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Essential changes are taking place in the rural areas of Baltic and other East and Middle European 

countries. These are not only economical and social changes determined by transformation process in these 

countries, but also the changes related to integration and globalisation processes. The globalisation and inte-

gration of economies increase the importance of scientific research. All these changes influence the conditions of 

competition of agricultural producers and food processing industry, agrarian policy, possibilities of social rural 

development. Thus the scientific research should be oriented towards the development of agriculture and rural 

areas, foreseeing new challenges, tendencies and possibilities to increase quality of life.  

The scientific cooperation of researchers of four Universities − Latvia University of Agriculture, 

Lithuanian University of Agriculture, Estonian Agricultural University and University of Warmia and Mazury in 

Olsztyn (Poland) is very closed and has long traditions. In order to strengthen scientific cooperation in the area 

of agricultural economics, management and rural development, the idea to issue international scientific journal 

was born. This edition of “Economics and Rural Development” is the first result of this idea implementation. 

The journal seeks to highlight the best practice and research of developed and rapidly growing coun-

tries of the world, especially in the Baltic region. Editorial Board hopes for scientific articles from the research-

ers of all countries of the world who can enrich economics and management sciences in the area of rural devel-

opment.  

Editorial Board wishes the authors and readers of the journal matured creative ideas, successful co-

operation in solving general problems, valuable research results and establishment of new contacts for future 

cooperation. Good health and success in all fields of your life! 

 

 

Chief Editor 

prof. dr. habil. Baiba Rivza 

Latvia University of Agriculture 
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FOREWORD 

 

 

The aim of this journal is strengthening the cooperation of scientists of the Baltic region in the field of agri-

cultural economics, management and rural development, and enabling scientists to publish the results of research 

in an international level. In this journal will be published articles in economics, management and business ad-

ministration and other closed directions of the social sciences. 

The issue of this journal is based on long and successful cooperation of the Aleksandras Stulginskis Univer-

sity of Agriculture, Latvia University of Agriculture, Estonian Agricultural University, University of Warmia 

and Mazury in Olsztyn (Poland). In the future the cooperation with the other Universities of the Baltic Sea region 

countries (Finland, Sweden, Denmark, German, Russia etc.), providing research and studies in the field of agri-

cultural economics, management and rural development is advisable. The Editorial Board has the rights to de-

cide on the admission of new partners.  

The main topics of the journal are following:  

- Rural development, including agricultural economics, methodology; 

- Rural development policy and its implementation; 

- Agricultural competitiveness; 

- Economics of resources and its management; 

- Strategic management of rural organizations (private and public); 

- Finances, accounting, statistics and analysis of rural development; 

- Rural sociology; 

- Rural education and studying; 

- Development of information and knowledge based society in rural areas. 

In addition to scientific articles in this journal would be published following information: 

- Informative surveys on PhD papers, scientific conferences and other research activities; 

- Summaries of scientific monographs. 
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IMPACTS OF THE GLOBAL FINANCIAL AND ECONOMIC CRISIS 

UPON THE AGRO-FOOD SECTOR OF UKRAINE’S ECONOMY 

 
Vladimir Artiushyn, Mykola Kobets, Mykola Pugachov, Oleksandr Sikachyna

1
 

 
Blue Ribbon Advisory and Analytical Centre, Kyiv, Ukraine 

 
This paper presents the results of a survey conducted in 2009 on the impacts of the world financial and economic crisis upon the 

agro-food sector of Ukraine. To identify how the crisis affected the situation and conditions of certain agro-food subsectors, two sup-

ply chains were studied: a grain chain that includes supply of material and technical resources to agricultural producers, production of 

grain (primarily wheat), processing of grain, and trader and retailer activities, and a pig-breeding chain that includes supply of mate-

rial and technical resources to pig producers (fodder and veterinary products), pork production, pork processing, sale of meat in large 

lots and in retail trade. The agro-food sector showed some increase in production output and sales even in the critical year of 2009, 

but the different actors in the supply chain experienced contrasting fortunes. The crisis affected the availability of bank loans, and 

there was a general trend towards cost-cutting and reduced quality, particularly amongst retail products. We reject the view that pro-

tectionist measures could be a solution and put forward a series of recommendations for overcoming the effects of the crisis in 

Ukraine and for preventing or mitigating the effects of future crises2. 

Keywords: financial and economic crisis, agro-food sector, wheat, pigs, Ukraine. 

JEL classification: Q13 

 
Introduction

1
 

 

The recent global financial and economic crisis and 

its scale were rather unexpected to many Ukrainian en-

trepreneurial structures, their nongovernmental associa-

tions, and even the Ukrainian Government. Many of them 

were unprepared for the crisis and did not know how to 

respond. Taking adequate anti-crisis measures was also 

hindered by a political crisis in Ukraine caused by the up-

coming presidential election. As a result, Ukraine’s econ-

omy had one of the Eastern Europe’s highest figures of 

decline over the first six months of the 2009: It was pro-

jected to shrink by nearly 16% in 2009 with only a weak 

recovery expected in 2010 (EC, 2009). 

Ukrainian banks and other financial institutions be-

came hostages of a credit boom in foreign currency 

(USD, EUR) in 2006-2008. UAH devaluation caused 

failure to repay loans by many bank clients. Aggravation 

in the national economy intensified deposit outflow proc-

esses. Banks in many cases could not return deposits be-

cause borrowers had problems with repayment of loans. 

As a result, the National Bank of Ukraine, as the banking 

system regulator, introduced for many banks in late 2008 

a moratorium on performance of their obligations con-

cerning refund of deposits. That measure helped to allevi-

ate the hard situation of banks but undermined people’s 

                                                 
1
 Mailing address: 4th floor, 1/14 Sadova St., Kyiv, 01021, 

Ukraine.  

Email: viart@agpol.kiev.ua; kobets@agpol.kiev.ua 
2 This study was funded by the FAO Regional Office for Europe 

and Central Asia. The opinions, conclusions and recommenda-

tions presented in this Report are those of authors and do not 

necessarily reflect the views of the European Union, United Na-

tions Development Programme or any other UN agency. 

confidence in the banking system and adversely affected 

the population’s consuming capacity. A number of banks 

(including two systemic ones) were declared bankrupt or 

entered bankruptcy proceedings. 

Ukraine’s agro-food sector was the only branch 

whose performance did not worsen during the crisis. Ac-

cording to the State Statistics Committee of Ukraine, ag-

gregate output of agricultural products in Ukraine in all 

entity categories grew by 3.3% during January-September 

2009 as compared to the same period of 2008, including 

by 6.1% at agricultural enterprises and by 1.4% in private 

farms. Output of plant-growing products increased by 

3.4% over the first nine months of 2009 as compared to 

the same period of the previous year (including by 4.1% 

at agrarian enterprises and by 2.9% in private farms), 

mainly due to accelerated rates of harvesting of sunflower 

and sugar beet as well as to greater output of vegetable, 

fruit and berry products. The total output of animal breed-

ing products during this period increased by 3.2% as 

compared to the same period of 2008, including 9.8% rise 

at agrarian enterprises and 0.9% decrease in private farms 

(UKRSTAT, 2009). 

However, whereas Ukraine’s agro-food sector looked 

rather successful against the background of the Ukrainian 

economy in general, agrarian nongovernmental organisa-

tions, some politicians, and agrarian scientific institutions 

point to considerable problems in the sector that have 

been aggravated under the crisis. These concern financing 

and lending for all the actors of the agro-food production 

and sales chain, their operating performance, assets reno-

vation and engagement of investments, expansion of sales 

markets, etc. Thus this research aimed to assess the im-

pacts of the crisis on the agro-food sector of Ukraine and 
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to formulate recommendations for overcoming its effects 

and for reforming the sector in order to prevent or miti-

gate the effects of future crises. 

 

Methodology 
 

This study is part of an FAO-sponsored research pro-

ject in four countries across Europe and Central Asia. In 

order to get a representative view of the agro-food sector, 

each looked at least two major supply chains, one crop 

and one livestock. Given its importance, wheat was part 

of every country study. In Ukraine, pigmeat was the cho-

sen livestock sector. 

Grain crops provide more than 20% of Ukraine’s annual 

gross agricultural production output. Grain crops also com-

prise a major item of agrarian product exports, having 38.6% 

in the export of agro-food commodities (groups 1-24) in 

2009 with a positive balance of foreign trade operations 

equal to EUR 1.7 billion. As of 13 October 2009, grain ex-

ports from Ukraine in the new marketing year totalled 7.549 

million tonnes whereas the same date in 2008 saw the export 

equal to 7.308 million tonnes including 4.088 million tonnes 

of wheat (MINAGRO, 2009). The share of grain crops in 

agro-food commodity exports (groups 1-24) equalled to 35-

38% in 2008-2009 (ME, 2009). 

Pig breeding in Ukraine remained a leading animal 

production sector for many years, making about a quarter 

of gross animal-breeding product output annually. Al-

though considerable changes have occurred in the last five 

years and poultry operation has become a dominant area in 

animal breeding, a share of pig breeding was still just un-

der 20% in 2008. Besides, pig breeding is a traditional 

branch for Ukraine and pork consumption is regarded as a 

Ukrainian tradition. Grain production and pig breeding are 

interrelated branches because grain is a fodder for pigs. 

Because the time available to complete this report 

was relatively short, and there were still very limited data 

available to assess the impacts of the financial and eco-

nomic crisis on the agro-food sector in Ukraine, inter-

views were conducted with 41 stakeholders on their 

views and experiences. The interview questions were 

formulated in consultation with the FAO Regional Office 

for Europe and Central Asia. Interviews in the grain sup-

ply chain covered suppliers of fertilisers, plant-protecting 

agents and agricultural machinery, grain producers – ag-

ricultural enterprises of various sizes and farmers, proc-

essers, grain traders and retailers. In the pork supply 

chain, interviewees included suppliers of mixed fodders 

and veterinary preparations, pork producers with various 

volumes of annual output, processers, traders and retail-

ers. Besides, interviews were conducted with bank offi-

cials, civil servants and representatives of nongovernmen-

tal professional organisations. 

