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Abstract: The article deals with the analysis of food market on the level of consumer prices structure, through the identifi-
cation of margins in the selected food verticals and through the analysis of consumer behaviour associated with changes in
prices and income of population. The article also discusses the factors which may affect the current growing trend in prices

of food in the SR and worldwide and subsequently, the reduction of gap between the Slovak and the EU prices.
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Abstrakt: Prispevok sa zaoberd analyzou trhu potravin, rieSenej na Grovni $truktury spotrebitelskych cien prostrednic-
tvom identifikdcie vy$ky marzi vo vybranych vertikdlach potravin a analyzou spotrebitelského sprdvania sa v suvislosti
so zmenami cien a prijmovej Grovne obyvatelstva. Prica sa dotyka tiez faktorov, ktoré mézu vplyvat na sicasny celkovy

narast cien potravin v SR i celkovo vo svete a nésledné priblizenie cenovych tGrovni potravin v SR krajindm Eurépskej tinie,

s ktorymi st vzdjomne komparované.
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The current trend of globalisation affected almost
every area of social and economic life, including the
sector of agricultural production, the related process-
ing industry, and trade. Globalisation affects every
strategic decision taken by the business subjects.
Therefore, Slovakia cannot avoid the present effects
of the agflation and convergence of economy which
affect the development of prices for food products.
On the global scale, we can observe creation of the
connections between food and energy sector, as well
as the gradual adaptation of food sector to the de-
velopment of prices in oil market.

The growth in food prices affected almost every
country, including the economically most devel-
oped nations. Given the current development in
the food market, it is necessary to consider the fact
that the imbalance between supply and demand, and
the resulting growth in prices, were caused by the
combination of several factors. One such factor is
the cyclical impact of lower crop yields in the main
supplying countries on global markets. Other fac-
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tors include the global population growth, economic
development of many third world countries, hence
the acceleration of demand for food. Also important
is the growth in prices of fuel and energy and the
associated growth in the demand of competitors for
crops to produce biofuel.

Veselska (2006) states that one of the features
describing the current situation is the fact that an
agricultural enterprise as the producer of the base
material for further food or non-food production has
been losing its decisive impact on the food market and
has been increasingly affected by the neighbouring
environment. The shift of focus on the final compo-
nents of production — processing and distribution
— has created new conditions for farmers which are
more dependent on the dominant subjects in the
respective food chain. This is exemplified by the
growing economic power of trade and food industry
in forming the demand for food and also the declin-
ing share of agricultural base material in the pricing
structure of the final food product.
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The period of the Slovak Republic and other coun-
tries in the Central and Eastern Europe accession to
the EU has been a complex one; because it is the first
ever Community expansion on such a massive scale;
and also because Europe now has to define its own role
in creating conditions for high competitiveness and
economic performance on the global scale; and, at the
same time, to provide for social cohesion within the
framework of the approved European social model.
This also applies to the formation of a new role of
agriculture which is becoming the part of the wide
group of industries more or less associated with the
food production sector.

To this end, Be¢varova (2008) states the key effects
of changes in business environment caused by the
globalisation processes. The traditional understanding
of agriculture as a relatively closed and specific sector
that provides production of food in the given terri-
tory has recently acquired new dimensions. Today's
agriculture is typical in that it interacts with the
research sector, the enterprises supplying inputs,
processing, services, distribution and trade. The
system of food production has been integrating into
a number of sectors within the national and global
economy. All components of the system have under-
gone significant changes in the overall focus of the
sector, the results of research and development and
their contribution to the production of agricultural
inputs, production, processing of products, distribu-
tion and sales of food.

According to Bunte (2007), the changes in consum-
er's requirements plus the components of globalisa-
tion, sustainability and generation of added value
suggest new trends in agriculture and food. The future
government policy regarding food will be focused
mainly on food safety, availability of food, environ-
ment, animal welfare, as well as the sound and fair
business practices. The importance of agriculture
as such is on the decline; the economic focus in the
food vertical has moved towards the processing of
food, trade and services.

Just as in other countries, the Slovak Republic also
experienced a growth in the number of consumers
that are interested in the high-quality and nutritionally
balanced food and are willing to pay more for products
with the higher value added. Stavkova et al. (2007) also
point out that the demand for food with the higher
value added has grown in the Czech Republic.

METHODOLOGY

The data analysed in the article come from the
publications of the Statistical Office of the Slovak
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Republic and from the APA. The comparison of the
selected indicators with the EU countries mostly
relied on statistical databases of the Eurostat and
the OECD.

