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13.Brexit — potential implications for the Polish food sector

Dr Katarzyna Kosior, Dr Lukasz Ambroziak
Institute of Agricultural and Food Economics — National Research Institute,
Warsaw, Poland
Kosior@ierigz.waw.pl, Ambroziak@ierigz.waw.pl

DOI: 10.30858/pw/9788376587431.13

Abstract

The chapter discusses the possible consequences of Brexit for the Polish food
sector. The focus was on two areas — the budget of the CAP and the agri-food
trade of Poland and the United Kingdom. It was found that the Polish food sec-
tor may be particularly affected by the implications of Brexit. On the one hand,
the growing pressure to limit spending on the CAP and, on the other, a very
likely deterioration in terms of mutual trade in agri-food products will be
a problem. In the moderate scenario, which provides relatively small reduc-
tions in the CAP expenditure, transfers to Polish agriculture could decrease by
almost EUR 290 million on average per year. In the radical scenario, reduc-
tions could amount to nearly EUR 1 billion on average per year. In the case of
restoring customs tariffs resulting from the WTO Most Favoured Nation
Clause, one can expect a breakdown in the Polish exports to the UK of the
most important agri-food product groups.

Keywords: Brexit, CAP budget, agri-food trade
JEL codes: E62, F13, F50, H77, Q17, Q18

13.1. Introduction

In the referendum held on 23 June 2016, the British voted for the exit of
the United Kingdom from the European Union. On 29 March 2017, after 44
years of membership, the British government notified the European Council of
its desire to launch a procedure for the UK to exit the EU in accordance with
Article 50 of the Treaty on the European Union. Thus, a two-year period of ne-
gotiating the conditions for the exit of the United Kingdom from the EU began.
According to the schedule resulting from the Treaty provisions, the United
Kingdom will cease to be a member of the EU on 29 March 2019. This will also
happen when the agreement setting out the conditions for the exit is not adopted
and when the European Council, in consultation with the United Kingdom, does
not decide unanimously to extend the negotiations. Although there are voices
indicating the possibility of withdrawal of Great Britain from negotiations on the

159



exit from the EU, as well as ideas of another referendum on the EU membership,
the British government upholds its decision of March 2017, and is gradually
preparing the country to withdraw from the European structures.

Brexit will, undoubtedly, be one of the most difficult moments and expe-
riences in the history of the European integration. Due to the high degree of in-
tegration of the British economy with the economies of other EU countries, the
economic costs of the British-EU divorce may be high. The UK’s exit from the
EU may significantly affect the shape of the future Common Agricultural Poli-
cy, including the framework of functioning of the agri-food sectors of the EU
Member States. The UK is now both one of the main net contributors to the EU
budget, including the CAP budget, as well as one of the main net importers of
agri-food products from the EU countries. Therefore, Brexit will have important
budgetary and commercial consequences for both the UK and other EU Member
States. The Polish food sector can be particularly affected by the effects of Brex-
it. Poland is currently the largest net beneficiary of the CAP budget — in 2016,
Polish farmers and rural residents received almost EUR 5 billion under direct
payments and other support programmes. At the same time, Poland is one of the
main exporters of agri-food products to the EU countries. The value of Polish
agri-food exports has increased significantly in the recent period, mainly due to
unrestricted access to the single European market. The particularly high growth
rate concerned agri-food exports from Poland to Great Britain. In 2016, food
producers exported products worth over EUR 2 billion to the British market,
which accounted for nearly 9% of the value of Polish agri-food exports. Current-
ly, the United Kingdom is the second, after Germany, recipient of the Polish
agri-food products.

The purpose of the chapter is to discuss the possible consequences of
Brexit for the Polish food sector. The potential impact of Brexit on the CAP
budget and agri-food trade between Poland and the United Kingdom will be the
main focus. The distribution structure is as follows. The second section will
briefly discuss the main problems of negotiations on the UK’s exit from the EU,
the positions of both parties and proposals for arranging future relations between
London and the EU mentioned in the discussions. Estimates about a possible EU
income gap in relation to the UK’s exit and the on-going debate on the multian-
nual financial framework and the CAP after 2020 will be presented in the third
section. An analysis of the impact of possible changes in the level of CAP fi-
nancing on the changes in the net balances of Poland in the CAP area and finan-
cial transfers to Polish agriculture will be presented against this background. The
fourth section will be devoted to the assessment of the impact of possible chang-
es in trading conditions on agri-food trade between Poland and the United King-
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dom. The assessment in this part refers to the most pessimistic variant, assuming
the restoration of customs tariffs in mutual trade, resulting from the Most Fa-
vored Nation clause (MFN) adopted in the framework of the World Trade Or-
ganization (WTO). The chapter finishes with a summary.