 

Results 
 

The findings of the research were as follows. 

 

Grain supply chain 

 

Input suppliers 

The poor financial state of Ukrainian agricultural enter-

prises and farmers adversely affected demand for mineral 

fertilisers, plant protection agents, machinery, etc. Through-

out 2009, a low demand for products made by Ukrainian 

chemical enterprises was also observed in world markets. 

Under such conditions, the capacities of Ukraine’s major 

chemical enterprises were only half-utilised, and the Rivnea-

zot company did not even start working in 2009. All enter-

prises terminated their investment activities; and some intro-

duced a four-day working week, sent some workers and 

short-term leave, and cut wages by 15-20% on average 

(APK-Inform, 2009). Given the low demand, domestic fer-

tiliser prices remained rather high and even grew by 5-10% 

by September 2009 (Table 1). Enterprises, traders and other 

fertiliser vendors sought to secure their revenue by increas-

ing prices during the sowing period to avoid a loss or even 

achieve some profitability. 

 

Table 1. Agricultural input price indices in Ukraine 

 

 2005 2006 2007 2008 2009 

 previous year = 100 

Total index of expenditures 120.9 124.4 124.3 143.6 105.9 

materials and technical resources of industrial origin 114.5 114.0 119.5 144.1 101.0 

 December to December of previous year 

Total index of expenditures 123.0 121.2 134.7 120.0 113.6 

materials and technical resources of industrial origin 111.9 113.2 137.4 111.3 116.8 

of which:      

tractors, agricultural machinery 111.2 110.9 112.3 127.7 108.5 

cars 90.0 102.4 109.5 123.8 114.9 

compound fodder 98.5 114.8 163.7 103.6 109.9 

chemical fertilisers and chemical means of plant protection 109.0 114.4 141.7 144.2 114.5 

oil products 119.9 109.9 149.0 78.3 147.3 

electric power 116.9 112.5 120.0 143.6 100.7 

fuel 126.3 117.1 128.4 107.7 110.6 
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 2005 2006 2007 2008 2009 

building materials 115.3 128.1 131.4 125.4 103.4 

timber and saw timber 108.8 112.1 108.2 113.9 109.8 

tires and rubber-technical goods 112.9 119.1 110.2 128.3 108.5 

other resources 91.4 124.9 126.5 110.5 107.5 

material resources of agric. origin 104.0 106.2 111.8 104.1 105.7 

tariffs and surcharges for services  100.0 100.5 100.7 107.4 98.9 

labour payment 144.7 133.2 134.8 130.7 111.8 

 

To reduce production costs, enterprises resorted to pro-

curement of ammonia from their Russian competitors to 

make end products such as ammonia nitrate and carbamide, 

saving more than EUR 20.6 per tonne of ammonia. An im-

portant factor in the increase of efficiency of production 

consists in the reduction in prices of imported gas – a raw 

material for the Ukrainian chemical industry. A start of a 

price decrease was observed in the summer period and this 

trend was expected to continue throughout the year. No sig-

nificant demand growth was foreseen for 2010, and demand 

on the part of agriculture was expected to be skewed to-

wards the cheapest fertilisers (ammonium nitrate). 
 

Producers 

The 2008 grain harvest (53.3 million tonnes) was a re-

cord for Ukraine’s independence era due to favourable 

weather conditions (Figure 1). Sale by producers of the grain 

grown in 2008 allowed them to carry out a successful sow-

ing campaign but a crisis in 2009 had a downward impact 

upon demand. As a result, grain prices dropped, first of all 

on the part of domestic consumers. A new harvest also did 

not promote an increase in grain prices (Figure 2). Because 

of delays and problems with payment for purchased prod-

ucts, agricultural producers had difficulties with harvesting 

of newly grown crops and sowing operations. 
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Figure 1. Production of major crops in Ukraine, 2005-2010, 

1000 tonnes. Filled circles: grain total; open circles: wheat; 

filled triangles up: potatoes; filled triangles down: sunflower 

seed; open triangles up: maize; open triangles down: rapeseed  
 

Under rather good weather conditions, about 43 million 

tonnes of grain crops (including 22 million tonnes of wheat) 

were harvested in 2009, i.e. considerably less than in 2008. 

Hence, the conditions of agricultural producers considerably 

worsened in 2009, which showed itself especially sharply 

during the harvesting period when they needed to procure 

fuel for harvesters and tractors as well as during autumn 

sowing. 
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Figure 2. Producer price indices of crops in Ukraine, 2005-

2010, previous year = 100. Open squares: crop products; filled 

circles: grain total; open circles: wheat; filled triangles up: pota-

toes; filled triangles down: sunflower seed; open triangles up: 

maize; open triangles down: rapeseed 

 

It affected results of autumn sowing for the 2010 har-

vest (in 2009, an expected autumn sowing area in Ukraine, 

according to preliminary data, would be 1.5 million hectares 

less than in 2008) (MINAGRO, 2009). The principal factors 

were firstly a decline of grain demand on the part of Ukrain-

ian and foreign consumers, and of grain prices, and secondly 

the difficult financial conditions of banks and other organisa-

tions that had credited agriculture in previous years. In many 

cases they were unable to provide loans to agricultural pro-

ducers. 

The situations of all grain producers deteriorated. For 

vertically-integrated agrarian structures (agro-holdings, 

which were almost unaffected by the crisis), the worsening 

had much weaker implications than for traditional agricul-

tural enterprises (having 3-5 thousand hectares of land) and 

farm units. Most exposed to financial risks were companies 

having the largest credit borrowings, especially in foreign 

currency or taken from foreign lenders. Ukrainian agro-

holdings were expected to come back to international capi-

tal markets in 2010. Good management allowed them to 

manoeuvre in difficult settings: when they lost sales in ex-

ternal markets they compensated by domestic sales, and 

vice versa. All had plans of further development, except 

those that had to sell some part of their shares and assets 

(LigaBusinessInform, 2009). For example, the NIBULON 
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agro-holding not only managed to increase its gross re-

ceipts over 2008 but also launched a EUR 100 million pro-

ject to build its own river fleet for grain deliveries, ports, 

and port elevators (ProAgro, 2009). 

All grain production in Ukraine is operated on leased 

areas. To minimise costs, many producers (including 

agro-holdings) reduced their areas by surrendering lease 

of, first of all, low-yielding land (Ukrainian Agrarian 

Confederation, 2009). It resulted in a revenue decrease 

for lower-income owners of land plots as well as an in-

crease of the area of uncultivated land. Rural areas have 

always had problems with employment, and 2009 saw a 

rise in the number of self-employed persons only on their 

own land plots because agricultural enterprises and farm-

ers reduced their labour demand. 
 

Traders 

The main buyers of grain are traders via which grain is 

exported. The record-breaking harvest in 2008 and a rather 

high one in 2009 had a favourable-for-traders impact upon 

grain supply. A price decrease was seen on the domestic 

market and many of the interviewees stated that traders in 

Ukraine had benefited from the crisis. Meanwhile, by virtue 

of declining world demand for grain crops, Ukrainian grain 

traders earned, according to various estimates, 10% less in 

2009 than in the previous year because they operated at a 

minimum margin (Ukrainian Grain Association, 2009). 

Under limited availability of loans, the traders’ situa-

tion turned out better than that of other actors in the sup-

ply chain. Large traders felt changes in availability of 

loans to a lesser extent because grain trade traditionally is 

a rather liquid business. Besides, a large share of trading 

houses operating in Ukraine are subsidiaries of big inter-

national companies and obtain loans via their parent 

structures under more preferential conditions. However, 

loans for long-term projects, e.g. construction of termi-

nals, became more problematic for such companies. De-

velopment of the situation shows that traders are gradu-

ally returning to long-term projects as well. 

Major problems indicated by traders and directly de-

creasing grain prices in Ukraine include problems with 

value added tax refund in grain exportation, and high rail 

transport (they increased by almost 70% in 2008) and grain 

transhipment tariffs in port elevators. However, according 

to the president of the Ukrainian Grain Association, the 

railway tariffs are suitable to traders provided that they are 

not increased during a marketing year. The volume of grain 

exports from Ukraine in the 2009-2010 marketing year was 

estimated at 16-18 million tonnes, but could reach 20 mil-

lion tonnes without detriment to formation of carryover 

grain stocks as of the marketing year’s end. 
 

Bakeries 

Bread-baking complexes and bakeries found them-

selves in a difficult financial situation. Ukraine’s baking 

industry has about a thousand bread-baking plants (400 of 

them being large ones) and the same number of mini-

bakeries. Large and medium-sized baking complexes 

produce about 2-2.5 million tonnes of breadstuffs on av-

erage per year. Another 20-30% of production is provided 

by small private enterprises and mini-bakeries, including 

in supermarkets and hypermarkets. Ukraine’s bakery 

market is highly concentrated. Seven producer companies 

control about 40% of it and share the market on a territo-

rial basis (UKRANEWS, 2009). 

For the purpose of providing them with raw materials 

at low prices in 2008 (while increasing grain demand and 

prices), bread producers were advised to procure necessary 

amounts of grain for loan funds at an acceptable interest. 

Under sharp UAH devaluation, these enterprises then had 

repayment problems. In addition, energy utility prices went 

up. These factors determined growth of costs and low pro-

duction profitability. The debt burden was 30-40% of capi-

tal in terms of the entire sector. In most large holdings, 

amount of indebtedness was not critical, being at most 20-

30% of capital. In fact every enterprise reached a compro-

mise with banks on debt restructuring (UFS, 2009). 

