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Abstract: The objective of this study is to show the influence of world economic
crisis on economic situation of Polish food industry and competitiveness of Polish
food producers. The study is an analysis based on statistical data. A complement of
the analysis is a theoretical consideration based on topical literature and the au-
thor’s own reflections. Because of development of world economy globalization
processes, world economic crisis has an influence on every country in the world,
both the most advanced and developing ones. The confidence in banking system
has been decreasing along with a dramatic slowing down of the economic devel-
opment and the economic recession. It was manifested, first of all, in the most
advanced countries of the world (USA, EU, Japan) and in a part of developing
countries (Russia, Ukraine). The consequences of world economic crisis are also
reflected in Polish economy, but it was resistant to the crisis phenomena and there
was only a slowdown of its development (from among all countries of the EU, only
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in Poland there was an increase of GDP). Even less sensitive to the crisis was the
Polish food sector, including food industry. It was the branch of industry in which
the slowdown of production development, national demand and export, with the
meaningful reduction of import and investments were only transitory phenomenon
(2008). After short-term deteriorations of results, food industry has even reached
record economic-financial results (2009—2010). The general animation of the
Polish economy has also come back. This indicates the return of developmental
tendencies in Polish food industry. The coming years should be a period of further
development of this sector, but at a slower rate than in the years of Poland integra-

tion with the European Union (2003—=2007).

INTRODUCTION

A crisis not only disrupts the economic potential, elimi-
nates weak operators, but it also destroys many elements
and ways of previous understanding of reality.

Szymanski (2009, p. 7)

The environment where enterprises, industries, sectors or national econo-
mies operate is characterised by discontinuous processes and unpredictable
developments. It results in increased risk and uncertainty in business. There
is even a notion of a “turbulent environment”, i.e. a tempestuous one with
disorderly, chaotic, multidirectional and multilevel changes. In such an
environment, there are situations favourable for companies and conducive
to enterprise development as well as situations posing threats to businesses
(e.g. crises). The ability to adapt to or anticipate them determines the likeli-
hood of obtaining a competitive advantage by an individual company
(Szczepaniak 2009, p. 124). According to Wiatrak, the use of internal fac-
tors influencing the competitiveness of businesses depends on external
factors shaping the arena of competition and its course (Wiatrak 2008, p. 9).
In the face of the global economic crisis, it seems relevant to explore this as-
pect of competitiveness.

In general, competitiveness is understood as obtaining an advantage in
the market in goods and services. The studies conducted by IERiGZ-PIB
show that food producers in Poland should be competitive in relation to the
companies operating in the common European market (CEM) as well as in
third markets. It resulted in defining the competitiveness of food produc-
ers as the ability to enter foreign markets by domestic producers and their
ability to develop effective exports (Szczepaniak 2009, p. 119). Such an
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approach is consistent with the generally adopted OECD definition, from
which it follows that the competitiveness of an economy is its ability to
cope with international competition, i.e. to realise significant exports and
maintain a high level and growth rate of domestic demand without deterio-
rating the current account balance (Skawinska 2002).

As Szymanski puts it, “The world and its problems in the process of glob-
alisation have become extremely interrelated” (Szymanski 2009, p. 7). Thus,
the world economic crisis has been obviously affecting the general economic
situation in Poland as a threat to its development. This influence has been
mostly reflected in the deteriorated global growth, limited lending activity
and restricted access to external funding, and consequently in unfavourable
changes in the real sector. The crisis has become the most important cause
of the economic slowdown observed in Poland from mid-2008 to the end of
2009.

International experience shows that the development prospects for par-
ticular sectors decreasingly result from their endogenous conditions and
increasingly depend on sectoral policies, primarily on the macroeconomic
policy. Therefore, growth trends observed in the economy as a whole are of
paramount importance to the competitiveness of the food sector. Positive
results obtained on a macroeconomic scale are transmitted to the food in-
dustry and its environment. GDP growth stimulates disposable income,
which in turn fuels final demand for food products. Under market economy
conditions, the demand for such products determines the economic situa-
tion in the agri-food market. Food market conditions represent an integral
part as well as a consequence of the overall economic situation. Thus, the
economic and financial standing of the food industry and the competitive-
ness of food producers largely depend on general economic developments.