The analysis of price relations between the purchase,
processing and consumer prices in the selected food
products was based on the monthly evaluation of the
development of marketing margin spread between
the prime producer (share of the prime producer in
the consumer price), processing industry (process-
ing margin) and trade sector (trade margin) for the
selected food products in 2006—2008; using consumer
prices of food collected by the SO SR on the level of
the average monthly values.

The subject of research was the structure of con-
sumer prices for the selected commodities which has
the following internal structure:

— Share of prime producers (PP)
— Processing margin (SM)

— Trade margin (OM)

— Rate of VAT (DPH)

PP + SM + OM + DPH = 100%

SM = OC — NC (Sales price — Purchase price)
OM = SC - OC (Consumer price — Sales price)
PP = NC/SC x 100

RESULTS AND DISCUSSION
Analysis of the structure of consumer prices
Milk and dairy products

The consumption of milk and dairy products per
capita in the SR has experienced a falling trend over
the past five years (with the exception of hard cheeses).
With regard to the recommended food rations, this
trend is negative. In terms of the structure of expen-
ditures on net food items, the milk and dairy products
are the second biggest item among food items, after
meat and meat products. Their share in the total food
consumption achieved about 20%.

The structure of average consumer prices during
the individual months in 2006, 2007 and 2008 shows
that the share of prime producers in consumer prices
for the selected dairy products ranged from 10.1 to
66.3%, with the lowest share being found in the case
of fruit yoghourt and the highest share was found in
the case of sour cream. On the whole, the share of
prime producers in the consumer price of products
experienced a balanced, slightly increasing trend, with
the exception of the last few months, when the share
of prime producers fell for all milk commodities.
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Table 1. Overview of the average shares in consumer price of the individual components of the dairy products vertical
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Half-skimmed milk 48.5 19.0 16.6 49.4 19.4 15.3 48.5 19.3 16.3
Fruit yoghourt 10.3 56.9 16.9 10.8 58.1 15.1 12.0 55.1 16.9
Eidam cheese 62.3 3.4 18.4 61.3 4.6 18.2 61.2 1.2 21.6
Butter 52 10.9 21.1 51.4 9.9 22.7 53.3 4.8 25.9
Fat curd cheese 57.5 13.6 12.9 59.2 13.1 11.8 63.6 12.8 7.6
Sour cream 57.8 8.8 17.4 59.6 10.8 13.7 64.2 5.9 13.9
Average 48.1 18.8 17.2 48.6 19.3 16.1 50.5 16.5 17.0

* data for January—May (sour cream January—April)
Source: SSO SR, APA-ATIS, RIAFE calculations

The share of processors in consumer price of milk
products ranged from 6.4 to 61.3%. The lowest share
of processors in was found in the case of Eidam cheese
and the highest values were identified in the group of
fruit yoghourts. The share of processors in consumer
prices for various dairy products recorded a mixed
development. Milk, yoghourts and curd cheese re-
corded a balanced trend without major changes. In
the case of Eidam cheese, the share of processors was
asymmetric and sometimes even achieved negative
values. In this particular case, the processing margin
fell down considerably and it was also much lower
than the trade margin. Over the recent months, the
share of processors fell down in consumer prices of

butter and sour cream, while the share of trade sec-
tor increased.

The share of trade sector in the consumer price of
milk products ranged from 6.3 to 29.0% and developed
in a relatively symmetrical pattern, with the excep-
tion of butter, sour cream (growth over the recent
monitored months) and curd cheese (decline in recent
months). The lowest share of trade sector in the con-
sumer price was identified in the case of curd cheese
and was highest in the case of Eidam cheese.

The average shares of prime producers, processor
and trade sector in the consumer price of the indi-
vidual dairy products shows that the average share
of prime producers in the consumer price has grown
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Figure 1. Milk — analysis of the consumer price structure in 2006—2008

Source: SSO, APA-ATIS, RIAFE calculations
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over the monitored period (with the exception of
Eidam cheese and milk). The share of processors in
2007 has grown for most of the commodities; (except
butter and curd cheese), although it dropped down
in the first few months of 2008. The share of trade
sector in 2007 dropped down for most commodities
(except butter), when compared to 2006. In 2008, the
average value of the share increased (decline identified
only in the case of curd cheese) — Table 1.

Average consumer prices of milk and dairy products
did not change much over the monitoring period,
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although they started to increase since September
2007 and the increasing trend also continued in the
first five months of 2008, in the case of sour cream
and yoghourts (decline recorded only in May 2008).
The consumer prices slightly dropped down in the last
three months (March, April, and May) in the case of
other monitored commodities (milk, Eidam cheese,
butter, curd cheese). The prices of the selected dairy
products grew in average by 13.2% over the analysed
period (January 2006 through May 2008) while the
highest growth was identified in the case of butter (by
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Figure 2. Fruit yoghourt — analysis of the consumer price structure in 2006—2008
Source: SSO, APA-ATIS, RIAFE calculations
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Figure 3. Fat curd cheese — analysis of the consumer price structure in 2006—2008
Source: SSO, APA-ATIS, RIAFE calculations
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17.6%), and the lowest (by 7.5%) in the case of fruit
yoghourt. The structure of consumer prices, as well
as consumer prices of the selected analysed products
are illustrated in Figures 1 through 3.