Taking the social significance of bread into account, 

baking complexes had no possibility to adequately in-

crease prices of their products. As far back as in 1996, the 

Cabinet of Ministers of Ukraine issued a resolution enti-

tling local authorities to set limits of profitability for pro-

duction of lean-formula bread (flour, yeast, salt, water) 

weighing over 500 g as well as limits of trade mark-ups 

to the wholesale price of that bread’s producer. About 

50% of bread made in Ukraine is subject to such regula-

tion. However, enterprises of various regions are in un-

equal conditions (in some regions, local budgets subsidise 

social types of bread whereas other regions have no such 

provision). Prices of bread with fillers are not limited, but 

the demand for these products has dropped considerably. 

Meanwhile, retail prices of bread made of first grade 

flour, mixed rye-wheat bread, and bread made of top-

grade flour grew by 9-11% during 2009 (ME, 2009). 

According to the State Statistics Committee of 

Ukraine, bread consumption has been steadily declining 

during the last eight years, influenced by at least two fac-

tors. Firstly, the improvement of living standards results 

in decreasing consumption of bread and macaroni (while 

consumption of meat products grows). Secondly, as in-

comes grew, the population shifted to more expensive 

sorts of bread some part of production of which is not ac-

counted for by official statistics. 

Overall, there was an 8-9% reduction of bread con-

sumption during the first half of 2009. Demand for high 

priced products (confectionary, pies, etc.) especially suf-

fered. To cut expenses and accumulate funds to pay back 

loans, baking complexes established extra days off for 

their personnel, cut costs, particularly wages, used 

cheaper but lower-quality flour, and reduced their stocks. 

Accordingly, milling enterprises reduced their consump-

tion of valuable and strong wheat while increasing con-
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sumption of forage grain and flour additives. Thus, qual-

ity of bread products in the low price segment signifi-

cantly declined. Inspections conducted by the Chief Di-

rectorate for the Protection of Consumer Rights of 

Ukraine showed that, over nine months of 2009 on aver-

age, about 18% of the products checked failed to meet re-

quired standards (DSSU, 2009). However, baking com-

plexes dismissed only a small number of office staff and 

tried to keep production personnel. 

The baking complexes which were members of verti-

cal integration associations (holdings) were in a better fi-

nancial position. Their integration allows expenses and 

financial flows to be optimised, and funds redistributed 

timely. Some continued investments which had been 

started and innovative programmes. For example, the 

Khlibprom concern continued the corporate expense and 

process optimisation project commenced in 2008. In Sep-

tember 2009, heat economisers were installed at the con-

cern’s Kalush Bread-Baking Complex: this equipment 

was expected to secure energy saving equal to 3.5% of 

annual energy demand (UNIAN, 2009). 

Small independent baking complexes were in a more 

difficult situation. A debt burden of some such enterprises 

reached 60% of their capital. On the one hand, such com-

plexes can hardly find a compromise with banks but, on 

the other hand, they are rather attractive to investors due 

to their raw materials base, regional sales market, and 

warehouses (elevators). Experts believed that some inves-

tors were interested in buying such entities while some 

owners were willing to sell them. 
 

Retailers 

Another trend is that consumers increasingly prefer do-

mestic-made goods because imports became much more ex-

pensive due to UAH devaluation. Products of brands with a 

good reputation enjoy greater demand. The trend encour-

aged the most successful companies to implement invest-

ment projects even during the crisis. For example, Chumak, 

a well-known manufacturer of ketchups and canned prod-

ucts, launched a plant in Kherson oblast in October 2009 to 

produce premium-class macaroni products from rare hard 

sorts of Ukrainian wheat (Interfax, 2009). 

Retail trade’s accounts payable, and increasing energy 

and utility prices, substantially reduced the profitability of 

trade, and every distribution network faced problems. 

Twenty percent of retailers, including such giants as Ve-

lyka Kyshenya, had to close their unprofitable stores 

whereas Okay hypermarket chain shut all of its sales out-

lets. On the other hand, 18 of 50 Ukrainian distribution 

networks expanded their representation in regions as com-

pared to the similar period of the previous year. 42% of 

networks remained stable by directing efforts to maintain-

ing operation of existing sales outlets (Interfax, 2009). 

Many retailers promoted products under their own trade-

marks (so-called private labels) in their stores. 

Demand and purchasing power restricted price in-

creases by the retail sector. Therefore, discounter compa-

nies – where prices were 15-20% lower on average than 

in usual supermarkets – were more successful. Among 

such companies, Ukrainian Retail and ATB-Market 

chains opened new stores and expanded their business. A 

classic discounter is Auchan, a transnational company, 

which entered the Ukrainian market with five new 

hypermarkets despite the crisis (UNIAN, 2009). Retail 

representatives expected better consumer attitudes and 

higher demand already in early 2010. 
 

Pork supply chain 
 

An annual growth of meat consumption has been ob-

served in Ukraine in recent years (Figure 3). Whereas annual 

per capita consumption of meat and meat products in 2005 

was 39.1 kg on average, the figure for 2008 was already 50.6 

kg, but it still remained lower than the 1990 indicator (68.2 

kg). Yearly growth over that period was 3.8 kg per year. Per 

capita pork consumption increased from 12.6 to 17.7 kg dur-

ing 2005-2008 (UKRSTAT, 2009). However, due to the de-

cline in people’s income and aggravation of the economic 

situation, meat demand and consumption in 2009 declined 

by about 5-10%. An even sharper shift towards less expen-

sive poultry meat has occurred. 
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Figure 3. Production of animal products in Ukraine, 2005-2010, 

1000 tonnes (meat in slaughter weight). Filled circles: cattle for 

slaughter; open circles: sheep for slaughter; filled triangles down: 

poultry for slaughter; open triangles up: pigs for slaughter; filled 

triangles up: eggs, mln. pcs; open triangles down: milk 

 

An especially acute decline in demand for meat caused 

a decrease in pork output during January-April 2009 of 

41.4% as compared to the same period of 2008, down to 

29.2 thousand tonnes whereas the figure in 2008 was 49.9 

thousand tonnes. At the same time, output of meat and by-

products of food poultry increased by 10.6% (UKRSTAT, 

2009). By the middle of the year, people had adapted them-

selves to the new financial conditions, and demand for pork 

slightly rose. It was expected that pork production output in 

2009 would remain at the previous year’s level decline 

slightly, by 3-5% (down to 480-470 thousand tonnes in 

slaughter weight against 496 thousand tonnes in 2008). Ex-

perts also forecast a slight increase in pork output by agri-
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cultural enterprises, which is mainly owing to pigs of bacon 

and meat breeds reared by specialised pig-breeding com-

plexes. Factors promoting growth of pork output include: 

• a decrease of forage prices due to a record-

breaking grain harvest in 2008; 

• reduced imports; 

• rather stable demand for pork meat; 

• increased pig population. 
 

Producers 

According to the State Statistics Committee of 

Ukraine, the pig population as of 1 October 2009 increased 

by 8.0% as compared to the previous year, to 7.462 million 

(UKRSTAT, 2009). Growth of pork output by Ukrainian 

producers was promoted by a considerable decrease of 

meat imports due to the devaluation of the UAH. Besides, 

controls to prevent meat smuggling are rather tough. Ac-

cording to estimates, port imports declined in 2009 by 30% 

(UAAN, 2009). Despite the decline in people’s purchasing 

power, pork prices in Ukraine stayed at a rather high level 

(Figure 4). As of 1 October 2009, purchasing prices of pigs 

in live weight were 1.48 – 1.55 EUR/kg on average (2
nd

 

category), that being 10-15% higher than as of the same 

date in 2008 (UKRSTAT, 2009). 
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Figure 4. Producer price indices of animal products in Ukraine, 

2005-2010, previous year = 100. Filled circles: animal products; 

open circles: milk; filled triangles up: eggs; filled triangles 

down: pigmeat; open triangles up: beef and veal; open triangles 

down: poultry 

 

A demand-drop in early 2009 was rather easily sus-

tained by large pig-breeding complexes, first of all those 

being part of agro-holdings. These complexes have a 

closed production cycle and can afford rearing highly-

productive breeds and introducing modern pig breeding 

and processing technologies. Profitability of pig breeding 

in such entities reaches 40-65%. For other agricultural en-

terprises, the beginning of 2009 was a serious trial that 

they have not yet overcome despite stabilisation of de-

mand for pork and cheap fodder. Profitability of pig 

breeding in the branch overall was negative in 2007-

2008, minus 27-20%. In 2009, positive profitability 

(around 2-4%) was forecast for the entire branch. In all 

agricultural enterprises, the pig population has increased 

by 17.4% as of 1 October 2009 as compared to the same 

date a year before (UKRFOOD, 2009). 

Rural households proved to be more flexible. Cheap 

fodder encouraged pig population growth in household 

backyards. In the year to 1 September 2009, pig popula-

tion in households increased by 1.6%. A factor deterring 

pig population increase in households is the Law of 

Ukraine on Safety and Quality of Foodstuffs (in the 

wording of the Law of Ukraine No. 2809-IV of 6 Sep-

tember 2005). According to this Law, rural residents are 

prohibited to sell meat of pigs slaughtered by them di-

rectly to consumers beginning from 1 January 2010 (i.e. 

pigs must be slaughtered at specialised slaughter enter-

prises). It should be noted that the Parliament passed a 

law in October 2009 to postpone implementation of that 

provision until 2015 (Verkhovna Rada, 2009). 