13.2. Negotiations on Brexit — what should be the model of the future
relations?

Negotiations on the conditions for the United Kingdom to exit the EU be-
gan in May 2017. However, talks of the first phase of negotiations did not cover
any issues related to the shape of future trade relations between Great Britain
and the EU. The first discussions in this matter are to start in spring 2018 — an
agreement on the exit of the United Kingdom from the EU is to be accompanied
by a political declaration which will indicate the framework for future trade rela-
tions. For formal reasons, the negotiations and signing of an appropriate trade
agreement between the United Kingdom and the EU will only be possible after
the United Kingdom ceases to be a member of the EU. This means that it will be
necessary to negotiate an additional agreement on the transitional period for the
period after the UK’s withdrawal from the EU and before the entry into force of
the new trade agreement. In a joint report adopted at the beginning of December
2017 and closing the first stage of negotiations, the United Kingdom and the EU
agreed that it would be crucial to negotiate terms for the transition period as
soon as possible [Joint Report, 2017]. At the end of January 2018, ministers of
the EU Member States decided that the transition period should not go beyond
the current financial perspective, i.e. to the period after 31 December 2020.

As agreed in the Joint Report from the first phase of negotiations, the
payment and disbursement of the UK from the EU budget will not change until
2020. The United Kingdom will most likely continue to participate in the EU
programmes and policies and will maintain access to the single European market
in return for respecting financial commitments until the end of the current finan-
cial perspective [Joint Report, 2017]. However, a significant problem may ap-
pear as early as 1 January 2021. As indicated by experts, the planned 21 months
of the transitional period (from 30 March 2019 to 31 December 2020) seem too
short a time to negotiate and enter into force a new and comprehensive trade
agreement between the United Kingdom and the EU [cf. Matthews, 2017]. The
problem is not only the limitations resulting from the adopted negotiation
schedule, but also (and above all) the diverse expectations, interests and prefer-
ences of the UK and the EU regarding the form of the future agreement.
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In the discussions, there are various proposals for arranging future rela-
tions between the EU and Great Britain, differing in the level of liberalization of
mutual trade and the scope of co-operation. As part of the options allowing for
the so-called soft Brexit, the Norwegian model is most often mentioned — inte-
gration and cooperation of Great Britain with the EU within the European Eco-
nomic Area (EEA) — along with the Swiss model based on bilateral agreements
providing a similar level of economic and trade integration between the parties.
Agreements based on these models assume the creation of a free trade area and
participation in the single European market. A country wishing to participate in
the single market is required to adopt and apply the EU regulations in this area,
together with relevant case law of the Court of Justice of the EU, and to make
a specific financial contribution to the EU budget. However, it does not affect
the prepared law and cannot participate in the work of the EU institutions. Other
models referred to in the discussions assume the creation of a partial customs
union between the United Kingdom and the EU, similar to the customs union
between Turkey and the EU, or the creation of a deep and comprehensive free
trade area, modelled on solutions adopted in the EU agreements with Ukraine or
Canada. However, the British party underlines that none of the known models
currently used in agreements linking the EU with third countries will be suitable
for the United Kingdom [Treasury Committee, 2016]. The geographical proxim-
ity of Great Britain and the economic relations with the EU countries built for
decades, resulting in close links at the level of sectors, industries and enterprises,
make the United Kingdom a unique case. The EU-27 trade exchange with the
United Kingdom is many times greater than the EU-27 trade exchange with
Canada, Norway or Ukraine. The British economy is also a very important link
in the EU’s value chains'®.

As implied from the statements and political declarations of the British au-
thorities, Great Britain will strive to conclude a completely new agreement (be-
spoken agreement) between the EEA agreement (Norwegian model) and the CE-
TA agreement (Canadian model) [Owen, Stojanovic and Rutter, 2017]. The EU
negotiators also stress the importance and meaning of maintaining the closest pos-
sible economic and trade relations. At the same time, however, both sides point
out to the existence of red lines which they cannot cross in the negotiations. These
are the points that significantly limit the possible compromises (Table 1).