The implications of the global economic crisis for the Polish agri-
food sector and for Poland’s entire economy have been mitigated by the
fact that Poland became a European Union Member State (although it is
not necessarily true of all the countries acceding to the EU in 2004). It
essentially changed the economic conditions for the functioning of Polish
food producers and contributed to the accelerated growth of the Polish
food sector.

Apart from macroeconomic and global conditions, the main cause of
such changes was Poland’s joining the common European market (CEM),
thus the inclusion of the Polish economy in the free trade area. After Po-
land’s accession to the European Union, Polish producers have developed
their links with the international market, which is reflected, among other
things, by the results of foreign trade in agri-food products. Over the seven
years of Poland’s membership of the EU, there has been a buoyant (nearly
3.5-fold) increase in exports of Polish agri-food products, which more than
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compensated for the slower growth (threefold) in agri-food imports. Fur-
thermore, there has been a marked (over sixfold) rise in the value of agri-
food trade balance. Polish food producers have considerably improved their
competitive position in the enlarged EU market. The share of exports in the
total sales of the food industry exceeded 25%. However, such a strong export
orientation of the Polish agri-food sector has made it more sensitive to any
changes in international markets. Recently, such developments have been
mainly determined by the global economic crisis.

The impact of the global economic crisis on the food sector in Poland
also stemmed from the fact that the main food production functions of the
sector in question have been increasingly performed not only by agriculture
and the food industry, but by an entire complex of activities shaped by
various factors and conditions independent of the food sector.

This paper aims to present the influence of the global economic crisis on
the economic situation of the Polish food industry and on the competitive-
ness of Polish food producers, thus, in other words, to discuss the changes
observed in the food industry and its environment during the crisis. The
assessment is preceded by a brief description of crisis developments in
Poland as compared to other European Union Member States.

It is an analysis based on statistical data, complemented by theoretical
considerations drawing on the relevant literature and the author’s own re-
flections.

POLAND’S ECONOMY IN THE GLOBAL
ECONOMIC CRISIS

General remarks

Modern economic crises represent very complex phenomena, from their
inception to transmission mechanisms and dynamics to their implications.
As a rule, however, the roots of crises should be sought in the functioning
of monetary and banking markets, businesses and other real-sector opera-
tors as well as in government activities (policies). Since the links multidi-
rectional and strongly interrelated, they are not yet fully recognised.

The recent crisis primarily concerned the financial system and the bank-
ing sector, as well as the real estate market. There was a dramatic plunge in
the liquidity of the banking system and the confidence in this system col-
lapsed. The crisis broke out in the very centre of the world economys, i.e. in
the United States, but close capital, commercial and production links made
it spread quickly to other, also European, countries. The crisis hit advanced
economies faster and to a larger extent than it was the case with the devel-
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oping countries. The turbulence in financial markets observed in 2008-

2009 very quickly spread to raw material markets, including agri-food mar-

kets, which resulted in increasing volatility of parameters determining the

economic and financial standing of the food sector. Thus, the financial cri-
sis affected the real economy. The crisis was mainly characterised by the
following:

— owing to the development of globalisation processes in the world econ-
omy, the crisis has also become global and hit both developed and fast-
developing countries;

— due to the complexity of the modern financial system and strong interre-
lations between particular components as well as to the role of this sys-
tem in stimulating demand and markets, the crisis has affected all areas
of economic life (Urban 2009, p. 2).

The collapse in the financial system had not been anticipated and oc-
curred in a period of very favourable global economic conditions, the
world’s largest economies noted high GDP growth rates and many fast-
developing countries recorded economic growth rates exceeding 10% in
annual terms. The global growth trends plummeted much more dramati-
cally than expected.

Initially, the crisis spared the Polish economy, although developments
such as a dangerous dependence of the value of the Polish zloty on specula-
tive short-term investments, high public debt and a considerable share of
imports in production posed the main threats to Poland’s economy. Subse-
quently, there were other factors of crisis transmission to Poland, e.g. lim-
ited lending activity by international banks, exchange rate fluctuations and
financial problems faced by enterprises. However, Poland still earned rather
positive assessments in comparison with other European economies.