Large pig-breeding complexes participating in big 

agro-food structures (agro-holdings) have found them-

selves in the best position. Those that have no big finan-

cial borrowings are implementing their development 

plans. For example, Kalyta, one of Ukraine’s largest pig-

breeding complexes (Kyiv oblast), signed a contract with 

the British company JSR Genetics for delivery of pig 

breeding stock in October 2009 amounting to more than 1 

million UAHs. The total pig population in Kalyta pig-

breeding complex is about 70 thousand including 9,400 at 

a breeding farm (UKRANEWS, 2009). 

 

Processors 

Processing enterprises found themselves in a some-

what worse position relative to pork producers. Owing to 

the decrease in demand for meat products, production of 

sausage products declined in the first four months of 

2009 by 18.4%, down to 83.3 thousand tonnes against 

102.1 thousand tonnes in January-March 2008. First of 

all, demand for products in more expensive segments has 

dropped. On the other hand, meat products in a low-price 

segment and, to a much lesser extent, in a medium-price 

segment, became highly sought after. Consumption and 

output of meat and sausage products were expected to de-

cline by 20-25% in 2009, and their quality has declined 

substantially, too. 

The total amount of cattle and poultry in live weight 

received by processing enterprises during January-

September 2009 was 816.0 thousand tonnes, 11.1% less 

than over the same period of the previous year. Of this, 

processing enterprises bought 316.6 thousand tonnes of 

cattle and poultry in live weight from all categories of 

producers (29% less than in January-September 2008). 

Also, processing enterprises used for processing 496.7 

thousand tonnes of cattle and poultry reared by them-

selves (6% more than in January-September 2008) 

(UKRSTAT, 2009). 

The devaluation of the UAH, together with growing 

energy prices, resulted in a considerable increase of costs 
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of meat product output (almost a half of raw meat and all 

ingredients like spices, additives, casing, etc. for sausage 

production are imported). However, processing enter-

prises could not adequately increase product prices: de-

mand for products of high-price categories dropped 

whereas prices of most cheap products (e.g. cooked sau-

sage) are subject to state regulation: any price changes are 

subject to endorsement by the State Price Inspectorate. As 

a result, the profitability of processing enterprises has 

fallen to a minimum. Most pork producers agree to sup-

ply pigs for processing only against prepayment, accord-

ing to managers of processing enterprises. 

In response to the challenges of the crisis, processing 

enterprises have cheapened the structure of sausage raw 

materials, reduced supporting personnel considerably, 

and changed specialists over to part-time work. Their 

product range has also changed. For example, output of 

pre-prepared meat products has decreased by 30% (be-

cause people cook much more foodstuffs at home with 

their own hands). Some processing enterprises have 

changed over to a shorter working schedule thereby re-

ducing utilisation of production capacities to 50-60%. 

The situation of processing enterprises has also been 

aggravated by the fact that retailers delay payments for 

meat products sold. Those that had the largest credit bor-

rowings now find themselves in a considerably worse posi-

tion. An example is the GULLINBURS meat-processing 

complex (Poltava oblast) built in February 2008. Invest-

ments in the complex amounted to EUR 24.2 million. The 

funds were invested in its construction and its equipment 

by the Austrian company Norbert Schaeller Gesmbh. The 

main product of GULLINBURS is high-quality chilled 

pork and beef to be sold through retail chains directly to 

consumers. Although GULLINBURS is an enterprise us-

ing Euro-4 level technologies, certified for HACCP and 

ISO 22000 (production quality and safety), and making 

highest-quality products, the complex has suspended its 

operation (UAAN, 2009). According to estimates by 

Ukrmyaso National Association of Meat and Meat Product 

Makers, up to 50% of meat-processing enterprises were 

expected to close in 2009 because of finance shortage. 

Small and medium-sized enterprises facing a lack of float-

ing assets may be especially damaged. 

Meat-processing enterprises participating in agro-

holdings which have no substantial financial borrowings 

are progressing their development plans. For example, 

APK Invest joint-stock company has completed the first 

stage of a project for establishment of a vertically inte-

grated structure having a closed pork-production cycle. In 

late September 2009, a meat-processing plant was opened 

in Chervonoarmiysk district, Donetsk oblast. The project 

includes a stock-raising complex for pig complete-

growing and fattening (600 thousand pigs per year), a 

breeding sow farm for 30 thousand sows, a mixed fodder 

plant to produce 200 thousand tonnes of fodders annu-

ally, and a meat-processing plant with planned daily ca-

pacity of 160 tonnes of finished products. It was planned 

to invest more than EUR 0.3 billion in the project, using 

solely Ukrainian capital (UNIAN, 2009). Meanwhile, to 

cheapen raw material, the Kremenchuhmyaso JSC meat-

processing enterprise intends to build a pig-breeding 

complex for 15,000 pigs. The company’s managers be-

lieve that pigs raised in the complex will be able to meet 

the plant’s raw demand (APK-Inform, 2009). 

 

Suppliers 

Suppliers of mixed fodder and veterinary prepara-

tions have found themselves in a difficult position. Be-

fore the crisis, their services were used mainly by small 

pork producers and households. Large pig-breeding com-

plexes had their own veterinary units and fodder plants. 

However, the sudden devaluation of the UAH already 

“knocked down” demand on the part of small pork pro-

ducers in early 2009. This fully concerns both veterinary 

preparations, which are almost completely imported ones, 

and mixed fodder that includes valuable imported com-

ponents and additives (mineral and vitamin additives, 

proteins, amino acids). Small entities’ shift from mixed 

fodder to simple grain in pig raising made fodder plants 

simplify the structure of mixed fodder towards less costs 

and poorer quality. However, even those products did not 

secure much increase in demand. As a result, fodder 

plants curtailed production, shut down, reduced personnel 

or changed workers over to part-time work, and reori-

ented on production of mixed fodder for poultry. 

 

Retailers 

The decrease in people’s income has had a negative 

impact upon the trade turnover of retailing enterprises. 

According to the State Statistics Committee of Ukraine, 

the retail trade turnover of retailing and restaurant enter-

prises was EUR 13.7 billion in January-August 2009, 

which is 79.5% of the figure for January-August 2008 in 

comparable prices (UKRSTAT, 2009). Demand for meat 

products has shifted towards the cheap category and a 

large part of unsold products in the expensive price seg-

ment was returned to producers. Since retailers had credit 

borrowings (mainly in foreign currency) and sold consid-

erable amounts of imported products, UAH devaluation 

proved quite painful to them. All retailers had to renego-

tiate credit agreements to allow their stores to keep work-

ing. Many experts point out that credit restructuring con-

ditions are not more beneficial. The retailers’ second 

problem concerns leasing of premises. Previously, rental 

rates were generally linked to the exchange rate of the 

USD or EUR. However, to avoid losing lessees under the 

crisis, owners reduced rent rates or recalculated them into 

UAH. Retailers negotiated rent rate decreases and sug-

gested paying a percentage of trade turnover as an alter-

native (Business newspaper, 2009). 

Another factor that had an unfavourable impact upon 

trade was the increasing energy, transport and public util-
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ity prices. However, retailers could not increase product 

prices in response because demand dropped substantially. 

Besides, major meat sales to people moved from distribu-

tion networks to urban markets. Retailers therefore had to 

optimise their networks and product range. They closed 

down outlets failing to bring any revenue, moved to 

premises with more beneficial rent rates, and targeted 

their sales on goods of well-known and popular brands. 

Professional operators using popular brands that won 

consumer loyalty are major players in the Ukrainian retail 

market; they adjusted themselves to crisis conditions and 

are ready to keep developing. They provide a high level 

of service and brand support, flexible marketing and pric-

ing policies, and are able to offer their customers an op-

timal mix of product price and quality. According to 

forecasts, large market players having their own floating 

assets for growth will retain their distribution networks. 

 

Banks 
 

As deposits outflow and natural and legal persons 

had problems with repayment of loans, banks had a short-

term resource that is extremely hard to use for lending. 

Therefore, under the crisis conditions they focused on 

minimisation of risks and support for liquidity. It means 

that banks provided loans in 2009 only within the limits 

of refund on previously granted loans. All that affected 

crediting of agriculture. According to the Ministry of 

Agrarian Policy, banks provided EUR 0.3 billion worth 

of new loans to agro-food enterprises in 2009 (NBU, 

2009). Interest rates on bank loans grew and now amount 

to 16.5-30 percent (including for agricultural enterprises). 

Loans are granted only to the most reliable clients taking 

their economic conditions, reputation, credit history and 

liquid pledge availability into consideration. Such condi-

tions are rather difficult even for agro-holdings. The 

number of banks willing to grant loans to the agro-food 

sector has decreased. The largest creditor is Raiffeisen 

Bank Aval in which about 20% of the entire credit portfo-

lio for legal persons accounts for agro-food complex en-

terprises (UFS, 2009). 

Under the crisis, many agro-food sector borrowers 

have faced debt servicing problems. According to the 

Ministry of Agrarian Policy of Ukraine, more than 3.4 

thousand applications on loan restructuring, amounting to 

almost EUR 1.0 billion in total, arrived from agro-food 

sector enterprises as of late summer. Banks satisfied 2.1 

thousand applications for EUR 0.8 billion (MINAGRO, 

2009). Loan prolongation was generally effected for the 

period until 1 January 2010. Studies show that agro-food 

sector enterprises had no problems with loan restructur-

ing. Many interviewees said that they pay only loan inter-

est to banks so far. No case is known of banks demanding 

premature repayment of loans (Business newspaper, 

2009). Public authorities provided assistance in im-

provement of crediting for the agro-food sector. For ex-

ample, some part of state financial support for agro-food 

enterprises provided through a credit easing mechanism 

was used to repay enterprises’ accounts payable for 2008. 

About EUR 16.7 million was sent to regions to accom-

plish such financial support for agro-food enterprises 

(MINFIN, 2009). 

Some interviewees felt that banks had benefitted from 

the crisis since they were permitted to fail to satisfy credi-

tors’ claims for some time (not to refund deposits, even 

those for which a repayment period has already expired). 