' For example, in 2011, the share of the added value generated by the British economy in exports of products of
the EU-27 food industry amounted to 2.11% on average. The British economy made a particularly large contri-
bution to the added value of exports of agriculture and food products in Ireland (11.6% and 8.8%, respectively).
The contribution of the EU-27 economies to the added value of exports of these product groups for the United
Kingdom was at the level of 10.5% and 12.6%, respectively [Bellora and Foure, 2017].
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Table 1. Comparison of the UK and the EU negotiating goals in Brexit negotiations

Great Britain European Union
Objectives | « secure the most frictionless pos- | * establish a close partnership with

sible trade in goods and services the UK and a balanced, ambitious
outside the single market and and wide-ranging free trade area
the customs union + avoide a hard border in the island of

+ avoide the necessity to build any Ireland
physical infrastructure around
the Irish border

Red lines |+ end the direct jurisdiction of the | *+ preserve integrity of the single mar-
Court of Justice of the EU in the ket, including the indivisibility of

UK the four freedoms

* end of the free movement of | + ensure a level playing field, particu-
people larly on competition and state aid,

* end mandatory contributions to and create safeguards against unfair
the EU budget competitive advantages

+ freedom to pursue an independ- | » preserve the autonomy of the EU
ent trade policy legal order and its decision-making

» safeguard financial stability of the
EU, and respect its regulatory and
supervisory regime and standards

» ensure the UK does not have a bet-
ter deal than EU Member States

» avoid upsetting existing relations
with other third countries

Source: Owen, Stojanovic and Rutter 2017, p. 41.

The British vision of a completely new type of agreement excludes partic-
ipation in the common market and the customs union. However, it assumes du-
ty-free trade as part of the free trade area and additionally it eliminates non-tariff
barriers and other obstacles that usually occur in such zones. As the EU party
points out, these are the benefits of participating in the customs union and the
common market, which are linked to specific obligations. Granting access to the
internal market without taking any commitment or meeting the EU requirements
would mean that the United Kingdom (without having the status of a member)
would enjoy greater privileges and benefits than the EU Member States.

13.3. The future of the EU finances and the CAP in the context of Brexit

Negotiations on the UK’s withdrawal from the EU and its future trade re-
lations with the Union will take place in parallel with the intra-EU negotiations
on the future of the CAP and the EU’s Multiannual Financial Framework (MFF)
for 2021-2027. Both processes can interact with each other to some extent. If the
United Kingdom does not divorce fully the EU, and the political declaration at-
tached to the UK’s exit agreement with the EU will refer to the possible finan-
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cial commitments of the United Kingdom to the EU in the future, talks about the
EU finances may be more favourable. However, it should be emphasized that
the possible UK payments to the EU budget after 2020, being part of a possible
agreement on the access of this country to the common market or to similar ben-
efits, will not solve the problem of the permanent EU income gap that will occur
as a result of Brexit. In the previous financial perspective 2007-2013, the contri-
bution of the United Kingdom, after deducting the British rebate, accounted for
10.7% of the EU revenues on average per year. In recent years, this share has
increased further. In the first three years of the current financial perspective
(2014-2016), it amounted to 12.3% on average per year. None of the scenarios
considered assumes that the possible payments negotiated under the agreement
on future UK relations with the EU are close to the current membership contri-
butions of that country. Currently, the United Kingdom ranks fourth in the EU in
terms of the amount of contributions to the EU budget (after Germany, France
and Italy). At the same time, it is the third largest net contributor to the EU
budget (after Germany and France, before Italy, the Netherlands, Sweden and
Austria) and the second largest net contributor to the CAP budget (after Germa-
ny, before Italy, the Netherlands, Belgium, France and Sweden). For this reason,
the gap due to the lack of payment of Great Britain’s contribution to the EU
budget will be much greater than the reduction of expenses from the EU budget
due to the United Kingdom’s exit [Kawecka-Wyrzykowska, 2017].

The level of the gap in the EU income after Brexit is estimated in various
ways. When counting based on the UK payments, not taking into account the
UK rebate, after deducting transfers for the UK from the EU budget and based
on the average for 2014-2015, it may amount to an average of EUR 16.6-17 bil-
lion per year [Kawecka-Wyrzykowska, 2017; Begg, 2017]. Calculations based
on the methodology including the UK payments with a rebate and after deduc-
tion of transfers to the UK point out to a gap of around EUR 10 billion (both for
the average for 2014-2015 and for 2014-2016) [Haas and Rubio, 2017]. There
are also studies showing a smaller budget gap after Brexit, including the elabo-
ration by Nufiez-Ferrer and Rinaldi [2016], who based on the data from 2014
and on the net payments of the United Kingdom on a reimbursement resulting
from the rebate, indicated an amount of EUR 7.1 billion. Studies taking into ac-
count the British rebate in the calculations (reimbursement for the United King-
dom) assume that the amounts paid by other Member States to finance it, are
already part of the national budget accounts and will not, therefore, mean new
financial burdens for the EU-27 after the exit of Great Britain. Analysts also
point to the fact that even in the case of hard Brexit, the revenue gap may be
lower due to additional funds that will flow into the traditional EU own re-
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sources as a result of customs duties on goods originating from the UK. Never-
theless, taking into account even the most optimistic estimates, the loss of Brit-
ish payments will mean either the need to increase the contributions of other
Member States in order to cover the gap after Brexit, or the need to significantly
reduce the current expenditure.

