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Our study aimed to explore the factors limiting the development of the organic food sector in Poland from the perspective
of processing, distributing, and retailing companies. We used a qualitative approach with in-depth semi-structured
interviews with the management board representatives of 17 large- and medium-sized enterprises and the owners of 10
small and medium companies. The potential limiting factors, including legal, economic, technological, and environmental
factors, were identified by reviewing the corporate and market reports of processing and retailing companies operating in
the Polish organic sector.
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| 1. Introduction

Organic farming is considered a fast-growing agricultural sector in European Union (EU). In 2019, organic agricultural
land, including in-conversion areas, in EU constituted 14.6 million hectares, and the total share of the organically
managed area was estimated at 8.5% of the utilized agricultural area (UAA) @. Financial support through agri-
environmental and rural development programs, which were developed based on the organic farming definition of Council
Regulations (EC) 2092/91, has contributed to expanding the organically managed farms and areas under organic
production in the EU countries [&. Organic agriculture offers many advantages from a policy perspective and could be an
important part of strategies that aim to improve the sustainability and equity of the food system as reflected in, e.g., The
European Green Deal Bl and EU Farm to Fork (F2F) Strategy 4 as well as EU Biodiversity Strategy BB The main
tenet of the Green Deal is the need to move to a more sustainable agricultural production system that minimizes the
environmental footprint of agriculture, and organic farming is one of the key positive solutions to this problem [BIEILOILL]
The Biodiversity Strategy, which is part of this Plan, set itself the target of 25% of the agricultural land area for organic
farming in the EU by 2030, compared to 8% currently allocated to organic farming in the EU and 3% of organic agricultural
land in Poland BIXAIANLS] Many of the environmental concerns about conventional agriculture can already be alleviated
by the current organic farming practices, which play an important role in mitigating greenhouse gas emissions 14!,

Despite the existence of a common legal framework and support measures for the organic sector within EU Rural
Development Programmes (RDP) 23, in some Member States, the share of the total organic area in the total UAA is well
below the EU average. These Member States include Central and Eastern European countries such as Poland (3.5%),
Romania (2.9%), and Bulgaria (2.3%) L. The Polish organic farming sector experienced tremendous growth after the
country’s accession to the EU in 2004 when the subsidies for conversion and maintaining organic farming became
available R8T, A similar phenomenon was observed in other new Member States during the post-accession period 1119
(20211 The number of organic farms in Poland grew rapidly until 2013, after which the trend reversed, and the organic
farming area in the country decreased by 26.1% in the years 2015-2018 [21l22l policy support for organic farming in
Poland was primarily focused on quantitative growth rather than on stimulating supply. As the payments were easily
accessible and decoupled from production, subsidy-oriented farmers were encouraged to seek political rent. This resulted
in the instability of a large group of farms who discontinued their organic farming activity 22!,

Different types of factors influence the development of the organic sector, but the following groups are most frequently
indicated as impeding the growth of organic farming: (1) management-related factors, (2) national policy on organic
agriculture, (3) cultural barriers, and (4) market uncertainty 23], This was also reflected in farmers’ decisions to discontinue
organic production due to economic reasons, concerns related to certification and production techniques, and macro-
environmental issues 2425 Organic regulations are extremely complex and cover the entire food chain, including
production, labelling, control, and import. The standards vary between regions; for instance, the EU standards differ
slightly from the USA standards, while differences also exist within the EU because different national certification bodies
follow different rules set by the EU [28]. Organic certification is conducted by an independent, impartial and competent
certification body giving third-party assurance that all products traded as organic have been produced and processed



according to the respective standards 4. The credibility of the third-party certifier itself is backed up by accreditation,
either provided by the private or by the public sector often with the consent of public authorities as in Poland, Spain,
Malta, and Luxembourg 28231, Organic producers must comply with the legal requirements of organic production, fulfil
administrative tasks, and undergo inspection to prove their conformity with organic regulations 28!, The organic control
and certification system is not standardized across the EU, and different interpretations of specific requirements may exist
(89 producers find it difficult to apply the rules concerning the labelling of organic products and meet the requirements set
by certification bodies BY. Another issue is the impact of general fiscal regulations on the financial performance of organic
producers. Strategies designed for enhancing organic production should include tax reductions/exemptions for organic
food producers B2, To increase production efficiency and competitiveness, the taxation system should include significant
measures and instruments for reducing the costs of organic production B2,