This relatively mild course of the crisis in the Polish economy (as com-
pared to other countries in the region) resulted from a number of factors,
mostly from the fact that Poland decelerated from a high (more than 5%)
GDP growth rate, it implemented EU-funded investments, the weakening
of the zloty improved competitiveness, and it benefited somewhat from its
economic underdevelopment. This underdevelopment was reflected in
a rather limited role of exports, a high share of internal demand in domestic
demand, a low level of specialisation, i.e. considerable diversification of
production, a low share of loans in financing current and investment needs
of enterprises, limited interest in consumer credits, as well as in underde-
veloped investment funds and a rather traditional behaviour of banks. The
above-mentioned factors combined to create a “cushion” for the Polish
economy (Szymanski 2009, p. 198; Szymanski 2010, pp. 27-28). There
were also positive influences of the following: a relatively flexible labour
market, the “free rider” effect, i.e. benefiting from fiscal and monetary
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stimulus packages introduced by Poland’s main trading partners, avoiding
major mistakes in macroeconomic policy, prudence displayed by employ-
ees and employers, preventing speculative bubbles in markets in non-
financial and financial assets, preventing over-investment without dramatic
reductions in investment loans in the economy (Wptyw... 2010, p. 11). The
economy also benefited from decisions made previously in the periods of
favourable market conditions, e.g. from cuts in taxes and disability contri-
butions. It stimulated disposable income and helped maintain demand in
spite of crisis developments (Szymanski 2010, p. 28).

Some of the above-mentioned represented one-off factors, therefore
they cannot be treated as substitutes for necessary fiscal and structural re-
forms or as preconditions for building long-term macroeconomic stability
and sustainable economic growth, but they played an unprecedented role in
the crisis (Wptyw... 2010, p. 11). As Szymanski puts it, nothing is free in
economics, for certain decisions Poland has paid with a worsened situation
in public finance, which will hamper Poland’s recovery from the crisis.
There has been a marked slowdown in economic growth and a deterioration
in budgetary imbalance, as reflected in an increased budget deficit and pub-
lic debt. Moreover, the structural, technological and systemic underdevel-
opment which previously protected the economy against the effects of the
crisis now gradually becomes a barrier to achieving rapid growth
(Szymanski 2010, p. 28).

The dynamics of the main macroeconomic
indicators in Poland and in the European Union

According to economists’ assessments, an economic recession occurs when
gross domestic product (GDP) continues to decline for two consecutive
quarters. In 2009 such developments were observed in all the European
Union Member States — with the exception of Poland. When the recession
was at its worst, i.e. in the 2" and 3™ quarters of 2009, the GDP in the EU
dropped by an average of 4.7%. The Baltic States, i.e. Estonia, Lithuania
and Latvia, were among those hardest hit by the recession (16.6% on aver-
age). Deep recessions affected eleven EU Member States (5-10%), includ-
ing the Scandinavian countries (Denmark, Finland and Sweden), Germany,
the United Kingdom, Ireland, Italy, Hungary, Slovenia, Slovakia and Lux-
embourg. In other EU Member States the decreases in Gross Domestic
Product ranged from 2% to 5%, whereas a rise in GDP, by 1.2%, was
solely noted in Poland'.

" The assessment of the recession and of the subsequent recovery is based on quarterly
data describing the main macroeconomic indicators in the EU Member States, published in
relevant issues of Biuletyn Statystyczny (Statistical Bulletin) GUS, 2009-2011.
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Figure 1. Dynamics of GDP, industrial production, private consumption and prices

in the EU and in Poland (in %, on the corresponding period of the previous year)
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Source: own study based on Biuletyn Statystyczny (Statistical Bulletin), GUS (2009-2011),

relevant issues.

The recession has hit industrial enterprises the most. In the 2" and 3™
quarters of 2009, industrial production in the European Union was on aver-
age 15.4% lower than in the corresponding period of 2008. The sharpest
fall in production was noted in the countries such as Estonia (29%), Finland
(23%), Slovenia (22%), Italy (21%), as well as Bulgaria and Hungary (20%
each). The mildest decreases in industrial production were observed in Po-
land (4%), as well as Ireland (3%), Romania (7%), Portugal and Cyprus
(9% each). In the remaining EU Member States, industrial production
dropped by over 10%. The falling production was followed by dramatic
reductions in industrial producer prices. Whereas in previous periods those
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prices in the EU rose by ca. 10% in annual terms, in the 2" and 3™ quarters
of 2009 they went down by more than 6%. Thus, EU industry experienced
deflation phenomena typical of a recession. They were not observed in
Poland, although the growth rate of industrial producer prices declined
from approx. 6% before the recession to 2.4% in the 2™ quarter and to
0.7% in the 3" of 2009.