That is, banks actually use their clients’ money free of 

charge. At the same time, banks require their borrowers to 

pay on loans in time. A striking example is Cargill Invest-

ments that has been at law with a few Ukrainian banks 

(UKRANEWS, 2009). It is hard to agree unambiguously 

that banks benefitted from the crisis for they have found 

themselves in a rather difficult financial position. Although 

the banks’ revenue during January-August 2009 grew by 

41.9% compared to the same period of 2008, to EUR 9.3 

billion, their expenditure increased by 88.9% against the 

previous year and totalled EUR 11.2 billion. As of 1 Sep-

tember 2009, loss of Ukrainian banks amounted to EUR 

1.9 billion whereas the same date in 2008 saw EUR 0.9 bil-

lion of profit. Of Ukraine’s 15 largest banks, only seven 

showed a profit in the 3
rd

 quarter. In aggregate, they earned 

EUR 62.7 million (NBU, 2009). Generally, a collapse of 

confidence in the banking system can be seen. 

 

The Government sector 
 

Ukraine’s agriculture, like many other branches, found 

itself without any productive support in early 2009. The 

Law on Amending Some Laws of Ukraine to Prevent 

Negative Consequences of the World Financial Crisis for 

the Development of the Agro-Industrial Complex (No. 

922-VI of 4 February 2009), passed by the Parliament of 

Ukraine, came into force only in March 2009. This, inter 

alia, encourages banks to roll over loans to agricultural 

producers because this provides a basis to grant banks ap-

propriate refunding from the National Bank of Ukraine. 

The law also extends a preferential mode of taxation for 

agricultural producers and a special mode of value added 

tax administration. 

To increase demand for grain, during harvesting in 

2009 the Government formed a financial pool used by the 

Agrarian Fund (a state organisation supervised by the 

Ministry of Agrarian Policy) to accomplish pledge pur-

chases of grain, and established a Stabilising Anti-crisis 

Fund at the state budget expense. All the measures are 

mainly short-term: producers obtain a financial resource 

at the Agrarian Fund’s expense to secure current agricul-

tural works, money from the Stabilising Fund goes to 

subsidise compensation of bank loans for agricultural 

producers, cattle-breeding, agricultural machinery leas-

ing, implementation of some investment projects, and 
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partial reimbursement of expenses incurred for sowing of 

spring crops. 

 

Discussion 

 

During this survey, interviewees made recommenda-

tions for overcoming the negative consequences of the 

crisis and preventing the crisis situation from reoccurring 

in the future. Generally, each of the respondents pro-

ceeded from his/her own vision of the situation and 

his/her perception of possible political solutions. It is no 

surprise that there were many proposals concerning im-

plementation of protectionist measures.  For example, 

since fertilisers and other products of Ukrainian chemical 

plants turned out less competitive even in the domestic 

market, representatives of chemical enterprises called for 

measures to prevent import of mineral fertilisers to 

Ukraine. In their opinion, it is necessary to establish im-

port quotas and raise duties. Thus, they believe that a pro-

tection-oriented policy would allow chemical enterprise 

to retain their positions at least inside Ukraine. 

Measures of protectionism are seen as a means to 

overcome the crisis by meat producers as well. In the 

middle of June 2009, the All-Ukrainian Union of Agri-

cultural Enterprises sent a letter to the Prime Minister of 

Ukraine on behalf of agrarian public organisations. It 

stated that intense meat importation put domestic com-

modity producers into unequal market conditions and led 

to a slump in cattle-breeding production output in 

Ukraine. In response, the Minister of Agrarian Policy of 

Ukraine pointed out that it was reasonable to introduce an 

additional 13% duty on meat importation. In his opinion, 

meat production is a rather promising area in the country 

so the additional import duty might help increase profit-

ability and even develop export potential (UNIAN, 2009). 

Of course, the above-mentioned protectionist meas-

ures are not a way out of the crisis situation and are not 

able to avert occurrence of crises in the future. Proposals 

to restrict importation of products (be it mineral fertilisers 

or meat) were not accepted by the Ukrainian Govern-

ment. In the third quarter of 2009, protectionist proposals 

had not actually arrived. 

In the opinion of leaders of the Association of Farm-

ers and Private Landowners of Ukraine (an organisation 

uniting small Ukrainian farmers), to overcome crisis oc-

currences and prevent any crisis in the future, it is neces-

sary to overcome monopolisation of the grain market by 

mediator companies and organise efficient work of the 

Agrarian Fund and the state operator – Khlib Ukrainy 

State Joint-Stock Company. It is suggested to overcome 

monopoly of mediators in the grain market by means of 

creating grain procurement cooperatives. Using such co-

operatives, producers could sell grain to external markets 

at acceptable prices. However, creation of such grain pro-

curement cooperatives is hindered by lack of the neces-

sary legislative framework (AFPLU, 2009). 

In the opinion of leaders of the Association of Farm-

ers and Private Landowners of Ukraine, there are many 

organisational issues that prevent the Agrarian Fund from 

working efficiently and to full extent on pledge-based 

grain procurement from producers. This also concerns in-

sufficient amounts of state means allocated to the Agrar-

ian Fund to procure grain harvested in 2009. It is sug-

gested to augment financing for the Agrarian Fund to in-

tensify its activities in the grain market, especially during 

large-scale harvesting. Experts also highlighted a need to 

create an efficient national state grain trader, e.g. on the 

basis of Khlib Ukrainy SJSC. Such a proposal is rather 

debatable because the activity of a trader owned by the 

state would hardly be efficient (the state failed to show it-

self as an efficient manager) and the current financial 

condition of Khlib Ukrainy would not allow large grain 

procurements to be conducted. 

Some agrarian public organisations sent the Verk-

hovna Rada of Ukraine and the Cabinet of Ministers of 

Ukraine a list of legislative acts that should be passed to 

improve the Ukrainian agrarians’ situation. Most urgent 

draft laws include the draft Law on Wholesale Markets of 

Agricultural Products, the draft Law on Agricultural Co-

operation, and the draft Law on Amending the Law on 

Credit Unions (ACU, 2009). Agrarian public organisa-

tions believe that the Government of Ukraine should: 

• increase financing for social services in rural areas 

and for support to producers; 

• take appropriate measures to perform the State 

Programme for development of agricultural servicing co-

operation; 

• develop conditions and mechanisms of practical 

implementation of the State Programme for development 

of wholesale agrarian markets; 

• develop models of investment partnership, public-

private and commercial partnership in agro-food business; 

• involve agrarian public organisations in perform-

ance of targeted programmes. 

All of the experts pointed out the need for financial 

support for commodity producers on the part of the state. 

Various forms and mechanisms of such support are rec-

ommended: introduction of direct subsidies to commodity 

producer, preferential taxation, reimbursement of credit 

interest rates, preferential state loans. Some elements of 

the support have already been implemented, others not 

being relevant in the current situation. 

The most topical political recommendations arose 

from the fact that the most important problem consists of 

the state’s constant indirect or direct intervention in the 

routine economic activities of entrepreneurial entities as 

well as of being unwilling to make radical political deci-

sions concerning the agro-food sector. Such decisions 

concern the lifting of the moratorium on sale of agricul-

tural land, introduction of a system of progressive taxa-

tion common for all sectors of economy, and securing 
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free movement of capital and other resources depending 

on production performance results. The state must there-

fore give and secure distinct guarantees to entrepreneurs 

and investors that they bear no political risks, that there 

be no price restrictions, no prohibitions of product export, 

no restriction on profitability, or other restriction. The 

state must undertake to avoid taking any measures that 

restrict prices, prohibit exports, limit profitability, or in-

troduce other restrictions. 

The system of state support for agriculture should be 

made simpler and more understandable, accessible for all 

producers. An approach to the branch support policy must 

be changed – from price support for agricultural products 

to support for production resources. It is more reasonable 

to support production not by setting supporting prices for 

agricultural products but rather by making production re-

sources cheaper (it decreases costs and has no direct im-

pact upon price conjuncture) or by making direct payments 

linked to the current production output and product prices. 

The state must provide support for certification and 

standardisation of producers according to the EU and 

global requirements/standards (for enterprises exporting 

products). The state must undertake to support products – 

first of all refund VAT – and really secure this undertak-

ing. Ukraine’s loss of markets in Russia and other CIS 

countries calls for more lobbyism in promotion of 

Ukrainian-made products in those markets. 

Implementation of the policy of Ukraine’s European 

integration requires taking specific measures in the agrar-

ian sphere that can be grouped into the following subjects: 

• strengthening the national system of food safety; 

• improving efficiency of product supply channels; 

• forming a knowledge base and information dis-

semination; 

• expanding investments aimed to increase exports. 

The state policy of promoting the creation of a system 

of provision of logistical and financial resources to all en-

tities in supply chains must assume: 

• developing a system of servicing cooperation in 

rural areas; 

• drafting and adopting a law of Ukraine that would 

create preconditions for the formation and functioning of 

cooperative banks to finance agriculture. 

The most significant objective is to complete land re-

form and lift the moratorium on sale of agricultural land. 

Achieving this objective envisages: 

• securing maintenance of a uniform state land ca-

dastre and creating a uniform state system of registration 

of titles for immovable property including for land plots; 

• creating conditions for development of mortgage 

lending on the security of land; 

• providing conditions for free purchase and sale of 

agricultural land plots. 

 

 

Conclusions 
 

The agro-food sector is one of the most important 

branches in Ukraine’s economy, and its significance has 

grown under the crisis. It is the only branch of the econ-

omy that demonstrated some increase in production out-

put and sales even in the critical year of 2009. According 

to the State Statistics Committee of Ukraine, output of 

agricultural products in all entity categories increased by 

3.3% in January-September 2009 compared to the same 

period of 2008, including by 1.4% in private household 

farms and by 6.1% at agricultural enterprises 

(UKRSTAT, 2009). 