Bread

The consumption of bread per capita has recorded
a falling trend and compared to 2000, it dropped
down to 40.2 kg in 2006. Compared to the range of
the recommended food ration for cereals in the value
of flour, the consumption of cereals is slightly lower.
As regards the expenditures structure of net food
items, the Slovak population spends about the same
amount (20% of the total food expenditures) on bread
and cereals as on milk and dairy products.

The structure of the average consumer prices (ac-
cording the SO SR) during the individual months in
2006, 2007, and 2008 shows that the share of prime
producers in the consumer price of bread ranged from
12.3% to 25.9%, with the lowest share identified in
January 2006 and the highest share recorded in March
2008. On the whole, the share of prime producers in

the consumer price of products recorded a balanced,
slightly increasing trend.

The share of processors in the consumer price of
bread ranged from 46.1 to 62.1%. The lowest share of
processors was found in April 2008 and the highest
in February 2006. On the whole, the share of prime
producers in the consumer price of bread recorded
a balanced, slightly decreasing trend. The share of
processors during most of the monitored months
dropped down to the benefit of prime producers.

The share of the trade sector in the consumer price
of dark bread ranged from 5.9% to 15.19% and de-
veloped in a relatively symmetrical pattern over the
monitored months, with the exception of the first
months of the monitoring period and October 2007
(lower share). The lowest share of the trade sector
in the consumer price of bread was identified in
October 2007 and the highest share was found in
December 2006.

The average shares of prime producers, processor
and trade sector in the consumer price of dark bread
show that the average share of prime producers in the
consumer price has slightly grown over the monitored

Table 2. Overview of the average shares in the consumer price of the individual components of the dark bread vertical

- ¢ 2006 2007 2008*
ypeo
product prime trade prime trade prime trade
processors processors processors
producers sector  producers sector  producers sector
Dark bread 14.6 57.2 12.2 21.3 49.7 13.1 24.3 48.1 11.6

*data for January—May
Source: SSO, APA-ATIS, RIAFE calculations
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Figure 4. Dark bread — analysis of the consumer price structure in 2006—2008

Source: SSO, APA-ATIS, RIAFE calculations

98

5 5 5 3 5 2 8 8
= > = = ; = = >
P > — el
AGRIC. ECON. — CZECH, 55, 2009 (2): 94-101



period. The share of processors over the monitored
period dropped down. Compared to 2006, the share
of trade sector in 2007 slightly increased, although
it dropped down again in the first five months of
2008 — Table 2.

The average consumer prices of bread slightly in-
creased over the monitoring period, although they
started to increase since September 2007 and the
increasing trend also continued in the first five months
of 2008. The prices of bread grew by 32.8% over
the analysed period (January 2006—May 2008). The
structure of the consumer price of bread, as well as
the development of consumer prices during individual
months of monitoring are shown in Figure 4.

Consumer prices and factors affecting their
structure

The growth of consumer prices in Slovakia amounted
to 7.5% in 2007 (CR — 11.9%, Hungary — 13.9%) and
in June 2008 it rose to 9.6% against the previous year.
The consumer prices of food in Slovakia increased
by 2.1 pts more than the EU average (by 3.2 pts more
than the Eurozone average). This was a general trend
in the new member states where the process of price
adaptation has taken place after the accession to the
EU. On the other hand, a better exchange rate of the
national currency in Slovakia helped to mitigate the
growth in food prices, mainly regarding the imported
items.

The price changes in the Slovak food market varied
for different items. Compared to the previous year,
the consumer prices of bread and bakery products
increased by 20% in 2007 and by 13% in the case of
milk and dairy products. The prices of meat experi-
enced a lesser growth rate (by 11%), as did the prices
of fruit and vegetables (the average year-on-year
growth rate of 4%).

Even though the food prices in Slovakia are rising,
the published comparative survey of the Eurostat
shows that they are still one of the lowest in Europe.
The Eurostat collected data on prices of more than
500 comparable goods in 37 EU countries (data for
2006). Based on the sample, the Eurostat computed
the Price Level Index (PLI) for the selected food,
beverages and tobacco products. This indicator is
calculated as the ratio of the purchasing power parity
and the exchange rate of each country and may be
compared with the EU average, for example. If the
value is higher than 100, the selected goods are rela-
tively more expensive than the EU average and vice
versa — Figure 5.