As in many other EU countries, the organic demand in Poland is growing faster than the organic area, thereby posing
many challenges to producers and other actors of the organic supply chain 2. Based on the analyses of the Polish
organic sector, the barriers to the development of organic farming are classified into production-economic, market, and
institutional-regulatory barriers L4, Organic products, particularly organic packaged goods, are becoming more prevalent
in Poland, including the mainstream channels such as discounters and hypermarkets, which was one of the key drivers of
the growth value of 10% recorded in 2016 231, An obstacle that hinders the entry of organic products into mainstream
retailers is farmers’ reluctance to cooperate, as well as a lack of professional organizations dealing with organic logistics
and sales, which reduces the potential for creating a common offer, especially in the case of small-sized organic farms
having a significant share in the Polish organic sector 41331361 A similar situation is observed in other countries struggling
to develop their domestic organic markets 1. Market barriers are strictly linked to production barriers because low yields
and limited access to fertilizers and seeds are considered by farmers as primary obstacles that prevent them from
converting to organic production, which is largely responsible for the low levels of supply 2. On the other hand, despite
the shortage in supply, many Polish organic farmers strive to sell their produce B4, This can be attributed to the fact that
organic farms are geographically dispersed, which results in high distribution costs 28],

Evidence also indicates an increased focus on organic products in retail sales, with private labels of foreign origin gaining
share from the sales of branded organic products in Poland B4, If the organic sector grows further and distribution costs
are lowered, organic consumer prices could decrease considerably €39 The development of the organic food market in
the country is affected by high prices, followed by insufficient consumer awareness, low availability of organic products,
short expiry dates and low visibility in shops Y. Motivated by health and environmental concerns, Polish consumers
increasingly search for organic products B4 byt they are not convinced to pay more for products obtained through
organic production 42143,

To make organic farming a viable option, improvements should be made in several areas. These include pursuing a clear
organic sector strategy, supporting a shorter organic supply chain that provides environmental and social benefits,
increasing the accuracy of data collection regarding organic markets, and improving statistical processes [44l,

| 2. Macroeconomic Situation

The macroeconomic situation is a factor that determines the gross domestic product, purchasing power, unemployment
level, and economic growth rate. A slowdown in economic growth, increasing inflation and unemployment can all
negatively affect the organic food market.

Demand for organic products is related to consumer expenditure, which in turn is influenced by the economic situation of
households. The managers who were interviewed in the study were very much aware that deterioration of the
macroeconomic situation may lead to a decrease in the demand for organic foods. At the same time, the consumer may
begin to choose products of lower quality with “green labels”. In addition, there may be changes in the purchasing
behavior of potential consumers who only prefer buying organic products.

Financial market conditions are related to banking sector policies and interest rates. Liquidity is affected by interest rates
on working capital and investment loans, while the level of liabilities determines the amount of debt owed by the company.

3. Financial Limitations

According to processors, distributors, and retailers, financial barriers refer to changes in the exchange rate, loss of
liquidity, insolvency of cooperating companies, and increase in production costs.



Companies that purchase raw materials from foreign suppliers and importers must be aware of exchange rate
fluctuations. Furthermore, companies that rent commercial space under lease agreements with rates set in euros face
greater currency risk.

Fluctuations in the zloty to euro and dollar exchange rates as well as euro to dollar exchange rate have an impact on
financial results as they influence the cost level. Changes in purchase and selling prices, on the other hand, make it
difficult to manage margins and predict financial results. Unfavorable exchange rate fluctuations increase the cost of
business and, consequently, reduce profits or exacerbate losses. This can be possibly overcome by raising prices, which
may reduce demand.

Foreign exchange risk management is uncommon in companies in the organic food sector. Some stages of this process
are identifying currency risk and determining currency position. The remaining steps, which include forecasting future
exchange rates (or monitoring available forecasts), measuring the level of foreign exchange risk, and developing or
selecting a strategy to hedge this risk, are only applicable to large retailers. During the interview, the managers of the
organic food sector, stated their desire for euro settlements.

“We would like euro in Poland.”