It can be expected that the pressure to limit expenditure will be the highest
for those EU policies that are currently allocated the largest amount of the EU
budget funds. Cohesion Policy is such a policy next to the CAP, they both collec-
tively account for over 80% of the EU spending. As Haas and Rubio [2017] note, if
contributions of the EU-27 Member States are not increased, the scope of the re-
quired expenditure cuts will be so great that reductions in any other areas (such as
migration or defense policy) will not be able to solve the problem. If the expendi-
ture on these policies was reduced, these amounts would be relatively small, from
the point of view of the measures needed to fill in the gap caused by Brexit, and on
the other hand, huge for these policies themselves. In addition, the new challenges
faced by the EU mean that the EU’s new policies focused on migration, security
and defense are more needed by the EU than ever before. Therefore, the pressure to
increase rather than limit spending on these goals is likely to grow.

The framework for discussion on the future EU priorities and their financ-
ing was outlined by the European Commission by publishing two documents in
2017 — the White Paper on the future of Europe [European Commission, 2017a]
and the Book on Reflection on the future of EU finances [European Commis-
sion, 2017b]. Separate communication, published at the end of November 2017,
was devoted to the future of agriculture and food production in Europe [Europe-
an Commission, 2017c]. Although the Brexit budget effects are not analysed in
the documents indicated, the proposals contained in them take into account the
probable gap in the EU income related to the UK’s exit. In the White Paper on
the Future of Europe, the Commission presented five scenarios of the EU devel-
opment outlining various reform proposals and their implications for the EU
budget. The Commission has addressed these scenarios in more detail in the
next document — the Reflection Paper prepared in June 2017 by the Directorate-
-General for Budget and devoted entirely to the future of EU finances. Four out
of five scenarios set forth a reduction of the EU budget, including the CAP
budget. Only the fifth scenario mentions significantly larger funds. However, in
the case of the CAP, the Commission does not indicate any priorities in this sce-
nario, which leads to the assumption that it is not seriously considered.

In the Reflection Paper, the Commission also mentions the possibility of
introducing co-financing of direct payments so as to maintain the overall levels
of current support under the CAP. This proposal is synonymous with accepting
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areduction in the CAP expenditure financed from the common budget. In
a press release, Commissioner for Regional Policy, Corina Cretu pointed out that
currently only agriculture is 100% financed from the EU budget. At the same
time, she stressed that, given the likely limitations of the EU budget in the fu-
ture, national co-financing could be a solution for direct paymentsl9. This pro-
posal was criticized by the Commissioner for Agriculture, Phil Hogan. The op-
tion of co-financing direct payments was rejected as inappropriate in the first
and working version of the communication on agriculture and the CAP. Howev-
er, the final version of the document emphasizes that the Communication does
not prejudge the outcome of the debate on the EU budget and multiannual finan-
cial framework [European Commission, 2017c, p. 9]. This means that the option
of co-financing direct payments will be subject to further analysis by the Com-
mission services and may appear in the legislative proposals for the future finan-
cial framework and the CAP.

Matthews [2017] emphasizes that the CAP budget will most likely be re-
duced not only in relative terms but also in absolute numbers in the next MFF.
On the other hand, the reduction of budgetary resources will affect the shape of
the EU agricultural policy. In autumn 2017, the commissioner for EU budget
Glinter Oettinger pointed to the need to investigate the impact of possible cuts in
the overall EU budget at the level from 15 to 30%. At the same time, the
Commissioner for Regional Policy mentioned above, suggested the possibility
of adoption of a 5% co-financing rate for direct payments. It can be expected
that a group of supporters of reducing the common budget for the CAP will
grow among the Member States. The support for accepting co-financing of di-
rect payments will also probably increase. As pointed out by Kaiser and Prange-
Gstohl [2017], the distribution between net contributors and net beneficiaries of
the budget, based on the logic of fair return, will continue to play a dominant
role in the MFF negotiations. However, it is difficult to predict the outcome of
talks on the future EU financial framework and the budget for the CAP. On the
one hand, the consent of Member States to increase national contributions to the
EU budget is unlikely. On the other, Brexit may increase the pressure to con-
clude an agreement to overcome the crisis and strengthen the future EU.

1 Radosavljevic Z., Commission mulls CAP cuts, rebates in effort to shore up post-2020 budget, Euractive,
https://www.euractiv.com/section/uk-europe/news/commission-mulls-cap-cuts-rebates-in-effort-to-shore-up-
post-2020-budget/, 28.06.2017.