Overall, the price level in Slovakia amounted to
67% of the EU-27 average in 2006, in the sector of
food and non-alcoholic beverages. Compared to other
EU countries, the price level is low. However, these
prices are high with regard to the income of the SR
population. Slovak households spent in average 24.8%
of the total consumer expenditures for purchase of
food and non-alcoholic beverages in 2006 (24.3% in
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Figure 5. Price level indices for food and non-alcoholic beverages (EU 27 = 100)

Source: Eurostat
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Table 3. Income and expenditures of the SR population, by the COICOP classification

Income and expenditure by COICOP classification

Index

2005/04 2006/05 2007/06
Net cash income 104.0 113.8 112.0
Net cash expenditure 104.2 114.7 109.0
Consumer expenditures 104.3 113.2 108.4
Food and non-alcoholic beverages 102.2 106.7 106.5
Alcoholic beverages and tobacco 96.2 109.3 109.0
Food, beverages and tobacco 101.6 107.0 106.7
Share of food, beverage and tobacco in consumer expenditures (%) 2005 2006 2007
Food and non-alcoholic beverages 26.3 24.8 24.3
Alcoholic beverages and tobacco 3.0 2.9 2.9
Food, beverages and tobacco 29.3 27.7 27.3

Source: SSO, RIAFE calculations

2007). The food expenditures in the EU-15 amount
in average to 12% of the total consumer expenditures.
In the Slovak Republic, the share varies among the
individual social groups and the increasing prices of
food mostly affect the low income groups of popula-
tion. The development of incomes and expenditures
of households in the SR, as well as the share of food,
beverages and tobacco in the total consumer expen-
ditures (%) are shown in Table 3.

There are other factors that may affect consumer
prices of food and their structure. In general, the
key factors of the margin increase and decrease in
the share of prime producer in the consumer price
include the growth of marketing costs (processing,
adherence to quality control standards, development
of technology, packaging, distribution, transport, etc.)
and the growth in profit margin of traders, or proces-
sors; and combination of the above factors. Changes
in the marketing margin may also be caused by the
changes in supply of raw materials and consumer
demand in the market.

The input prices, as well as the processing and
distribution components are currently affected by
new impulses, such as market globalisation, the rapid
development of technology and the increasing interest
and commitment of population to the food quality
and production methods. Consumers require a higher
marketing service outside the farm, they wish for the
increased treatment and processing of food, a larger
selection of food and goods, a higher purchase com-
fort, longer opening hours, etc. The willingness of
consumers to pay for the product value added may
also result in the higher consumer price.
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An important factor which may affect input prices,
as well as the prices of the completed products, is
the reduced offer of food commodities in Europe,
caused by the increased demand for certain food
commodities in the third world countries, mainly in
Asia, as well as the utilisation of some agricultural
commodities in the production of biofuels.

These factors may produce a synergic effect on
the overall growth of food prices in the SR and the
subsequent reduction of the gap between the prices
of food in Slovakia and the other countries of the
European Union.

CONCLUSION

The structural analysis of the development of food
consumer prices in the period 2006—2008 was based
on the commodity verticals of milk, the selected dairy
products and bread.

The following trends appeared in the development
of the consumer price structure:

The average share in the consumer price of prime
producers has grown over the monitored period, in the
case of milk and dairy products. The share of proces-
sors in 2007 has grown for most of the commodities;
although it dropped down in the first few months of
2008. Compared to 2006, the share of trade sector
slightly decreased in 2007 for most commodities,
although in 2008 the average share increased.

The share in the consumer price of prime produc-
ers has grown over the monitored period, in the
case of dark bread. The share of processors over
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the monitored period dropped down. Compared to
2006, the share of the trade sector slightly increased,
in 2007, although it dropped down again in the first
five months of 2008.

Price development in Slovakia was affected by the
substantial growth of the global demand for food
that is becoming a strategic item which affects the
economic and pricing policy. The prices are also af-
fected by the inputs of farmers and processors the
prices of which are rising, including energy, fuel,
fertilizers, chemicals, seeds or wages. The prices of
food producers and consumer prices depend on a
number of other factors, including some unpredict-
able factors (mostly weather).

The food market is largely affected by those con-
sumers whose interest or lack of interest in a certain
product, price and quality affects the supply and de-
mand. The number of consumers who request quality
and are willing to pay a higher price is rising. On the
other hand, an increased food price is an issue for
the low income population. Therefore, it would be
appropriate to monitor the social situation in these
groups (families with many children, pensioners,

socially handicapped persons, unemployed) and then
to prepare a solution.
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