At the same time, deflation was not noted at consumer level, even
though the growth rate of consumer prices in the EU dropped from ca. 4%
in mid-2008 to 0.6% in the 2™ and 3™ quarters of 2009. Regarding Poland,
in all the quarters of the previous two years the inflation rate remained sta-
ble and high (at approx. 3.5-4.5% in annual terms), and in the 2" and 3"
quarters of 2009 it ran at 4.3%. It means that consumers were affected by
the recession to a lesser degree. The EU rate of decline in private consump-
tion was 2.5 times lower than in the case of GDP; before the recession,
private consumption in the EU augmented by an average of
1-2% in annual terms, whereas in the 2™ and 3" quarters of 2009 it fell by
1.9%. At the same time, prior to the global crisis, Poland’s private con-
sumption increased at an annual rate of ca. 5-6%, whilst in the 2" and 3"
quarters of 2009 the growth rate in question went down to 2.6%. The slow-
down in domestic consumer demand was considerable as the growth rate
more than halved, but it was still similar to figures noted previously in the
developed EU countries.

The main macroeconomic indicators corroborate the assertion of a deep
recession in European Union Member States in 2009 and of Poland being
“a green island in a red sea of recession” as it merely experienced an eco-
nomic slowdown. As a matter of fact, Poland was even referred to as the
European leader in combating the crisis. Poland enjoyed that advantageous
situation due to a number of favourable circumstances such as the inflow of
EU funds fuelling investment and the depreciation of the zloty against the
euro enhancing the profitability of export transactions.

At the same time, macroeconomic indicators demonstrate that the EU
economy is recovering. As early as the 4™ quarter of 2009, the EU’s GDP
declined by a mere 2.2% and then went up by 0.6% in the 1* quarter of
2010. The subsequent quarters of 2010 witnessed further increases in GDP:
in the 2" and 3" quarters it rose by 2.0% and 2.2% respectively (i.e. it grew
by 1.6% in the first three quarters of 2010). From the 1* to 3™ quarters of
2010, a fall in GDP was only recorded in five EU Member States (Greece,
Romania, Ireland, Spain and Bulgaria), and industrial production dropped
in two countries (Greece and Cyprus), whereas across the EU it went up by
an average of 6.5%. An upward trend of producer prices reappeared (on
average, up by 1.9% in the EU) and consumer prices accelerated (a rise by
2.9%). At the same time, Poland again experienced an economic upturn as
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the GDP growth rate augmented to 2.8% in the 4™ quarter of 2009, and in
subsequent quarters of 2010 it reached 3.1%, 3.8% and 4.7% respectively
(from the 1% to 3™ quarters of 2010: 3.9%). At present, the growth rate of
industrial production in Poland (from the 1% to 3™ quarters of 2010: 11.4%)
even exceeds the figure noted immediately before the global crisis. How-
ever, other EU Member States will not recover as soon as Poland, whereas
the upswing noted in Poland will not be as significant as that observed dur-
ing Poland’s integration into the EU.

According to the forecasts of the International Monetary Fund (World...
2011)2, in 2011 and 2012 the EU Member States will note annual GDP
growth rates of ca. 1.5% and 1.7% respectively, whereas the respective
figures for Poland will be 3.6% and 4.0% (the budget act for 2011 assumes
that the Polish economy will grow at a rate of 3.5%). The growth rates of
the EU’s GDP will be lower than those for the USA (3.0% and 2.7%), Rus-
sia (4.5% and 4.4%), India (8.4% and 8.0%) and China (9.6% and 9.5%).
GDP for the global economy is estimated to go up by 4.4% in 2011 and by
4.5% in 2012. Economic growth in the EU and in Poland should be main-
tained by domestic demand, driven by greater EU-funded public invest-
ment, increased lending and an improved financial standing of private busi-
nesses conducive to investments. At the same time, one of the obstacles to
the economic growth of the Community will be the crisis in public finance
and substantial public debt, as well as the high unemployment rate, under-
mining internal demand. The IMF have warned, especially, of the risk in-
volved in the indebtedness crisis faced by the majority of euro-area coun-
tries, which makes global financial stability uncertain.

