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ABSTRACT: Recent several years of Polish metalloayg seen deep changes and both organizational and
ownership transformations. Steel companies, fretipesubject to restructuring and continuous
improvement in their operation, developed a higbgmpetitive position in the European market. The
requirements connected with Poland’s accessiohéd®U has considerably contributed to positive demn
which occurred in the sector. However, they haa ahspact on the extent to which Polish metallurgsw
affected by the aftermath of world crisis.
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Introduction

The goal of metallurgy sector in the EU, being ohéhe biggest steel suppliers worldwide,
is to strive for maintaining production in steettse at possibly highest level, in consideration of
transformations and trends which occurred in warktket (Biuletyn Informacyjny EDLESI No. 2,
2007). Compared to other markets, steel, as a ptarfuglobal character, plays significant role in
the EU economy in the aspect of competitiveness.

Steelworks located within the EU constitute an intgoat source of employment. Steel is an
essential material resource for other sectors @ itdustry. Metallurgical products are a
fundamental material for many areas of the econamy significantly affect competitiveness of
other industrial products. Ensuring possibly besgliy of steel products is necessary for
maintaining highly competitive position among Eugap steel manufacturers.

Emerging new products and processes which satisBr-eéhanging expectations of
consumers determine transitions in European meggilurhe effects of these changes, however,
must meet the requirements of sustainable developnteuropean steel sector is subject to
continuous structural changes and this process paatscularly noticeable in 2007 when new
competitors appeared in BRIC countries (Brazil, $tsiIndia and China). Previous crises in
metallurgy sector were caused by rapid changesmmadd, caused by economic phases. Suddenly,
increased demand could not be satisfied immediatdtich was the reason for frequent stoppages
in consumption manufacturirapd investment activity.

Polish Metallurgy Sector in 2004-2009

Metallurgy in Poland also experienced a numberhainges in recent years and takes a part
of huge European steel production today.

Manufacturing in the sector of steel and iron cevV@rudzyski, 1997):

O production of pig iron from ores or scrap metal,

O production of specular pig iron, high-carbon feresmganese and ferrophosphorous
alloys,
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0 production of steel in converters or blast furnaces

0 production of e.g. hot-rolled products togethetwabntinuous casting products etc.,

0 production of granular iron.

Before Polish steelworks were restructured (1998y had not been able to satisfy the
whole demand, despite its wide range of productgaive financial results in metallurgy forced
taking measures aimed at improvement in the sthtéhe sector. The process of rebuilding
transformed previous system of functioning of steeks, however, it did not cause a rise in its
competitiveness on an international sc&er the most of big Polish industrial companiesg th
necessity for survival in a competitive marke} §timulated investment activiti€susarczyk, 2001
All hazardous and obsolete installations were stown and huge investment expenditures were
made to promote innovative methods of steelmalstegl processing and casting (Talarek, 2009).
The period of 1998-2000 marked the beginningsexlatorks getting out of economic crisis caused
by uncompleted restructuring processes (Stachoa@]).

Huge benefits were brought by a number of mergedsagquisitions, which affected rise in
competitiveness and reduction in overall costs t(B\veski, 2001). Consolidated enterprises
achieved stronger position in the market and higheact on the level of demand and steel prices.
Apart from this, big companies purchased necessaspurces at cheaper prices, which was
reflected in their financial results (Dudata, 2006)

The restructuring renewed after 2000 has not brotigh desired results connected with
success in foreign markets yet (Starostka-PatykzaKp2004). Nevertheless, steel production in
Poland, driven by restructuring as well as owngrshnd organizational transformations, is
becoming, slowly but steadily, a part of Europeagtatiurgy.

Planned development of steelworks and researclegisohas become an integral part of
those developed for the European industry, takimg consideration benefits to both suppliers and
consumers of steel products throughout Europeudnay Poland. Integration of Poland with the
EU obliged Polish steelworks to implement changestearms of environmental protection,
stimulated by changes in legal regulations (Barikévet Nitkiewicz, 2004).

The year of Poland’s accession to the EU will hmembered as a very beneficial to steel
producers since the prices of steel products had lmng maintained at an exceptionally high level.
High operational profitability, which reached c&% in 2004, reminds of previous financial
restructuring, which allowed, through issue of sg@s, for purchasing claims against steelworks
(Roczny Raport Agencji Rozwoju Przemystu, 2003).

Improving standing of Polish steelworks experienaeslump in 2005 as a result of sudden
decline in prices of steel products (Baranowsk30Domestic industry reached almost 4% rise in
revenues, whereas the revenues in steelworks diobpel8%. Profitability in the sector also
decreased considerably and maintained at the lewadr than in the whole market. However,
liquidity ratios reached satisfactory levels, resifaster in steel sector than in the whole indystry
which was caused by gradual limitation of productad the end of the year 2005 and it resulted in
reduction in a part of steel inventory (Baranow2Ki03).

After reduction in the level of production in retegmrars, the year 2006 saw dynamically
rising production of steel pipes among the EU coest including Poland with share in European
production at a remarkably high level. Sudden msdemand for this type of steel products was a
consequence of the demand in Chinese market wagla, result of rise in prices for oil and gas
abroad, invested in their own mining sector. Theigilen of Chinese market was followed by
manufacturers from chemical and automotive indu@ydata, 2006). The demand for steel pipes
rose also among energy and construction compatdigber supplies to Easter markets resulted in
an increase in incomes on sales in relation toiposwear by nearly 25%. Financial result on sales
of steel products rose by nearly 300% and, agaimesbackground of the whole industry and the
economy, was impressive.

