THE DETERMINANTS AND CREATION OF FOOD INDUSTRY
DEVELOPMENT STRATEGIES

Krzysztof Firlej, Ph D
Cracow University of Economics
firlejk@uek.krakow.pl

key words:

strategies, food industry, stock companies

Abstract:

This paper presents the evolution, state and fomictyy of food industry companies — as an
example of the fastest developing sectors of Pa@dnomy. Alike other sectors of market
economy, food industry meets many problems andatwrevolving from the European
integration processes and world economy globatimatihe companies from food industry
have to include in their functioning the externakttbrs from the economic and sector
environment and also the internal factors form im&de of the changing company. In
summary the presentation of Wawel SA company ikded, and the company belongs to the
WIG-Sparywczy stock index of Warsaw Stock Exchange, an@uiing into practice the
complex strategy assumptions in many fields astrae time.

1. Introduction

In the middle of 2008 financial situation of fooddasoft drinks producing companies that
belong to the WIG — Spgwczy has worsen. The causes of the situation pkxeed among
many factors inhibiting the food industry developmelrhe most important cause was the
world economic crisis, initially observed in Unitestates. Financial problems affecting
consecutively European Union and other Europeamtdes are getting more and more
painful for food companies. Undoubtedly the infloerof panic initiated by capital markets
destructively influences the companies functionibgt at the same time it brings the
disclosure of threats caused earlier by integragod globalization processes. The food
companies are facing many challenges related wiitategy creation or constant
modernization of current strategies. These compgaasgeorganizations have to evolve in a

way that their “early warning” systems can reagtrapriately fast on the changes in global
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economy. The companies of WIG — Spaczy stock exchange are the members of
international business, irrespective of the sizthefcompany. The boards of these companies
have to face the challenges that force them tovaiand develop further. Evolving strategies
are essential for functioning and development &ed have to include new attitudes towards
international management, competition and markesitiponing. In European western
countries the main position in food industry isategl by so called “core companies” that are
large companies with the dominant position in relatto the size, the ownership of
specialized working capital, market share or corgfanction in the production net

Food industry is one of the most important for Bloleconomy, it is one of the fastest
developing sectors. The accession of Poland t&tinepean Union has caused rapid increase
in the development of food industry as a part afnemy. It's share in the sale value of the
industry is 24% and it is 9 percent points higheaant in the 15 European Union countries,
where this rate is 15% on average. Among EU, tghdrisales value share percentage than in
Poland is observed in Denmark (28%) and Greece 2Mational food industry companies
use the beneficial circumstances and their expinity after the accession of Poland to the
European Union has largely increased. As R. Urlsys,sthe accession of Poland to the
European Union has significantly changed the caombt of functioning in the food line,
including the conditions of the food companies tioring. The food producers has shown
the capabilities to use the comparative advantages they are able to overcome extra-

economic barriers of market entrafice

2. The development barriers and the risk factors in fod industry

During the last years food producers face manyateremerging from regional integration
processes and economy globalization. The most i@pbrthreats are changing rates of
exchange, quotation of milk, sugar and potato Btapcoduction, increasing quality
requirements, and increasing inflation rates. THastors are not necessarily related with
economic stagnation, although it means the decrgasite of the Polish food industry
production development below 5% per year, and ¥per rate of this sector products below
10% per year. In the opinion of producers, thedizctnhibiting the development further are
the growing employment cost, the most important pacompany cost. The company owners
are afraid of clients’ stronger position, among ebhthe share of large trading nets. The
consolidation among retail traders makes the dgpit®mn even larger. The comparison of the

concentration rate in retail trade in Poland argeoEuropean market shows that this process
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is still ongoing. The businessmen complaints ineludstable and unclear legal regulations.
This category relates to national institutional aedal environment and the changing
European regulations concerning wider and widectioning of producers that needs to be
adjusted.

Discussing problems related with food productioved@oment it needs to be noticed
which factors influence strategies the most. Theeligpment of food producers depends on
production factors both endogenic and egzogenicrtter to present them the following
classification shows their cause and effect ratetigp. The food production determinants are
causative agents for changes with diverse charstitsraccording to the discipline of origin.
The relations between multidimensional charactersagntific disciplines is shown by
economy and the influence on food production iaartyeseen. The classification of food

production development determinants is presentddite .

Table 1.
The classification of food production determinants
General factors Detailed factors
Production Soll
Work
Capital
Egzogenic (external) Development dynamics of economy

The tempo of economic changes
Elasticity in relation to challenges

Endogenic (internal) The level and stability of quality, attractivenessl
functionality of products and services

The level of cost and price

Company’s economic power

Market efficiency of companies depending on orgaiign
and management

Source: authors’ elaboration.

The most important factor is soil, which quality @rectly related with food
production. This factor has got its own productpotential. The evaluation of soil value as
productive factor influencing food production empizas the direct proportional relation of
the quality to the share of farming the product.