2 Eder F., Commission gets glimpse of post-Brexit EU budget horrors, Politico,
https://www.politico.eu/article/commission-gets-glimpse-of-post-Brexit-eu-budget-horrors/ 22.11.2017.
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13.4. Impact of possible changes in the CAP budget on the net balance of
Poland and transfers to the Polish agriculture

Poland is currently the largest net beneficiary of the CAP in the EU. In the
first two years of the EU membership (2004-2006), the net balance of Poland in the
CAP area (financial transfers for Polish agriculture after deduction of contributions
paid by Poland to the CAP budget’') amounted to EUR 328 million on average per
year. This amount in the first two years of the current financial perspective (2014-
-2016) increased to EUR 3125 million on average per year. Without taking into
account the financial settlements between the national budget and the CAP budget,
the Polish agricultural sector received support of almost EUR 5 billion on average
per year in this period. At the same time, the load on net contributors in the CAP
budget increased significantly. Particularly strong growth was in the United King-
dom — the negative net balance of the United Kingdom in the CAP increased to ap-
prox. EUR 3 billion on average per year (from approx. EUR 1 billion on the basis
of data from the first two years of the previous financial perspective). For the CAP
budget, Brexit will therefore mean a loss of approx. EUR 3 billion on average per
year. However, taking into account the total gap in the EU’s revenue after Brexit,
the pressure to limit the CAP budget may go beyond the amount resulting from the
net balance of the United Kingdom in this area.

An attempt to take a closer look at the possible consequences of Brexit for
the EU budget and the CAP budget was made by Haas and Rubio [2017] at the
request of the European Parliament. The impact of Brexit was measured by
these authors by changes in the net budgetary balances of Member States de-
fined as payments made by Member States calculated on the basis of VAT re-
ceipts and based on GNP, less total EU expenditure in that state. The methodol-
ogy used by Haas and Rubio to assess the impact of Brexit on the CAP budget
required, in the first step, implementation of a simplified British rebate based on
the CAP expenditure, so that adding the initial contribution of the Member State
to the CAP budget, the effect of end of rebates and the costs of covering the
missing UK net contribution gave a state’s payment to the CAP budget®. The
study by Haas and Rubio [2017] analyses five scenarios:

o Scenario 1, assuming an increase in payments of the Member States to the

CAP budget by EUR 3 billion to cover the gap resulting from the missing

payments from the United Kingdom;

21 Although there are no official statistics concerning the Member States’ contributions to individual policies in
the EU budget statements, they can be estimated by comparing the state’s share of the EU budget with the state’s
share of the EU spending in the given area.

2 Details of the methodology used are explained by Haas and Rubio on pages 27 and 28 of their study [Haas and
Rubio, 2017].
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o Scenario 2, assuming a reduction in the CAP budget by the missing
amount of EUR 3 billion;

o Scenario 3, assuming a reduction in the CAP budget for both pillars by
EUR 10 billion (i.e. by the amount corresponding to the total estimated
budget gap after Brexit);

o Scenario 4, assuming a reduction in the CAP budget for 1¥ pillar in the
EU-27 (direct payments) by EUR 10 billion;

o Scenario 5, assuming a reduction in the CAP budget for 1* pillar in the
EU-27 (direct payments by 10 billion in the EU-14 (in the so-called old
EU Member States).

The scenarios for adjusting the CAP budget to the upbeat reality proposed
by Hass and Rubio will be the reference point in assessing the possible impact of
Brexit on the net balances of Poland and transfers to Polish agriculture. Howev-
er, the fifth scenario will be modified in the assessment presented below because
the reductions provided for in it refer only to the old Member States. A scenario
will be considered instead, assuming that direct payments paid to farmers after
reallocation of funds between the pillars (in the case of Poland after reallocation
25% from 2™ to 1™ pillar) will be taken into account for the possible reduction in
1* pillar at the level of EUR 10 billion. At the same time, due to the goal set in
the introduction, a sectoral approach will be added — a summary of changes in
financial transfers that would ultimately reach the Polish agricultural sector after
the implementation of individual scenarios. The assessment of the effects of
budget changes for Poland will be accompanied by a reference to changes in net
balances of other Member States, so as to bring closer the interests and positions
that may appear in the negotiations on the future EU financial framework and
the CAP budget.

According to the estimates, in all the analyzed scenarios there would be
a deterioration of Poland’s net balances in the CAP area. With the exception of the
first scenario (increase in membership fees by EUR 3 billion), there would also be
a decrease in payments from the CAP budget to Polish agriculture (Figure 1).
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Figure 1. Estimated Brexit effects for net balances of Poland and transfers in the
CAP area (scenario 1-4 by Haas and Rubio and scenario 5 after reallocation of
funds between the pillars)
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Source: own calculations based on data from the European Commission,
http://ec.europa.eu/budget/figures/interactive/index_en.cfim based on the Haas and Rubio
methodology [2017].