IMPLICATIONS OF THE CRISIS
FOR POLISH FOOD PRODUCERS

The Warsaw Stock Exchange quotations

The global turbulence which hit Poland hard affected the Polish food sector
as well. Although the Polish banking system is assessed as relatively safe,
in the past four years there have been significant movements in quotations
at the Warsaw Stock Exchange (Warsaw... 2011). The listed companies
usually include the most creative businesses which become the “gauge” of
trends observed in the economy as a whole and in specific industries. At the
end of December 2008, the main stock market indices (WIG, WIG20 and
WIG-SPOZ) were on average 50-60% lower than those recorded a year

% The outlook of 25 January 2011, more favourable than that published in October 2010.
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before. In the 1% quarter of 2009 they continued to decline (at the end of the
quarter in question being ca. 15-20% lower than at the end of 2008), and
only subsequent quarters of the year witnessed a rise in quotations. Starting
from mid-2009, all the stock market indices have shown an upward trend,
with the growth rate of the WIG-SPOZ index distinctly exceeding that of
the WIG20 index. The gap between the indices in question widened in sub-
sequent quotations.

Figure 2. WIG, WIG20 and WIG-SPOZYWCZY (from 3" January 2007 to 18"
February 2011)
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Source: own study based on the Warsaw Stock Exchange quotations, www.money.pl.

In 2010 WIG-SPOZ continued to grow markedly faster than WIG.
Throughout 2010, WIG-SPOZ increased nearly by 46%, and by as much as
over 246% in comparison with the lowest level in the cycle (in March
2009). At the end of December 2010, it was only 4.7% below the 2007
peak (4750 points), exceeding that record-high level as early as in February
2011. It confirms the good economic and financial standing of food com-
panies, investors’ rising interest in the Polish agri-food market and an up-
turn in the Polish food sector.

Production results of the food industry

After a few years of robust sales in the food industry, the upward trend
collapsed. Whereas in the I quarter of 2008, as between 2003 and 2007,
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the annual growth rate of sold production was high at 6-7% at constant
prices, in the second half of the year it dropped considerably. The first five
months of 2009 saw a further decline in sales of food and beverages, but
they picked up markedly in the second half of the year. Similar trends were
observed in 2010 as substantial increases in production were noted nearly
in all months. Importantly, the dynamics of sales of food and beverages
significantly exceeded the figures for Poland’s industry as a whole, even in
periods of decline. It may suggest that the food sector was more resistant to
crisis developments than the Polish economy.

Figure 3. Dynamics of sold production of food and beverages® (corresponding
period of the previous year = 100)
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relevant issues.

The analysis of annual trends in sales of the food industry confirms the
acceleration noted in 2005-2007 and a marked slowdown in production in
2008. Throughout 2008, the value of the sold production of the food indus-
try at constant prices rose by a mere 2.0%. Crisis developments were not
the only reason for the deteriorated production performance of the food
industry in 2008 and in the first months of 2009. It was also contributed to
by a deep trough in the pigmeat cycle, the reform of the sugar market and
a drop in sugar production, as well as by problems encountered in the bio-
fuel sector. Those factors combined brought about a sharp output contrac-
tion in these sectors of the food economy.

The last months of 2009 turned out to be much more favourable for the
Polish food industry. As a result, in 2009 the value of the sold production



92  Iwona Szczepaniak

of food products and beverages at constant prices increased by 3.8% on the
previous year. An upward trend of output was also observed in 2010, the
value of the sold production at constant prices increased by 4.6%.

Figure 4. Growth rate of the sold production of the food industry® (constant
prices), in %
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relevant issues.

As it has already been mentioned, consumer demand was less respon-
sive to crisis developments than Poland’s economy as a whole. Food de-
mand proved to be even more resistant to such developments, as reflected
in movements in retail sales of food, beverages and tobacco products. Such
sales at constant prices augmented by 4.5% in 2007 and by 3.6% in 2008
(following a decline in the 3 and 4™ quarters of 2008), going up by 4.8%
in 2009. A marked fall in such sales was not observed until 2010 when they
dropped by 1.9%°, but that last development shows that the demand situa-
tion in the domestic food market continues to be uncertain and relatively
unstable. Although foodstuffs represent basic consumer goods character-
ised by a low income elasticity of demand, it is not very realistic to assume
that sales in the Polish market in food and beverages will continue to grow
as fast as in previous years.