(C19)

One of the main threats that affect the operation of producing or trading companies in the organic food sector is the loss of
liquidity. Short-term liquidity problems result in reduced flexibility and modernization plans, a greater focus on day-to-day
cash management, and restructuring efforts. Risk management involves cash and cash flow management, including
forecasting. Additionally, while determining fixed asset investments, the levels of working capital and financial debt are
monitored.

“You have to have extra cash reserves for possible slippage.”

(C14)

“We have a reserve. If we did not have our resource fund, it would be difficult; after all, we must put goods in
warehouses, put goods in stores.”

(C4)

“We used to get credit before, so it gives us additional liquidity.”

(C1)

To preserve financial liquidity in organic food companies, it is essential to consider the insolvency of cooperators and the
existence of overdue receivables. This includes the late payment of trade receivables and cash flow disruptions.

“We give payment terms of 21 days and want money for 21-28 days. However, suppliers are paid within 7 days
after the month of delivery, and they have never been late. Large suppliers are paid after half a month.”

(C4)

“Payment to suppliers—within 14 days, for payment from customers wait approx. 40 days and they still have to
remind each other.”

(C14)




“There are delays in payments sometimes affecting financial liquidity.”

(C15)

The risk of cost growth refers to the costs of basic operations. For processing companies in the organic food sector, the
costs include salaries and employee benefits and those related to materials and energy consumption and purchase of
third-party services. The managers pointed to the following factors as contributing to the increase in costs:

- a significant increase in employee salaries and total labor costs,

- higher prices of organic raw materials and commercial goods, including those purchased from foreign partners due to
unfavorable exchange rate fluctuations,

- increased EUR-denominated rents for sales and office space as well as for renovated locations,

- domestic transportation costs (in the case of small processors),

- higher international transportation costs,

- an increase in the cost of external services, and

- an increase in the cost of goods losses due to a variety of factors, including those related to changing the assortment
toward a greater share of fresh products, which naturally contributes to an increase in warehouse losses (e.g., expired,
spoiled goods).

For companies conducting commercial activity in leased premises, the risk related to lease contracts gains additional
significance. On the one hand, long-term lease agreements such as 5 or 10 years, affect the stability of operations of retail
outlets. On the other hand, the unfeasibility of early termination in the event of a decrease in profitability raises costs and
precludes flexible management. Thus, the terms and conditions of lease agreements are an important element, but the
freedom of business activity allows the interested parties to decide on them. A solution to overcome reduced profitability
would be to reassign the premises to another type of business. However, this is complicated by the lack of possibility to
extend the lease agreement, due to the costs of relocation of the place of business and adaptation of new premises to the
needs of the given units. This kind of limitation applies to any commercial and service activity carried out in multiple
locations in leased premises. Such a model of conducting business activity is widely popular due to the high costs of
securing premises for ownership.

Among other operating costs, the costs of closing unprofitable retail outlets and creating provisions for this process were
pointed out by retailers. The financial costs cited by them included foreign exchange differences, interest on credit, loans,
and leases. In addition, they indicated the costs of issuing and maintaining bank guarantees to shopping centers as
guarantees of rent payment.

Apart from the costs associated with day-to-day operations, costs resulting from new product launches were reported.

“Raw material a lot and getting more; energy; employees 20-30 people. Modernization and one shift; we don’t work
on Sundays and holidays, permanent employees, operating costs are increasing.”

(C1)

“Biggest costs—transport (small batches), diesel prices.”

(C2)

“Highest costs of employees (higher minimum wage, increase in employee costs, social security).”

(C3)




“60-65% as we have the cost analysis is, however, the raw material, then their wages 20%, or their energy 10%, or
their fuel.”

(C4)

“The highest is raw material cost.”

(C5)

“The most important are costs of raw material and transport.”

(C6)

“Yes, we are seeing an increase in costs. Logistics affects the cost increase the most.”

(C19)

The assessment of financial status also includes a debt analysis that considers the current level of debt and the ability to

cover it. The companies in the organic food sector can be affected by the following limitations: imbalance between long-

and short-term debt, interest coverage, and excessive total debt.

In this context, the limitations associated with the business activity of companies and the stability of the cash flows

achieved should also be mentioned. Those companies that have relatively low risk and stable cash flows can make

greater use of the external capital.

“Credit’s too expensive, especially compared to other countries.”
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