Average payments and disbursements from the CAP budget for the period
of 2014-2016 (for Poland they amounted to EUR 1717 million and EUR 4842
million, respectively) are the reference point in the assessment of changes in
payments and disbursements from the CAP budget under the analysed scenarios.
In the first scenario of supplementing the CAP budget gap with additional con-
tributions from the Member States in the amount of EUR 3 billion, Poland
would have to pay a bit more to the CAP budget (about EUR 60 million more
than currently), but at the same time transfers to the sector would be higher by
approx. EUR 5 million. The increase in payments would result in deterioration
of the Polish balance by EUR 58 million. The deterioration of net balances in
the area of the CAP would also be noted by other Member States. However, the
largest burden would be borne by net contributors who used rebates for the Brit-
ish rebate (Germany, Austria, the Netherlands and Sweden) [Haas and Rubio,
2017]. It can be expected that these countries will protest most against the sce-
nario of increasing payments to the CAP.
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In the scenario with reductions of the CAP budget at the level of EUR 3 bil-
lion, both payments to and from the CAP budget would be lower than at present.
Payments would decrease by EUR 287 million, and the net balance would get
worse by approx. EUR 232 million. The net balance of the other main beneficiaries
of the CAP (Spain, Greece and Romania) would also deteriorate. However, the
planned cuts would be insufficient to maintain the current load of the main net con-
tributors to the CAP budget. Implementation of this scenario would still result in
a significant deterioration of their net balances. There will most probably be
a strong pressure by the main contributors for deeper reductions, not so much as to
reduce their payments, which will keep the current state of burdens.

In the scenario of radical reductions at the level of EUR 10 billion for both
pillars, Poland would have to pay a little less to the CAP budget than in the previ-
ous scenario, but would receive much less funds. Transfers to Polish agriculture
would decrease by over EUR 950 million, and the balance would worsen by ap-
prox. EUR 680 million. In this scenario, the cost of financing Brexit would fall on
all major beneficiaries of the CAP — apart from Poland, it would be Spain, Greece,
Romania and Bulgaria. If the budget of the CAP was reduced by EUR 10 billion,
Germany could maintain a negative balance (currently — EUR 5 billion) at an un-
changed level. Other net contributors to the CAP budget, however, would see an
improvement in their balances, although there would still be negative balances. The
adoption of this scenario, however, seems unlikely as it would undermine the prin-
ciple of solidarity in force in the EU.

In the fourth scenario, assuming reductions at the level of EUR 10 billion
only in 1* pillar (for direct payments), the unfavourable balance for Poland
slightly decreases compared to the third scenario, but it would still be a huge
drop. Transfers to Polish agriculture would be lower by approx. EUR 895 mil-
lion, and the net balance would be worse by EUR 610 million. In this scenario,
Poland and other new Member States are less affected by cuts than in the previ-
ous scenario due to the relatively higher importance of 2" pillar in the support
structure. It is worth emphasizing, however, that the estimates under this scenar-
10 do not take into account the possible reallocation between the pillars.

The largest declines in transfers and the balance of Poland would occur if
direct payments are covered by reductions after reallocation of funds from 2™
pillar to 1% pillar (fifth scenario). Taking into account the financial flows only,
this scenario would be more unfavourable for Poland than the scenario provid-
ing for reductions in both pillars. Under this scenario, Poland would contribute
EUR 1432 million to the budget of the CAP (by approx. EUR 300 million less
than at present) and would receive EUR 3856 million (by almost EUR 1 billion
less than at present). Haas and Rubio [2017] indicate that the introduction of co-
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-financing direct payments (after a reduction of EUR 10 billion) could change
the budgetary impact of the cuts, especially if differentiated co-financing rates
are foreseen, depending on the level of affluence of individual Member States.
However, co-financing of direct payments is an option that will be difficult to
accept for Poland and the other new EU Member States. The reason is not only
the lower level of affluence of the new Member States, but also the existing dis-
proportions in the distribution of direct payments between Member States result-
ing from the distribution criteria used in the past. In the Communication of No-
vember 2017, the Commission envisages further external convergence for direct
payments. It is possible, however, that the level of payments being the reference
point for eliminating disparities in the distribution of funds will be lower than at
present. This may mean that despite the planned convergence, Poland may re-
ceive a smaller envelope of funds in the next financial perspective, or in a more
optimistic scenario, not assuming a reduction in the CAP budget — to maintain
the current envelope.

