20.9 30.6 38.1 394
Durable sweet bread confectionary 37.2 51.8 58.0 161
Cocoa, chocolate and other sweets 31.8 29.8 281 .1 26
Tea and coffee 41.1 51.8 59.6 80.7
Spices 21.9 27.6 28.6 22.2
Food supplements and dietetic food 14.0 17.6 540 8.65
Red meat and poultry meat, as well as pro- 15.0 13.2 16.2 16.2
cessed products from such meat
Oil, margarine and other fats 7.1 9.8 20.4 28.4
Milk and processed milk products 11.7 17.0 21.9 5109.
Sugar 14.4 14.9 20.3 30.9
Alcoholic beverages 10.8 13.4 15.4 15.2
Tobacco and tobacco products 13.0 16.4 23.1 37.6
Ice cream 5.6 8.5 14.6 215
Processed cereals 4.9 5.6 8.6 8.9
Fresh bread 0.4 0.4 0.4 0.4
Biscuits 4.5 6.3 11.5 12.1
Pasta 9.8 11.8 14.6 11.1
Wine 1.3 1.4 2.5 2.2
Beer and malt 14 2.4 2.4 2.8
Soft drinks 3.4 7.8 11.0 11.9

@preliminary data
Source: Prepared by the Author based on data frass@nd CIHZ.



In the years 2004-2006 the basic branches of tlel imdustry were characterised by
competitiveness close to the average level thrauigthe whole food industry. They included
such branches of this industry as the followingudpiction and processing of meat (including
both red meat and poultry meat), production of, olargarines and other fats, milk processing,
production of sugar and the production of alcohbkwerages and tobacco products. At the
same time, in some of these sectors (productionilomargarines and other fats, sugar, and
tobacco products) the phenomenon of marked increfatiee contribution of exports to their
sales, which in future periods may cause theirt $hithe group of segments with the highest
competitiveness.

The segments of the food industry, which had lomgetitiveness and were not displaying
the features of being export-oriented, consistedhef following: production of ice cream
(although their exports have recently been rapggbwing), the production of processed cere-
als, pasta and fresh bread, the winery sector, lresving industry and soft drinks business,
as well as production of fodder for livestock anigna

2.3  Price advantages of Polish agricultural and fmd producers

The generally noted improvement of the export @agon ratio points at the capacity of the
Polish food sector to sell on foreign markets andita increasing export focused

specialisation. This high competitiveness of Poligbd producers results, above all, from
their competitive advantages mainly in terms ot€@sd prices. Prices in the agricultural and
food sector in Poland are lower than in the devadlogU countries. The source of such
advantages consists of lower prices of the faabrsroduction, including especially several
times cheaper remuneration of labour.

Throughout the whole three year period of functignwithin the EU structures the Polish
food economy has preserved its price advantagestiowéood producers from other countries
of the EU. A comparison of producer prices at theel of farming in Poland and the
European Union indicates that we have a clear @ib@antage on the market for most basic
farm products (Table 4). At the same time, the @ssf gradual convergence of the prices of
agricultural products in Poland with EU prices n@go be observed. This process was fast
only in those sectors, where in the whole EU prtidacquotas are applied, i.e. in the milk
and sugar sectors, but recently also in the cesealor.



Table 4. Comparison of prices of basic agriculturaproducts
in Poland and in the EU-25 (EU-25 = 100)

Specification [-VI 2004 2005 2006
Wheat for consumptioh 93.5 87.3 97.8
Barley for foragé 90.1 87.0 89.2
Maize for foragé' 98.4 88.9 94.8
Pork meat 102.1 95.6 88.9
Piglets n.a. 82.0 64.4
Beef meat 70.1 75.5 75.2
Milk 87.0 90.6 94.3
Poultry meat 70.9 77.2 67.9
Eggs for consumption 98.0 96.1 97.8

& Poor harvest of cereals in 2006 drove the sigmificncrease of their prices throughout the
whole of the EU. In Poland such growth was paréidylstrong and caused in 2007 the loss
of price competitiveness of Polish producers okabs (in the T quarter of 2007 the above
indicated ratio increased to 109.0, for barley 2@8.6, and for maize to 104.6).