The second production factor in agribusiness iskwand its resources as a matter of
fact. These play 3 important roles in productiongass — initiating it, putting into practice
and using the effects. Work can be understood msia production factor, because of the
properties of work that are most important for depment dynamics. The resources of work

can be discussed in 3 dimensions: as a resourpbysical strength, as a resource of know-
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how, motivations and aspirations. The third promucfactor influencing food production is
capital, that is the joint stock taking part in guction process.

The second group of factors influencing food puittun are egzogenic factors, also
called external factors. These are independent teasions of producer, but they have to be
included as a part of external limitations. In cabenacro scale evaluation of food production
these include main economic determinants createdhbydevelopment of agribusiness,
general economic development and random natural sact-economic phenomena. The
development tempo of general economy, the restiigation tempo and market elasticity can
also be included.

The third group of factors consists of endogeadatdrs (internal) , that the most often
are created by food producer. The most importanthem are the level and stability of
product quality, the attractiveness and functidgadif the product for the client the level of
cost and price, the economic power of the comparty raarket efficiency of a company,

depending on organization and management.

3. Development strategies of food production companies

The development strategy is a kind of managemeatesgly in market economy that is
defined as “a strategy concerning company’s expansss, what can be illustrated by new
markets creation, production diversification andvestments”. An important way of
development is the strategy of structural changegagizational changes), as a part of general
management strategy. It concerns privatization gésrand new structural solutions related
with corporation creation and relations describgdnargers and take-overs (Stabryta, 26000)
The creation and implementation of strategy aimshat most beneficial distinction of a
company at the background of direct and indirechpetition that leads the best use of
strengths in order to fulfill clients’ requiremengtrategic decisions emerge directly from the
relation company-environment and sometimes fromitisegde of a company. IN case of
development strategy however, the company is acpveaagent so it creates changes. The
company initiative creates market and is a devetogniactor. The dynamic evaluation of
financial index analysis such as: profitability sdles, profitability of capital, gross margin
rate or share profitability rate — can help to ea&d the implementation process and to
enforce the strategy in time. The scientific litara concerning company management

presents many typologies of development stratefpegxample:



A) intensive development strategies — emphasiziagket share and its enlargement, and also
new geographical areas range creation. The impopart of this strategy is an utilitarian
function a product that increases its attractiveries clients, what can be illustrated by sales
rates. These strategies include:

a) market penetration strategies,

b) markets development strategies,

c) product development strategies.

B) integrative strategies — among them the salésntation and dominant corporation
creation. Expansion strategies aiming at market apolization are emerging from
integration, both horizontal and vertical. The gregion strategies consist of:

a) vertical integration strategies,

b) horizontal integration strategies.

C) diversification strategies — aimed at produstelopment, emerging from offer widening,

new market segments take-over and the productitmnanfd new products.

4. WAWEL company — evolution and characteristics

Wawel SA is a joint stock company with the traditithat has began in #%entury.

The company was established in 1898 as a confecttooompany with the staff of 5 people.
In 1910 the production company was established cbase a model of confectioner’s
companies of the world, and it started to proddemolates that were believed to be of a very
good quality and taste. Some of the products aldayemaster Piasecki himself are produced
even today. In 1951 three Cracovian confectioneompanies: ,A.Piasecki’, ,Suchard”,
~Pischinger” and two smaller: ,Krysztat’ and ,Helidave joined in one company with the
new trade mark and brand name: Confectioner's Cagp&/awel”. In 1992 the process of
privatization has began that led to joint stock pamy Confectioner's Company Wawel SA
creation. Now it is a developing, modern compamgplementing new management and
technology solutions. The elegant packaging andctassic taste distinct the Cracovian
confection from many other products. That is whg 8weets are chosen by people who
appreciate quality and beautiful form. In recogmitof the highest quality of Wawel products
the company was awarded prestigious: ,Teraz Polsl&ebrny As” czy ,Diabetyka Expo”
awards. In 2001 Wawel was certified ISO 9001. Thality system has encompassed the
functioning of a company from the project of protduand its package through quality control

of materials to the control of sales proée3he company is one of the biggest producers of
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sweets in Poland. The main products are: chocolaitesfilling (44% sales share), chocolate
sweets with soft filling and caramel (20%), chotelan bars (11%) and chocolate coated
waffles (7%). The company is a Polish market leal@roduction of sugar-free products that
are called LIGHT type. The company production ismyafor domestic market (75% of sale).
The concentration of sale can be seen especiaMaiopolska region (4097) The shares of
Wawel SA are available at Warsaw Stock Exchangeesthe 11" March 1998° In stock
exchange the shares of B-series are present (tlssiemwith the pre-emption for previous
shareholders) and C-series shares, sold in a poiidic The nominal price of a share of both
series was 5 PLN. In public offer the shares wetd at a price of 32 PLN. On the day of a
Stock debut the price per one share was 42 PLNth@r28" May 2007 the price per one
share has reached historical maximum — one shae was 403 PLN that day. The historical
minimum was on 4 November 1998, when the price per one share w&® PLN. On 1%
November 2000 the new stock system WARSET was dated. Wawel SA shares were
included to the uniform quotation system with sengirice definition. According to the
decision of Warsaw Stock Exchange Board sinc@ A@ril 2001 Wawel SA shares are