The reduction of the CAP expenditure, including the reduction of the
budget for direct payments, may negatively affect the competitiveness of the
Polish food sector. This is due to the relatively high share of direct payments in
the incomes of individual farms in Poland. There are types of farms where direct
payments account for more than half of the income. A particularly high level of
dependence on external support concerns dairy farms and slaughter cattle farms
— depending on the type and size of the farm, the share of direct payments in in-
come ranges from 30% to 95% [Zietara and Adamski, 2017]. Lowering the level
of payments could not only have a negative impact on the economic situation of
farms in Poland, but also threaten the stability of the raw material base for the
food industry. Food production in Poland is still primarily based on raw materi-
als from domestic agriculture [Szczepaniak, 2017]. The indicated solution in the
form of supplementing the support level from the CAP budget with support from
national budgets (co-financing of direct payments) could not provide the ex-
pected results. The co-financing rate referred to in the discussions at the level of
5% would imply a burden on the Polish budget of around PLN 680 million on
average per year. However, it is not known whether additional support from the
domestic budget would be possible. Concerns can also be raised as to whether
introduction of co-financing of direct payments will lead to the strengthening of
flexibility principle in the management of agricultural support in the EU and, as
a result, to diversification of the conditions of competition in the common market.
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13.5. The potential impact of Brexit on agri-food trade between Poland and
the United Kingdom

Despite the ongoing negotiations between the European Union and the
United Kingdom, it cannot be clearly excluded that an agreement between the
parties will not be reached. Lack of agreement would mean that trade should be
conducted on the general principles adopted in the WTO, i.e. reintroduction of
customs duties under the Most Favoured Nation Clause (MFN). Assuming that
the United Kingdom would adopt the EU customs tariff, in majority of the most
important product groups in the Polish exports to the United Kingdom (accord-
ing to the four-digit HS classification), relatively high (over 20%) MFN duty
rates would apply™.

Table 2. The most important product groups in Poland’s agri-food exports to
Great Britain in 2016

Code Value Share MEFN customs duty on
P(;S Code description in EUR in % imports into the EU
million ’ in %*
1806 | Chocolate and chocolate products 282.7 13.0 40%
0207 | Poultry meat and offal 234.4 10.8 20-35%
1905 Confectionery, cakes and pastries, biscuits 1553 72 40-45%
and other bakery products
1602 | Other meat and offal, processed or preserved 139.8 6.5 35-115%
2402 | Cigarettes 111.4 5.1 57.6%
1601 Sausages and similar products of meat and 100.9 47 32-40%
offal
0210 Meat and offal, salted, in brine, dried or 933 43 18-56%
smoked
0709 Other Yegetables, fresh or chilled (including 710 33 12.8%
champignon mushrooms)
0201 | Beef meat, fresh or chilled 63.6 2.9 65%
1604 | Processed or preserved fish 54.4 2.5 5.5-20%
Top 10 product groups in export 1306.8 60.3 X

* The rate of customs duty on imports into the EU of the most important products within
a given group according to HS4. Italics indicate the estimated ad valorem equivalents of spe-
cific rates.

Source: unpublished data of the Ministry of Finance and TARIC.

 The duty rates for importing the most important products to the EU within a given group distinguished by
a four-digit HS code are given.

172




The highest level of protection would concern Polish exports, among oth-
er meat (poultry and beef) as well as meat and offal products (e.g. sausages),
cigarettes, chocolate and chocolate products as well as confectionery and pastry
goods. It can be expected that the introduction of customs tariffs in the export to
the United Kingdom will increase the prices of Polish products on the British
market, deteriorate their price competitiveness and, as a result, decrease the ex-
ports. This effect may additionally be strengthened as a result of the increased
level of non-tariff barriers (including sanitary and phytosanitary measures, tech-
nical barriers, certification procedures). According to estimates by Bellora et al.
[2017], the equivalent of non-tariff barriers in the EU exports of dairy products to
the United Kingdom may increase in the absence of agreement from 42% to 74%,
processed meat — from 24% to 43%, fruit and vegetables — from 18% to 32%, fats
and oils — from 22% to 38%, beverages and cigarettes — from 14% to 25%.

In the event of disagreement between the EU and the UK, the MFN duty
rates in the Polish imports of the most important product groups from the United
Kingdom would be lower than in the Polish exports to the British market (Table 3).
In imports of five of the ten product groups analysed here, the duty rates would not
exceed 15%. This would apply to fresh or chilled fish, fish fillets, sauces and prep-
arations for them as well as pet food. Import of whiskey, which is the most im-
portant product in import, would still be duty-free. The highest duty (over 50%)
would apply to imports of processed tobacco, poultry meat and offal. Increasing
the protection would cause an increase in prices of British products on the Polish
market and, consequently, a fall in demand and a reduction in imports. Similar-
ly, as in the case of Polish exports to the United Kingdom, non-tariff barriers
would also significantly increase imports to Poland from the UK. As implied
from the estimates of Bellora et al. [2017], the equivalent of non-tariff barriers
in some commodity groups may be even higher than in exports to the United
Kingdom. Imports to the EU of dairy products would (in the absence of an
agreement between the EU and the United Kingdom) amount to almost 84%,
processed meat and offal — 58%, and vegetable fats and oils — 49%.