Under the crisis, demand for expensive sorts of bak-

ery products has decreased considerably. Another trend 

of the crisis is that Ukrainian consumers increasingly pre-

fer domestic-made goods because imports became much 

more expensive due to UAH devaluation. Many retailers 

promoted products under their own trademarks (so-called 

private labels) in their stores. 

Experts cannot name those participants of the pork 

supply chain who benefitted from the crisis and under the 

crisis conditions. Producers engaged in pig breeding 

found themselves in a relatively better position. However, 

even their financial situation is rather complicated. The 

crisis allowed most financially stable actors in all links of 

the chain to enforce their positions owing to bankruptcy 

of other actors or due to acquisition thereof. Everyone 

expects that the future will bring a better financial posi-

tion of consumers and higher demand, allowing produc-

tion output and sales to be increased. 

Rural residents are in a much worse situation because 

their incomes have dropped compared to 2008. Villagers 

have always had employment problems. For many, a 

household land plot of 0.25-0.5 ha (in some cases 1-2 ha) 

was the only place of employment and income genera-

tion. Under the crisis, agricultural enterprises reduced 

personnel and the decreased wages of the remaining 

workers. Meanwhile, decrease of the entire population’s 

incomes and demand drop resulted in a situation where 

rural residents’ receipts from their private land plots and 

households have shrunk. 

he crisis has undoubtedly affected both the availabil-

ity of bank loans for producers or trade companies and 

availability of credits for the banking institutions them-

selves. Many big companies, which earlier regarded 

granting of credits to Ukrainian banks as interesting from 

the profitability perspective, have cut back their credit 

lines because of growing insolvency risks (indicators 

whereof include estimates by leading rating agencies, 

rates of hedging against sovereign and corporate default 

risks, etc.). Some companies that once provided credits to 

Ukrainian banks now cannot get their money back. 
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In the medium-term (i.e. to 2020), employment in the European Union (EU) will be characterised by a continuing shift away from 

the primary sector (especially agriculture) and manufacturing towards services, with potentially serious consequences for rural economic 

prosperity. A component of strong regional resilience (the ability to withstand and/or recover from economic shocks) is a broad mix of 

economic sectors. This paper summarises the potential for new sources of employment beyond agriculture in rural areas across the EU, 

as identified in the pilot areas research undertaken by the EU Framework 7 project ‘RuralJobs’. It concludes that the potential for new 

jobs exists in most sectors in most areas, and that innovation and local resources are important determining factors of job creation2. 
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Introduction

1111 
 

A recently published report on skills supply and de-

mand in Europe (Cedefop, 2010) provides a post-economic 

crisis prediction of medium-term (i.e. to 2020) trends in 

employment in the European Union (EU). It predicts a 

continuing shift away from the primary sector (especially 

agriculture) and traditional manufacturing industries to-

wards services and knowledge-intensive sectors. Although 

in many newer as well as some older EU Member States 

employment in agriculture and manufacturing is still rela-

tively high, there are clear signs that this is changing rap-

idly. In the next decade the total share of jobs across the 

EU in the primary sector and utilities is expected to de-

crease from 6.5% to 5.1% (down from 7.4% in 2000), and 

in manufacturing and construction from 22.9% to 21.3%. 

By contrast, the share in the service sector is expected to 

rise from 70.7% to nearly 74% (Cedefop, 2010). 

These trends are of particular relevance for rural areas. 

Cedefop (2010) anticipates the loss of more than 2.5 mil-

lion jobs in the EU-27 in the primary sector, especially in 

agriculture, by 2020. In 2003, with ca. EUR 23,000, the 

primary sector had the lowest value added per hired em-

ployee (EC, 2007), and these factors taken together repre-

sent a potential threat to rural economic prosperity. 

The publication of Cedefop (2010) approximately coin-

cided with the completion of the EU Framework 7 project 

                                                 
1 Mailing address: Department of Geography, 8-11 Kirkby 

Place, Drake Circus, Plymouth, Devon, PL4 8AA.  Email: and-

rew.fieldsend@plymouth.ac.uk 
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project, in particular Dr. Bozhidar Ivanov, Dr Judit Katona-Kovacs, 

Dr. Kinga Kerekes, Dr. Miklos Pakurar, Clovis Sabau and Prof. Dr. 

Maria Vincze.  This work was partly funded by the EU Seventh 

Framework Programme grant number 211605. The opinions 

expressed in this paper are not necessarily those of the EU. 

‘RuralJobs’ (www.ruraljobs.org) which used case study re-

search to review the opportunities for rural economic diver-

sification across the EU. As there is no generally accepted 

definition of ‘rural’ there can be no simple definition of ‘ru-

ral employment’. Agriculture is clearly associated with rural 

areas but there is ample evidence (e.g. Copus et al., 2006) to 

show that rural employment should not only be associated 

with agriculture.  In fact, the importance of agriculture to ru-

ral employment varies widely between regions. In the Rural-

Jobs case study areas (Table 1), a strong link exists in Bis-

trita-Nasaud county where, owing to semi-subsistence agri-

culture, 73.2% of ‘employed’ rural people still work in farm-

ing. However, the percentage working in agriculture and 

forestry in the other case study areas ranged from 1.2% 

(Chelmsford and Braintree TTWA) to 12.6% (Ha-

jduszoboszlo LLS). Even in the latter area 58.8% of people 

worked in the service sector. 

There is an increasing body of literature on the topic of 

the economic resilience of regions (e.g. Simmie and Martin, 

2010). This concept can cover not just the ability of a re-

gional economy to recover from a shock but also its degree 

of resistance to the shock in the first place. Although there 

is, as yet, no universally agreed definition of resilience in 

regional studies, let alone rural development, the Index of 

Economic Resilience developed by Ecosgen (2009) is illus-

trative in that it measures resilience across five domains: in-

dustry mix, the workforce, enterprise, labour market and 

economic dynamism. In line with the first of these, Lukesch 

(2010) lists mixture of sectors, branches, size of productive 

units, operation scales, purchase and sales markets, and 

technologies as being amongst the features of resilience. 

This paper summarises the potential for new sources 

of employment beyond agriculture in rural areas across 

the EU, as identified in the pilot areas research under-

taken by the RuralJobs project.  It concludes that the po-

tential for new jobs exists in most sectors in most areas, 



     

19 

Vol.7, No. 1, 2011  ISSN 1822-3346 Economics and Rural Development 

and that innovation and local resources are important de-

termining factors of job creation. 

 

Methodology 
 

The research was conducted in five contrasting NUTS2 

regions across the EU, primarily by means of semi-structured 

interviews with local actors/key experts. There were two case 

study areas in France, Hungary and the UK, and one in each 

of Bulgaria and Romania (Table 1). The definition of ‘rural 

employment’ used in this study is ‘any income-generating ac-

tivity undertaken by an individual that takes place in a rural 

area’. This definition covers both the self-employed and em-

ployees, and all sectors of the economy. 

 
Table 1. Case study regions included in the research. 

 

Name of case study area Region and country 

1. Pazardjik agglomeration area (AA) 

2. Pays de Tulle 

3. Pays de Gueret 

4. Hajduszoboszlo Local Labour System (LLS) 

5. Karcag Local Labour System (LLS) 

6. Bistrita-Nasaud county 

7. The Chelmsford and Braintree Travel to Work Area (TTWA) 

8. Thames Gateway South Essex 

South-Central Region, Bulgaria 

Correze, Limousin Region, France 

Creuse, Limousin Region, France 

North Great Plain Region, Hungary 

North Great Plain Region, Hungary 

North West Region, Romania 

Essex, East of England, UK 

Essex, East of England, UK 

 

The results are presented in the framework of the Sta-

tistical Classification of Economic Activities in the Euro-

pean Community, commonly referred to as NACE, which 

is a European industry standard classification system (EC, 

2008). The full 31 sector breakdown can be rationalised 

into six ‘broad industry sectors’. Five of these sectors (In-

dustry; Construction; Trade, transport and communication; 

Financial and business services, and Other Services) are 

discussed here, the exception being Agriculture, fishing 

and hunting, which covers the following NACE sectors: 

Agriculture, hunting and forestry (A) and Fishing (B). 

 

Results and discussion 
 

There is widespread potential across the EU for the 

creation of jobs in rural areas beyond agriculture (Table 

2). These results are analysed in detail below. 

 
Table 2. Potential new sources of rural employment identified in each RuralJobs case study area in the framework of the Statistical 

Classification of Economic Activities in the European Community.  See Table 1 for identities of case study areas. 
 