Source: Prepared by the Author based on data fiteerMinistry of Agriculture and Rural
Development (se@ww.minrol.p).

The comparison of producer prices at the levebofifprocessing in Poland and the European
Union indicates that we also have a clear priceanthge on the market for most basic pro-
ducts of the food industry (Figure 1). This is mated not only by the persistent, fast growth
of exports of these products, but also by the stqwegressing than in the case of farm pro-
ducts, process of convergence of domestic priceéeoproducts of food processing and the
prices prevailing in the Union. Differentiation dfese prices, however, is the natural

consequence of large differences between the l@fetdsonomic development of more and

less mature economies in the EWitherto Polish producers have managed to maintai
competitive prices in spite of the clearly unfawvale evolution of currency exchange rates.
In the longer and shorter run they must lay everenstress upon the limitation of costs.

* The level of economic development of a given coudetermines the remuneration and the
cost of labour, and these condition the costs oflpetion in such labour-intensive sectors of
the economy as farming, and also agricultural @od forocessing.



Figure 1. Comparison of producer prices of basic prducts of the food industry
in Poland and Germany in 2005 (Germany = 100)
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3 CONCLUSIONS

In brief, the competitiveness of Polish food proehscis high. They have significant
competitive advantages and are using them skilflfger the accession of Poland to the
European Union the exports of agricultural and fpooducts increased, mainly to the mar-
kets of other countries of the Union, and the parsibf Polish food producers on the Euro-
pean market was strengthened. In most branchgedlesses of adaptation of the production
facilities to EU standards were completed and ttoegsses of propagation of quality man-
agement systems were accelerated, which significanhanced their competitiveness. After
the accession of Poland to the EU it turned out titva threats were lesser than it had been
previously estimated and that our food produceke good advantage of the opportunities
that have emerged as the result of the openingeofarge and wealthy European market for
food. This sector is well prepared to operate @x@ommon European Market.

The competitiveness of the Polish food sector terd@ined, above all, by lower prices in the
agricultural and food sector in Poland when comghavigh the more developed EU countries.
Competitiveness on the EU market and on global etaykhowever, are not based only on
price competition. The factors of competitivenasdude also: the development of enterprise,
improvement of the local environment, rationalisatiof organisational and ownership
structures, and also competition policy realisedtly state. Also the quality features,
which significantly differentiate products are extrely important. They include, in
particular: quality and uniqueness, in the domairpducts, the ability to identify and
satisfy individual needs of the clients, versapitemotion activities and the image of the firm
based on confidence in the quality and reliabibfythe products, as well as quality of
customer service. These factors may determine ouorpetitiveness in the future and be
decisive for the acceptance of Polish productsdmgumers from other countries.

Consumers from other EU countries already accelihPtinod today, together with its qua-

lity features, as the increase of the export oaigo of different branches of the food eco-
nomy indicates. The growing sales on demandingdgormarkets, subject to rigorous rules of
quality control, indirectly gives evidence of thigln quality of our food. As competition on

foreign markets builds up, however, Polish prodsicnd exporters of food should attach
even greater attention to the quality aspects aach@te our products even more effectively
than before, the more so as following the accestiaime Union they have improved their
skills concerning the documentation of quality, @diance with complex procedures or the
methods of communication with the closest poteméeipients.

REFERENCES

SKAWINSKA, E. (2002):Konkurencyjnd¢ przedsgbiorstw — nowe podégie [Competitiveness
of enterprises — a new approadPyVN,Warsaw 2002.

SzCzEPANIAK, |. (2005): Ocena konkurencyjioi polskich producentéw zywnosci
[Assessment of competitiveness of Polish food pceds], Raport PW [PW Report] No 15,
IAFE-NRI,Warsaw 2005.

SZCZEPANIAK, |. (€d.)(2005):0Ocena zmian konkurencyjém polskich producentouwywnosci
po wegciu do Unii Europejskiej [Assessment of the changiecompetitiveness of Polish
food producers after the accession to the Rahort PW [PW Report] No 37, IAFE-NRI,
Warsaw 2006.

11