Based on the estimates of the authors mentioned above [Bellora et al.,
2017] it appeared that, in the absence of agreement, the average MFN duty rate
in Poland’s exports to Great Britain (weighted by the structure of Polish exports
to this country) would amount to 21.3%, and the non-tariff barriers equivalent
would increase from 28% to 49%. In turn, the average weighted MFN duty rate
for imports to Poland from the United Kingdom would be 14.2%, and the equiv-
alent of non-tariff barriers would increase from 17% to 30%.
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Table 3. The most important product groups in Poland’s agri-food imports to
Great Britain in 2016

Value MEFN customs duty
Code - . . Share . .
HS Code description in EUR mil- in % on imports into the
lion ’ EU, %*
2208 | Whisky 95.1 18.2 0%
0203 | Pork meat 75.2 14.4 28%
2106 cher food preparations (e.g. powders for produc- 421 31 2504
tion of creams, jellies, beverages)
1806 | Chocolate and chocolate products 39.0 7.5 36%
0302 | Fresh or chilled fish 29.4 5.6 2%
2403 | Other processed tobacco, tobacco extracts 23.5 4.5 17-75%
2103 Sa}lces and preparations for them, and mixtures of 17.6 34 7 794
spices
2309 | Pet food 15.6 3.0 0-9.6%
0207 | Poultry meat and offal 12.0 2.3 52%
0304 Fish fillets and other fish meat, fresh, chilled or 94 1.8 75.15%
frozen
Top 10 product groups in import 358.9 68.7 X

* The rate of customs duty on imports into the EU of the most important products within a given
group according to HS4. Italics indicate the estimated ad valorem equivalents of specific rates.
Source: unpublished data of the Ministry of Finance and TARIC.

13.6. Summary and conclusions

The UK’s exit form the EU will result in many economic, social and polit-
ical changes, both in the EU and in the UK itself. From the point of view of the
development prospects of the Polish food sector, the gap in the EU revenues re-
sulting in a possible reduction of the CAP budget will be one of the most im-
portant effects of Brexit. Reductions in this area may mean a lower level of sup-
port for Polish agricultural producers in the next EU 2021-2027 financial per-
spective. However, the outcome of the negotiations on the next multiannual fi-
nancial framework is difficult to predict at this point. This will depend, e.g. on
a new balance of power between net payers and beneficiaries of the EU budget,
political compromises on the EU’s financial priorities, as well as the provisions
of the agreement on future relations between the UK and the EU.

The moderately optimistic scenarios for the future CAP budget assume
reductions at the level corresponding to the United Kingdom’s net contribution
to the CAP budget (EUR 3 billion). Radical scenarios indicate cuts correspond-
ing to the total UK contribution to the EU budget (EUR 10 billion). If we adopt
these two scenarios, the range of possible reduction of transfers to the Polish
agricultural sector would range from almost EUR 290 million to over EUR 980
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million on average per year. The current course of the debate on the future of the
CAP indicates that reductions may cover mainly direct payments. In the docu-
ments published in 2017, the European Commission considered lowering the
CAP budget and also signalled the possibility of introducing co-financing of di-
rect payments. If the reduction scenario is implemented, it is likely that the com-
petitiveness of the Polish agricultural sector will deteriorate due to the currently
relatively high share of direct payments in the income of the Polish farmers.

Brexit can mean unfavourable changes not only for farmers but also for
all entities involved in agri-food trade. The scenario of introducing duties on
agri-food products in mutual trade between Poland and the United Kingdom
(hard Brexit) will most likely lead to the effect of shifting trade to cheaper sup-
pliers in both countries. Therefore, one can expect a breakdown in the Polish
exports to Great Britain of the most important groups of agri-food products, and
the most of processed meat, cigarettes and beef (possible increase of prices on
the British market by over 50%), chocolate and chocolate products as well as
confectionery and pastry products. The increase in the level of non-tariff barriers
will be an additional difficulty in access to the British market for the Polish agri-
-food products. Imports to Poland can be expected to encounter a clearly smaller
decrease than exports to the British market. Among the most important import
items, imports of poultry, processed tobacco, chocolate and chocolate products
as well as pork meat can decrease the most.
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