 
NACE sector 

Case study area 

1 2 3 4 5 6 7 8 

Industry         

 • C. Mining and quarrying      ♦ ♦  

 • D. Manufacturing ♦ ♦ ♦   ♦ ♦ ♦ 

 • E. Electricity, gas and water ♦ ♦ ♦ ♦ ♦ ♦ ♦ ♦ 

Construction         

 • F. Construction ♦ ♦ ♦ ♦ ♦ ♦  ♦ 

Trade, transport and communication 

 • G. Wholesale and retail trade etc.  ♦ ♦ ♦ ♦ ♦ ♦ ♦ 

 • H. Hotels and restaurants ♦ ♦ ♦ ♦ ♦ ♦ ♦ ♦ 

 • I. Transport, storage and communication ♦    ♦  ♦ ♦ 

Financial and business services         

 • J,K. Financial intermediation, real estate etc.  ♦ ♦ ♦ ♦  ♦ ♦ 

Other services 

 • L,M. Public administration etc., education     ♦    

 • N. Health and social work  ♦ ♦ ♦  ♦ ♦  

 • O. Other community, social & personal service activities ♦ ♦  ♦  ♦ ♦  

 • P. Activities of households         

 

Industry 
 

Industry covers the following NACE sectors: Mining 

and quarrying (C); Manufacturing (D) and Electricity, gas 

and water supply (E).  In turn, Mining and quarrying is di-

vided into Mining and quarrying of energy producing mate-

rials (CA) and Mining and quarrying, except of energy pro-

ducing materials (CB).  Manufacturing is divided into four-

teen sub-sectors, such as Manufacture of food products, bev-

erages and tobacco (DA).  In the period 2010-20 around 

two million jobs are likely to be lost in manufacturing and 

production across the EU (Cedefop, 2010). 
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Mining and quarrying 
 

No case study reports mention coal mining as a 

source of employment. In a ‘business as usual’ (BAU) 

scenario cited by Greenpeace (2009), the number of coal 

power jobs in OECD Europe is likely to decline from 

260,000 in 2010 to 184,000 in 2020. Of these, most coal 

extraction, transportation and electricity generation jobs 

are likely to be in rural areas. While Greenpeace (2009) 

suggests that an even bigger reduction is achievable, and 

that it could continue beyond 2020, the BAU scenario 

states that the number of jobs will recover to 255,000 in 

2030. With increasing attention being attached to the im-

portance of energy security in the EU and the risk of un-

expected supply shocks, especially with respect to gas 

(TSO, 2009), the remaining large coal reserves in the EU 

may gain new importance. 

In the Chelmsford and Braintree TTWA sand and 

gravel extraction is a fairly significant rural employer but 

reserves are becoming exhausted and there is often local 

opposition to new extractions. There are potentially valu-

able granite deposits in Pazardjik AA, and a small rural 

extracting, processing and manufacturing industry has 

developed there around clay deposits. In Bistrita-Nasaud 

county much of the mining has been closed down since 

2002 but the existence of mineral resources, for example 

polimetallic minerals, marble, argile and sand, provides 

opportunities for creation of rurally-based jobs in the ex-

tractive industry. 

 

Manufacturing 
 

In the EU the importance of the food industry in total 

manufacturing is growing and the value-added of this 

sub-sector (NACE code DA) is higher (and is growing 

faster) than that of most other manufacturing sub-sectors 

(NACE codes DB-DN). In 2003 it provided 2.2% of em-

ployment in the EU-15 (down from 2.4% in 1995 al-

though it grew slightly in absolute terms), often in rural 

areas. The competitiveness of the sector is weak and a 

decline in employment is anticipated, accompanied by in-

creasing productivity. 

In the Chelmsford and Braintree TTWA job creation 

in the agri-food chain will occur where Gross Value 

Added (GVA) is greatest (including in food processing) 

and GVA will be raised by increasing demand for con-

venience foods, functional foods and more eating out (as 

part of a ‘fork to farm’ approach). By 2020 employment 

in the agri-food chain could be 10% higher than at pre-

sent, despite a continuing decline in farming jobs. Some 

job creation is occurring through on-farm diversification 

e.g. potato packing, small-scale grain and meat process-

ing and production of food products (jams etc.), some-

times using redundant farm buildings and often to supply 

local markets. Other jobs are being created in independ-

ent businesses e.g. cider makers and microbreweries. It is 

likely, however, that most job creation will be in the 

‘mainstream’ supply chain. Similar trends are occurring 

in Thames Gateway South Essex. 

In Pays de Tulle and Pays de Gueret 22% and 17% of 

farms respectively have diversified into activities such as 

fruit juice production and finished products to meet an in-

creasing demand for local products (especially in the 

former region). In Pays de Gueret, at least, the processing 

domain remains very underdeveloped and the closure of 

the slaughterhouse has left a gap in the agri-food supply 

chain. The development of milling, meat and dairy proc-

essors in Karcag LLS would exploit the added value of 

locally produced products. Food processing in Pazardjik 

AA is concentrated in urban centres and its development 

will provide relatively few new rural jobs directly, but 

would add value in the regional agri-food chain and so 

stimulate upstream and downstream job creation. There is 

potential for food processing at family farm level in Bis-

trita-Nasaud county and this would support the capitalisa-

tion of local brands. 

In line with the predictions for a net loss of jobs in 

other manufacturing sectors, little potential for rural job 

creation was noted in the case study areas. In the Chelms-

ford and Braintree TTWA, competition in the low added 

value manufactured products sector from other regions 

able to produce such as caravans, window and door frames 

etc. more cheaply was identified as a threat to current rural 

employment. By contrast, the growing interest in recycling 

and ‘the environment’ in general could lead to the ‘mining’ 

of landfill sites to recover valuable materials such as tin 

and glass.  The sites could then be converted to leisure 

(lakes, country parks) or other uses. Manufacturing job 

losses are also reported in Pays de Tulle. In Bistrita-

Nasaud county manufacturing increased from 10% of em-

ployment in 2003 to 15% in 2007 and there is potential for 

job creation in textile, clothing and footwear manufactur-

ing, and wood processing as well as manufacture of agri-

cultural equipment. In Pazardjik AA, opportunities include 

craftsman workshops and manufacturing furniture. 

 

Electricity, gas and water supply 
 

As with the agri-food supply chain, the energy supply 

chain (well to wheel) for the most part starts in rural areas 

and ends in urban centres. Biomass as a source of jobs has 

already been discussed and indeed farmers are increasingly 

seeing themselves as ‘energy producers’ as their produce 

may be in the form of food energy, or fuel energy, or both. 

Biogas production from farm and food wastes (such as live-

stock manures and slurries) via anaerobic digestion can pro-

vide ‘green jobs’ in rural areas. The ‘digestate’ can be used 

as a fertiliser and soil conditioner. Potential for biogas pro-

duction was noted in Karcag LLS and Defra (2010) esti-

mates that bio-gas production will have a significant role in a 

renewable energy sector that will provide up to 0.5 million 
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jobs in the UK alone by 2020, as part of a move towards a 

low-carbon economy. 

Regarding other renewable energy technologies, wind 

was suggested in the Chelmsford and Braintree TTWA, Kar-

cag LLS and Pazardjik AA, geothermal in Hajduszoboszlo 

and Karcag LLS, and solar in Hajduszoboszlo and Karcag 

LLS and Pazardjik AA. The ‘green economy’, including re-

newable energy production, was judged to be a potentially 

major source of new jobs in Pays de Tulle and Pays de 

Gueret. Of the estimated 749,000 energy sector jobs in the 

EU-27 in 2010 in the BAU scenario cited by Greenpeace 

(2009), 342,000 are in the renewable energy sector (Rutovitz 

and Atherton, 2009).  The figures are expected to increase to 

854,000 and 533,000 in 2020, although Greenpeace (2009) 

suggests that even bigger increases are feasible. These figures 

include direct employment in construction, installation, manu-

facturing and development (CMI) and in operations and main-

tenance (O&M) only. Unlike biomass, where most of the jobs 

are in O&M, for wind, geothermal and solar, in the short term 

at least, most of the jobs are in CMI (and hence should be 

counted under ‘Construction’). For example, Rutovitz and 

Atherton (2009) estimated that worldwide there would be 0.29 

m CMI and 0.07m O&M wind energy jobs in 2010 rising to 

0.15 m and 0.36 m in 2020. 

The major non-renewable energy sources are coal, 

gas, nuclear and oil and the potential for rural job creation 

in the case study areas appears to be low. In Chelmsford 

and Braintree TTWA the site of a nuclear power station 

which closed in 2002 is being considered for the con-

struction of a new facility. Its operation would create a 

number of knowledge-based jobs, mostly likely to be 

filled by incomers to the area. For OECD Europe, Rut-

ovitz and Atherton (2009) estimate that under the BAU 

scenario the number of jobs in electricity generation from 

gas will increase from 83,000 in 2010 to 86,000 in 2020, 

while from nuclear, oil and diesel the number will decline 

from 64,000 to 51,000. 

Rutovitz and Atherton (2009) do not explain why the 

number of jobs in electricity generation from coal should 

increase after 2010 but it is accompanied by a projected 

increase in output. TSO (2009) suggests that, with the 

adoption of carbon capture and storage technology, elec-

tricity generation from coal (and gas) could be part of a 

low carbon future. The North Sea offers many potential 

sites for carbon storage and there is potential for rural job 

creation in Thames Gateway South Essex around pipe-

lines transporting carbon dioxide. 

No case study area reports identify significant poten-

tial for rural job creation in the management of the water 

supply chain (cloud to coast) although the headquarters of 

a water supply company, located adjacent to a large res-

ervoir, is a major rural employer in the Chelmsford and 

Braintree TTWA. In the New Member States (NMS) case 

study areas, the rural water supply remains undeveloped. 

In Bistrita-Nasaud county, valorisation of the natural gas 

supply from the plain used for industrial and household 

consumption is suggested. 

 

Construction 
 

Construction is covered by NACE code F. Cedefop 

(2010) anticipates that the number of EU jobs in con-

struction will remain almost constant at just over 15 mil-

lion in the period to 2020, declining slightly from 6.8% to 

6.7% of total employment.  There will be big differences 

between countries, however, from a net loss of 379,000 in 

Spain to net gain of 136,000 in Romania. In the East of 

England region, Karcag LLS and in Bistrita-Nasaud 

county the recent economic recession had one of the big-

gest impacts in terms of rural jobs on construction, re-

flecting Cedefop (2010) data which suggest that the in-

crease in jobs since about 2004 was wiped out. 