Therefore, an important factor driving the development of the Polish
food sector, i.e. a relatively rapid rise in the capacity of the domestic mar-
ket, has diminished in importance. At the same time, it shows that expand-
ing output of the food industry is increasingly sold on foreign markets, and

3 The assessment of movements in retail sales of food products is based on data pub-
lished in relevant issues of Biuletyn Statystyczny (Statistical Bulletin), GUS, 2009-2011.
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the share of exports in total sales has been steadily improving. In 2010 as
much as 26.6% of the production of the Polish food industry was sold in
foreign markets, more than double the figure noted prior to Poland’s acces-
sion to the European Union. It may pose a threat to the sector if major pur-
chasers of Polish food are in recession, which was the case during the re-
cent crisis, when strong recessions hit countries such as Germany, the
United Kingdom, Ukraine and Russia. Adverse effects were mitigated by
a significant weakening of the Polish currency, enhancing the profitability
of exports and reducing that of imports, which prevented a plunge in ex-
ports and a further reduction in current account surplus due to recessions
faced by trading partners and resulted in a mere slowdown.

Figure 5. Percentage share of exports in total sales of the food industry
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Administracji Celnej — Analytical Centre of Customs Administration).

The global economic crisis caused a dramatic but temporary drop in the
growth rate of the output of the food industry, observed from mid-2008 to
mid-2009. However, it was a short-term slowdown as the second half of
2009 witnessed another upturn. It was hardly a definite recovery since in
the first months of 2010 food production increased very slowly. But the
subsequent months of 2010 saw a steady rise in the output of the food in-
dustry and confirmed a production upswing in the sector in question.

Foreign trade in agri-food products

Soon Poland will have been a European Union Member State for seven
years. It is now clear that Poland’s integration into the Community struc-
tures proved to be very favourable for Polish foreign trade in agri-food
products. Food producers, successfully using their competitive advantages,
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mainly prices and quality, managed to significantly enhance their competi-
tive position in the enlarged EU market.

An upturn in Polish foreign trade in agri-food products was observed
immediately after EU accession. Between 2005 and 2006, agri-food ex-
ports expanded much more quickly than imports. The years 2007-2008
witnessed a continued growth in Poland’s agri-food trade, but with im-
ports more buoyant than exports. Owing to such movements in foreign
trade flows, trade surplus improved in the first years of membership (from
EUR 0.5 billion in 2003 to EUR 2.1 billion in 2006) and then went down
(to EUR 1.3 billion in 2008). Those trends changed in the face of the global
economic crisis (although the response to the crisis was still delayed in this
area): in 2009 the value of food exports and imports dropped by 1.3% and
9.7% respectively, which again improved agri-food trade balance (up to
EUR 2.2 billion).

Table 1. Foreign trade in agri-food products

Specification 2005 2007 2008 2009 2010 %
Agri-food exports 7,028.0 9,942.5 11,421.6 11,277.6 13,507.2 336.8
of which: to the EU* 5,190.8 8,001.4 9,218.1 9,066.9 10,705.7 409.1
Agri-food imports 5,373.5 7,972.3 10,088.7 9,111.0 10,921.1 307.0
of which: from the EU* 3,388.1 5,347.4 7,023.0 6,320.4 7,481.9 343.8
Agri-food trade balance

1,654.5 1,970.2 1,332.9 2,166.6 2,586.1 570.2
of which: with the EU* 1,802.7 2,654.0 2,195.1 2,746.5 3,223.8 731.3

42005 figures for the EU-25, from 2007: for the EU-27

Source: own study based on unpublished CAAC data.

The data on foreign trade in agri-food products in 2010 are also very
favourable. The value of food trade jumped by almost 20%, i.e. exports
reached a record-high of EUR 13.5 billion, whereas imports augmented to
EUR 10.9 billion. There was a further increase in agri-food trade surplus.
In 2010 it amounted to nearly EUR 2.6 billion, up by over 19% on the
previous year. This reappearance of an upward trend of exports mitigates
somewhat the consequences of the recent decline in domestic demand for
food products, unlike the years when the crisis was at its worst and rising
domestic demand alleviated the effects of reduced export sales.

The poorer results of foreign trade in agri-food products in 2008 and
2009 stemmed from a combination of many factors. Obviously, they fol-
lowed the global economic crisis, but other important developments in-
cluded the rapid appreciation of the zloty noted until mid-2008, a fall in
world prices for agri-food products in the second half of 2008 and a fading
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export potential of the two sectors subject to production quotas, i.e. the
milk and sugar industries. Despite that temporary decline, Poland’s foreign

trade in agri-food products has expanded tremendously during membership
of the EU, which reflects high competitiveness of Polish producers.