This good financial results affected high profitapi ratios, which improved almost
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thirtyfold, with steelworks reaching almost fivedaleturn on sales (Biuletyn o sytuacji finansowo —
ekonomicznej sektora hutniczego, CIBEH S.A., Kat®wni2006). In consideration of capital
intensity in metallurgy sector and long operatiomgicles, the obtained profitability ratios
confirmed high dynamics of sales of steel products.

Liquidity ratios were also improved, with particulése in first degree liquidity ratio, which
reflects replenishment of the inventory. This redubwever, had the least effect on liquidity ie th
industry and the whole economy than in the previaas.

The demand for steel products has risen year by, ydach resulted in particular from
dynamically developing economies in China, Rudsidia and Brasil.

For the whole year 2007, steel sector reached bwecame at the level of 31,691.8 billion
PLN, which rose compared to the previous year bp%9 Against the background of industrial
sector and domestic economy, steel sector develthygeohost dynamically, with revenues on sales
by 3% and 5% higher than in the whole marked coegparth 2006 (Biuletyn o sytuacji finansowo
—ekonomicznej sektora hutniczego, CIBEH S.A., Katew2006). Profitability of the sector was
lower compared to profitability of the whole indysthowever, the same dynamics for the rate of
return was more favourable for metallurgical entiegs. Current ratio and quick ratio decreased by
barely 3% compared to 2006, marking a start paintife phase of financial stability.

Favourable trends in steel sector maintained Uatd autumn of the year 2008, when a
gradual rise in prices for all raw materials an@rgy used for production of steel products was
observed. Incoming economic crisis caused suddempslin production of steel products and
unexpected reduction in their prices (Dudata, 2006)

In 12 months, steel sector reached total revenudisealevel of 34,685.8 million zlotys,
which resulted in only 9% rise compared to 200AdRees on sales against the background of the
whole economy and the industry showed the lowé&) @rowth dynamics.
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Fig. no. 1. Revenues on sales and costs of operating activitiesin 2004-2008
SourceBiuletyn o sytuacji finansowo —ekonomicznej sekhartmiczegpCIBEH S.A., Katowice 2004-2008.

Observation of the value of revenues on sales asts @f core activities in 2004-2008
points to a temporary slump in the period of thary2005 and its considerable improvement in the
following years and also in early quarters of 2008.

It was as late as in last quarter of 2008 whenbilygest decline in financial values was
observed, which resulted in reduction of profitapiby half compared to 2007. Liquidity of steel
companies also suffered, decreasing by 32% on geevehereas liquidity of the whole economy
and the industry amounted to barely 1% less irc#se of current ratio and ca. 4% for quick ratio.
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The turn of 2009 will be remembered as a periodsefious decreases in price and
production as a result of surplus in steel inventéteduction in the level of demand for steel
products, particularly in China, being a strategjieel consumer, caused price stagnation. Reduced
production of steel in the EU resulted in huge migteentories, which resulted in the year 2009
becoming a year of high supply and high inventarybe getting rid of.Inventory levels in
warehouses and stores of London Metal Exchangelyp$2% to reach a record-breaking amount
of 5.6 billion tonnes, estimated at over 14 billidallars (Flood, 2010) Steel sector experienced
economic downturn much earlier than other sectorthé industry, which can be confirmed by
revenues decreasing in the third quarter of 2008.

Last year saw extreme decline in the profits wité tise in incurred loss. This caused loss
of steelworks at the level of gross 4.2% and n@¥2.The level of steel products was highest in
2008 and it reached, in 2009, the level from thyears before, when limited production caused
depletion of the surplus inventory.

The year 2009 turned out to be a year of intertsiight for contractors.

Unfavourable economic situation worldwide, consadbde rises in energy prices, limited
production and serious decline in demand causetbfitgbility of a number of steelworks and their
liquidation. Crisis has also left its stamp on commodity exckaaigoad. Dynamics of imports and
exports reduced dramatically, although previousawtte of commodity exchange and trading with
EU countries were maintainddp. cit., Nowoczesne ..., p. 855).

In the face of weakened world economy and fluctuetiin economic situation in steel
industry, steel companies are forced to implememhediate changes in their functioning, which
will allow for better adjustment to current econongonditions. The process of this adaptation is
reorganization, whose overriding goal is to radycarder activities in each area of company
(Gajdzik, 2009).

Summary

Poland, on the eve of accession to the EU, wagdota restructure steel companies in order
for them to properly prepare to operate under dardi of the Community economy. Therefore, the
year 2003 was the year of changes in economic amdl@oment characters, whose continuation
was supposed to take until 2006 according to tlegram ofRestructuring and Development of
Steel and Iron Industry in Poland until 200Boczny Raport Agencji Rozwoju Przemystu, 2003).
Reduction in prices for steel products in 2005 edushort-term downturn in steel sector, which
was considerably improved after a year, when suggpyhinese market rose dynamically.

In the beginning of 2008, economic crisis emergedteel market, thoroughly changing
current strategy of operation of steel companiesthair agents. Sudden slump in demand for steel
products in 2009 limited production size and caubeddecrease in the level of employment. The
resultant material reserves caused that initiad ris steel prices slowed down. The collected
inventory posed a considerable obstacle to inangaprices for steel products, posing threat of
financial loss in the sector. Rise in energy pricesle it impossible for Polish steelworks to gdt ou
of the crisis, limiting its competitiveness in rigdam to steelworks from the EU region. In order to
reduce costs, a number of steel enterprises detaletbse their coke plants and shut off some
furnaces.

Downward tendency in steel sector was consideraper than in the case of other
branches of the industry, where crisis was charae only by a slowdown. However, in
consideration of the decision about organizatioEldRO 2012 in Poland, one can assume that the
future of steel sector shows great promise fordbmmestic economy. Current and future projects
and investments in transport infrastructure andstrantion impose high requirements on the levels
of steel supply and provide an opportunity for veviof Polish steel industry.
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