quoted in constant quotation systém

5. The development strategies of WAWEL company

The Wawel company implements the plan of its compteategy at many levels at the
same time. In 2009 Wawel has planned to beginitiggesproperty developer investment, the
construction of offices or flats for sale or remt a parcel of land in Cracow left after old
company buildings removal. The decision was causedhe localization change and the
transfer of a company to modern buildings in DoloezyThe decision of Board based on
investment profitability was completely differenhda the property developer plan was
abandoned. One of the properties in Cracow cityerevas already sold. In 2007 Wawel SA
has bought Ukrainian Trade-Production Company "eas® in lvano-Frankowsk. With its
base a new investment project will be implementedsoszci” also produces sweets so the
products from Ukraine will be sold in Ukrainian rket and other Easter Europe markets.
Wawel also planned to build in 2010 a new factorykraine. The investment was about to
begin at the beginning of 2009, and initial assuomst projected investment cost of 50
million PLN. The cost was about to be paid by Wa®@él and its main shareholder, Hosta
International AG, which has got 52,13% of shards Pprojected sales value was about 100-

130 million PLN. With the problems of parcel of tholose enough to the city and the price of
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it and the infrastructure level, the investmentnpl@as abandoned. Instead the Board has
decided to invest and build-up the factory in Ivdfrankowsk. The potential loss because of
not-sold land in the city center was to be refuhtg lower cost of factory modernization,
smaller size of investment and the income from éigbroduct sales rate through the fast
increase of production power in existing companyawdl is constantly developing range of
goods in basic functioning that is the productiowl sale of new kinds of sweets. The trade
mark of “Wawel” is common for 12 factories. The hekops will be open in the middle of
November in Gliwice and at the beginning of Decembelelenia Géra. Wawel shops — with
the total area of 735 square meters — are locatdteibiggest Polish cities: Cracow, Warsaw,
tédz, Pozna, Katowice and recently Lublin. Wawel also plan®pen 15 new shops soon so
the sales net is developing.

The Board of Supervisors has positively evaluabedstate of Wawel SA in 2007, and
the financial outcome was evaluated satisfactofye Evaluation included the effect of
property sale on financial outcome in 2006. The rBoaf Supervisors has positively
evaluated the fact of earlier bank loan repayme&hich is why the company has almost no
loans to pay (except for a loan on a current acyodine continuation of changes in the
product sphere was also positively evaluated. Thedaeded the assortment list limitation to
the products of high sales volume with their comstupport and development. Wawel SA
company has had 2,21 million PLN of net profit lve tsecond quarter of 2008 in comparison
with 1,84 million PLN in the previous year. The og@nal profit was 2,40 million PLN in
comparison with 2,42 million PLN. The income was3#6million PLN in comparison with
46,13 million PLN in a previous year. Increasingiythe first and second quarter of 2008 the
company profit was 8,87 million PLN in comparisoitiw8,94 million PLN in the previous
year, with the turnover 111,20 million PLN in comigan with 110,74 million PLR.

6. Summary

Presented strategy of Wawel SA is a developmeategly allowing Board to reach the
projected aims and create market share with stpb#éion. Based on statistical data it can be
seen that the company increases market shareesmat markets and increasing quality and
attractiveness of products at the same time. A®wnome it can be seen that the sales
volume and clients’ group are increasing. The seécimtegy is the diversification strategy,
aimed at the development of a product. The compadgns assortment offer, takes over new
market segments and produces new products. Thgratitee strategy in this company was



not observed because the company is not interesteccorporation creation. The
confectioner’s branch is not likely to integrat@tib vertically and horizontally. The Stock
debut and quotation of Wawel SA shares by WarsawckStExchange caused the
implementation of development strategies and iy peomising for the future. Although the
materials prices were high at the beginning of 2088 company’s financial situation is good.
The net profit from shares in 2007, although almast-fold lower than in record 2006, was
at the level of 2005, and it is a very good outcolhbas to be emphasized that the company
was able to overcome the threats limiting its fiomihg. The determinants and barriers of
development were the impulse to coordinate acteamed at production increase and profit
gain. It has happened, although the company’s enwient is difficult due to international
market changes affecting food production compaofed/|IG-Spaywczy index. Food sector
company functioning indexed by WIG-Spovczy allowed to invest additional financial
capital and forced the competitive rivalry with ethproducers, such as Confectioner’s
Company JUTRZENKA SA from Bydgoszcz and Confeatios Company MIESZKO SA

from Warsaw.
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