Figure 6. Foreign trade in agri-food products (EUR million)
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Source: own study based on unpublished CAAC data.

The economic and financial performance
of the food industry

The reduced production activity of food producers during the global eco-
nomic crisis was reflected in the financial performance of the food industry.
In 2008 the net profit of the industry in question plummeted from PLN 6.5
billion to PLN 4.1 billion, i.e. by 37%. At the same time, in 2008 the equity
of food businesses shrank by 1%, whereas it had increased by an annual
average of ca. 10% in previous years. It was accompanied by
a considerable rise (by PLN 1 billion) in long-term debt, thus deteriorating
the long-term debt/equity ratio.

The considerable fall in net profit involved a decline in profitability
indicators. In 2008 those were an average of 1.5 to 2 percentage points
lower than in 2007, although still above the 2003 levels. The above-
mentioned movements were followed by a drop in return on equity
(ROE) by one-third, but it continued to exceed the yields from alterna-
tive capital uses such as bank deposits and Treasury bonds. Greater bor-
rowing costs also significantly contributed to the worsened financial
results of the food industry as relative financial costs nearly doubled and
their increase was only one-third lower than the fall in profitability indica-
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tors. Another cause of the decline in the financial performance of the food

industry was a rising share of material, energy and labour costs in the sell-
ing price.

Table 2. Economic and financial performance of food enterprises

Specification 2005 2007 | 2008 | 2009 | 2010

Net profit (PLN billion) 44 6.5 4.1 8.1 7.7
Equity (PLN billion) 36.4 448 | 444 | 515| 538
Long-term debt (PLN billion) 5.1 5.8 6.8 9.1 5.2

Profitability as a percentage share of

net income
—  gross profit 441 525| 3.44| 556 557
— et profit 3.54 425 264 473 4.66
—  capital accumulation® 7.05 7.28| 5.61 7.64| 7.68
—  operating surplus® 9.25 9.63| 899 1053 9.90

ROE, Le. net profit as a percentage share 11.99 14.15 929| 1568 1426

of equity

Fma}nmal costs as a percentage share of 133 1361 258 207 131

net income

Liquidity* 1.27 1.30 1.23 1.33 1.33

Share of enterprises reporting

net profits (%)
— in the total number of companies 78.4 83.8 732 82.9 82.7
— in the total sales of the industry 85.8 90.1 76.4 86.5 87.7

% net profit + depreciation; ° gross profit + depreciation + financial costs;
¢ ratio of current assets to short-term liabilities

Source: own study based on unpublished GUS data.

The deterioration in the financial standing of the sector in question in
2008 is also reflected in a lower proportion of profitable companies (down
from 84% to 73%) and a substantial drop in their share in the total sales of
the industry (from 90% to 76%), worsened liquidity (the current ratio down
from 1.30 to 1.23) similar to the 2003-2004 levels, as well as in a lower
share of equity in funding current operations.

Fortunately, the deterioration in the economic and financial perform-
ance of the food industry was temporary. In the years 2009-2010 the re-
sults of food businesses were not only better than in 2008, but they
reached a peak. In 2009, the profit of food producers nearly doubled. The
similar amount of net profit was generated in 2010. Net profitability (return
on sales) was 4.73% in 2009 and 4.66% in 2010, capital accumulation
(cash flow) reached 7.6% and 7.7% respectively. Return on equity (ROE)
improved to about 15%. Liquidity went up to 1.33 in the years 2009-
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—2010. All the above-mentioned developments suggest that the Polish
food industry was rather resilient to the crisis and that food businesses en-
hanced their financial standing after a temporary decline.

Investment in the food industry

Until 2008, the food industry experienced an investment boom driven by
integration into the European Union. In 2008 investment in the sector in
question totalled ca. PLN 7.6 billion (at 2003 prices), slightly (approx. 5%)
more than in 2006-2007 and nearly as much as 50% more than prior to
accession to the European Union. The investment ratio was also high
(1.58), even above the 2005-2007 levels. In 2008, in connection with the
onset of the crisis, there were symptoms pointing to a possible decline in
investment activity in the whole sector. According to GUS data, in 2008
the value of investment projects undertaken in the food industry dropped
by over one-fourth. The downward trend continued in 2009 and then in
2010, with the value of investment falling to PLN 6.0 billion and PLN
6.2 billion respectively. The investment ratio also showed a decrease. In
the years 2009-2010 it was about 1,2. But investment activity in the food
industry can be expected to pick up again, as reflected in a mild increase
(by approx. 25%) in the value of investments started in 2010.

Table 3. Investment in the food industry

Specification 2005 | 2006 | 2007 | 2008 | 2009 | 2010
Investment in PLN billion
—  at current prices 6.2 7.1 7.2 7.9 6.6 6,7
—  at 2003 prices 6.0 6.8 6.8 7.3 6.0 6.2
Investment ratio® 1.37 1.49 1.49 1.58 1.20 1.19
Ipvestments undertaken, PLN bil- 1.9 21 25 1.9 15 1.9
lion, at current prices

* investment/depreciation ratio

Source: own study based on Roczniki Statystyczne (Statistical Yearbooks) GUS (2005-
2010), Biuletyn Statystyczny (Statistical Bulletin), GUS (No 1/2011).

The investment boom in the food industry observed during the integra-
tion into the EU was related to the necessary adjustments to the EU stan-
dards (particularly in the so-called sensitive sectors). As regards consider-
able investment activity in 2008, it resulted from the need to create sustain-
able foundations for enhancing the competitiveness of Polish food produc-
ers under conditions of rapid market development and export expansion.
However, the crisis has made producers more cautious in their develop-
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ment-oriented decisions, which caused a substantial fall in the value of new
investments and in the overall investment expenditure. Thus, it poses no
threat to further growth in the sector in question as the value of investment
decreased from a very high 2008 level; naturally, provided that it is not
a long-term decline.

CONCLUSIONS

Opinions on whether a crisis is already over or not vary widely. Some per-
ceive recovering from recession and emerging from the trough as the end of
a crisis. For others, a crisis ends when its roots have been eliminated, which
is very difficult to determine on account of their complexity and severity.
Announcing a recovery prematurely may result in withdrawal from reme-
dial measures too soon and the failure to remove the underlying causes of
a crisis, thus in a gradual reappearance of crisis developments in the econ-
omy. At the same time, recognising a post-crisis situation too late involves
a risk of delayed actions by central banks and governments in limiting
money inflows and maintaining low interest rates, thus pushing up the in-
flation rate (Szymanski 2010, pp. 15-16).

As far as the recent crisis is concerned, opinions vary as well. Various
symptoms of an economic upswing are pointed to ever-more frequently, but
there are also voices that those may be mere effects of stimulating growth
by the largest economies. The euphoria related to recovering from the crisis
is gradually squeezing out previous opinions that comprehensive systemic
and structural reform are necessary. According to Szymanski, however, so
far only “some detonators of crisis developments have been neutralised,
leaving the explosives intact, and under certain circumstances those may
easily be triggered again” (Szymanski 2010, p. 32).

Bearing the above in mind, it is difficult to unambiguously say whether
Poland is already emerging from the trough and whether the observed re-
covery is a long-term development. However, there are many indications
that this is the case. The performance of Poland’s entire economy during
the global economic crisis at its worst confirmed favourable assessments of
the economy and of its significant resilience to cyclical threats. The Polish
food industry and the food sector as a whole proved to be even less sensi-
tive to the global crisis. Those were the sections which only experienced
a temporary slowdown in output, domestic demand and exports, accompa-
nied by a considerable fall in imports and investment. After a short-term
deterioration in performance, the food industry is now flourishing with
record-high economic and financial results. An upswing is also observed in
Poland’s whole economy. Those are developments indicating a reappeara-
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nce of upward trends in the Polish food industry, although the growth rate
is likely to be lower than in the years of Poland’s integration into the Euro-
pean Union.

The situation of the Polish food industry and of the food sector as
a whole is not yet stable and certain. The business environment continues to
be turbulent. The uncertainty results from the lack of consumer optimism,
which pushes down retail sales of food and beverages. The instability also
stems from high unemployment, major exchange rate fluctuations, high
public debt in Poland as well as in some euro-area countries, and from the
fact that Poland’s main trading partners recover from the recession slowly
(Urban 2010). Furthermore, Chechelski points to the failure of domestic
enterprises to adapt to global market rules, insufficient intensification of
competitive measures, conservative business strategies and limited progress
in restructuring processes (Chechelski 2009, p. 52). Those are factors which
will make the coming years difficult for Poland’s economy as a whole and
for the Polish food industry. One can only hope that implications of such
developments will not result in an economic crisis.
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