Intuitively, construction is perceived as an urban-

based sector and no data on the urban-rural split in con-

struction jobs in the EU are to hand. However, the sig-

nificant potential in the energy supply chain for new rural 

construction jobs (wind turbines, solar parks etc) has al-

ready been reviewed, and in all four NMS case study ar-

eas potential was identified in the water supply chain and 

also in waste management to make up for earlier lack of 

investment. In terms of VAT registered businesses, con-

struction is the biggest rural employer in Thames Gate-

way South East, and was considered to the most impor-

tant sector for rural job creation. Although much of this 

potential may be for work for rurally-based businesses 

and people in urban centres, demand for rural construc-

tion certainly exists. For example, climate change will in-

crease the need for flood management systems including 

improving existing flood defences and structures; main-

taining river channels; maintenance of drainage networks 

by landowners and maintaining road drainage systems, as 

well as floodwater storage schemes. 

In Pays de Tulle in 2008 the creation of new con-

struction companies seemed to be particularly high (3.5 

times higher pro-rata than all other businesses), probably 

stimulated at least in part by the increase in the number of 

households and the need for housing.  In response to the 

threat of climate change energy-saving construction 

methods are being adopted. The sector still has room for 

development in Pays de Gueret providing sufficient la-

bour can be found. 

All case study areas in the NMS report the potential 

for more rural construction jobs associated with the im-

provement of (particularly) communications infrastruc-

ture, which is often still in very poor condition after years 

of neglect, as follows: Pazardjik AA: rural roads, and in 

some remote areas mobile phone services, Internet con-

nections and electricity supply; Karcag and Ha-

jduszoboszlo LLS: the road network, bus and railway sta-

tions, cycle tracks, cable television, broadband internet, 

plus sewage and waste management, and Bistrita-Nasaud 
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county: roads, telephone and Internet connection, and 

sometimes electricity supply. Construction jobs would 

also be created in connection with investments in other 

sectors such as tourism (for example thermal bath in-

vestments and castle renovation in Karcag LLS) and in 

general village modernisation such as in Bistrita-Nasaud 

county. In the latter case, house building funded by local 

people working abroad has provided some jobs. 

 

Trade, transport and communication 
 

This grouping covers the following NACE sectors: 

Wholesale and retail trade; repair of motor vehicles, mo-

torcycles and personal and household goods (G); Hotels 

and restaurants (H) and Transport, storage and commu-

nication (I). Cedefop (2010) projects an increase of 3.4 

million in the number of jobs in distribution, transport, 

hotels and catering in the EU between 2010 and 2020, 

with the share of all jobs increasing from 21.5% to 

23.9%. Linked with this will be a significant expansion in 

the number of skilled jobs, especially in retail and distri-

bution. Approximately 200,000 jobs were lost in the sec-

tor during the economic recession (2008-2009), an impact 

noted in some case study area research, such as in the 

Chelmsford and Braintree TTWA where logistics was 

particularly severely affected. 

 

Wholesale and retail trade etc. 
 

In the Chelmsford and Braintree TTWA and Thames 

Gateway South Essex, the number of jobs in the ‘tradi-

tional’ rural retail trade (village general stores, pubs etc.) 

is declining for several reasons including competition 

from edge-of-town supermarkets and the ‘clustering’ of 

rural services has been proposed as a way of reducing this 

trend. By contrast, in recent years there has been a major 

expansion in farm shops and farmers’ markets (associated 

with short supply chains) linked with a ‘valorisation’ of 

rural and its associated brands (such as ‘wildlife friendly’ 

meat products in Thames Gateway South Essex) which 

has allowed product innovation and production of greater 

value-added. Activities have included local food net-

works, food trails, festivals and fairs as well as tea shops 

and delicatessens. These supply chains are not however 

expected to supplant the mainstream food supply chain 

which is also offering more local/quality/ethical products. 

Creation of more jobs is expected in ‘specialist’ non-food 

rural shops which cater for the expanding tourism and lei-

sure market (e.g. antique shops, art, crafts e.g. glass blow-

ing, leather crafts and floristry, yachting supplies etc.). In 

both case study areas, redundant farm buildings have al-

lowed businesses such as car repair businesses to move 

from towns to cheaper rural accommodation. 

In Pays de Tulle and Pays de Gueret, retail trade has 

seen a drop in customer numbers for demographic rea-

sons and in the latter both supermarkets and the rise of 

online shopping have heightened the need for neighbour-

hood shops to diversify and find new sources of added 

value. However, a return to the consumption of local 

products via short supply chains is allowing the exploita-

tion of brands such as the home of Limousin cattle, ‘milk 

veal’ label, ‘mountain’ appellations etc. At present, short 

supply chains are developed very little in Pays de Gueret. 

In Karcag LLS organic farming could be linked with 

tourism via organic hotels, shops and bakeries, and there 

is potential for more competitive handicrafts. The poten-

tial for local products and supply chains in association 

with tourism is also recognised in Hajduszoboszlo LLS. 

In Bistrita-Nasaud county retail trade increased from 7% 

of employment in 2003 to 13% in 2007. Although this 

figure declined somewhat during the recession, and some 

family businesses (e.g. shops) have been set up by ‘con-

straint-push entrepreneurs’ seeing no other alternative, 

perhaps after redundancy, this sector is considered to be a 

source of new jobs in the case study area. 

 

Hotels and restaurants 
 

Cedefop (2010) anticipates a 0.9% per annum growth 

in employment in hotels and catering in the period 2010-

2020, one of the strongest sector performances, although 

less than the 1.9% p.a. growth recorded in the ten years to 

2010.  In the agri-food chain restaurants and catering (as 

opposed to retailers) provide the high value-added ‘offer’ 

to the consumer.  Food services are of growing impor-

tance: in the EU consumers spend one third of their food 

purchases in food services outlets (mainly restaurants and 

fast food outlets).  Catering has a market share in the EU 

of below 20% (EC, 2007).  In 2003 the value added per 

hired employee in hotels and catering (ca. EUR 27,000) 

exceeded only that of Agriculture (EC, 2007). 

It is convenient to deal with the entire rural tour-

ism/leisure sector in this section. All case study area reports 

identify tourism and leisure as an important sector for rural 

job creation. In the Chelmsford and Braintree TTWA and 

Thames Gateway South Essex the nearby urban centres in-

cluding London are the major source of customers. Al-

though Essex is “not particularly famous for anything”, 

niche markets such as the ‘silver pound’, out of season 

holidays at the ‘high end’ of tourism: high-spending quality 

weekends e.g. museums, music concerts and festivals, ad-

venture holidays, coastal and ecotourism provide job crea-

tion opportunities in hotels, ‘bed and breakfast’ and restau-

rants as well as activities such as boat trips, fishing and bird 

watching, and supporting infrastructure such as boatbuild-

ing and tourism interpretation centres.  Leisure activities 

(similar to tourism except that there is no overnight stay) 

includes children’s play areas, paintballing, go-karting, fish-

ing, golf courses, country parks, gardens, footpaths, cycling, 

equine, airfields, water based sports, activity centres and 

restaurants. Farm diversification in Thames Gateway South 

Essex includes hay production for horses. 
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In Pays de Tulle, the accessibility of the territory is 

now good and a significant tourist trade could be based 

on the pleasant rural environment, much in demand for 

walking, cycling, horse riding, etc., through improve-

ments in the quality and quantity of tourist accommoda-

tion, promotion of a ‘green offer’ and targeting at groups 

such as the (relatively wealthy) active elderly. There are 

increasing numbers of jobs in the hotels and restaurants 

sector. Similarly, Pays de Gueret's location, close to the 

natural areas of Limousin, could make it an ideal centre 

for green tourism, for which demand is growing. These 

markets could be exploited by local farmers for example 

by providing on-farm accommodation. 

In Pazardjik AA, cultural and natural-based individual 

and corporate tourism is presently not well developed but 

could capitalise on mineral and thermal water (spa and 

wellness resorts), landscape and mountains, archaeological 

sites and cultural heritage (crafts, artefacts, customs, tradi-

tions). Potential associated activities are craft workshops, 

furniture manufacture, art businesses etc. that are based on 

quality not quantity. Karcag LLS has seen a four-fold in-

crease in the supply of hotel accommodation between 2001 

and 2007, and an improvement in the quality of accommo-

dation together with the development of the tourist infra-

structure could result in more jobs, especially in wellness 

and spa tourism. Hajduszoboszlo is already an international 

spa destination but could be developed into a year-round 

service facility for a wider market including the young, 

families and the elderly. The number of German tourists 

has declined but new markets are being sought in Poland, 

Romania, Ukraine and Russia. An integrated ‘offer’ in-

cluding other activities such as horse riding and closer 

links with the nearby Hortobagy National Park (a 

UNESCO World Heritage site) would help to expand the 

market. In Bistrita-Nasaud county, the National Reserva-

tion Muntii Rodnei could be the basis of tourism develop-

ment together with other potentials including balnear re-

sources (curative tourism), spa tourism, cultural tourism, 

agro-tourism, and mountain and ecological tourism. Here, 

tradition and locality can constitute local brands, but there 

is a pressing need to invest in infrastructure and few rural 

tourist establishments exist in the county at present. 

 

Transport, storage and communication 
 

By 2020, Cedefop (2010) anticipates ‘significant in-

creases’ in the numbers of jobs in the distribution and 

transport sectors, the continuation of a trend observed 

over the period 2000-2010. Distribution would see 

2,039,000 new jobs and there would be 684,000 new jobs 

in transport and telecommunications. In 2003 the value 

added per hired employee in transport, storage and com-

munication, at around EUR 75,000 in the EU-15, ex-

ceeded all other sectors other than real estate, renting and 

business; and financial intermediation (EC, 2007). 

In Thames Gateway South Essex, Thurrock has al-

ready become a major logistics centre due to its road and 

rail accessibility from a large hinterland, and logistics is 

expected to support more rural jobs in the Chelmsford 

and Braintree TTWA in the future. Redundant farm 

buildings, in particular, are commonly used for storage 

and packing, although the former provides few jobs. 

Good transport links to neighbouring urban centres from 

agricultural and forestry areas in Pazardjik AA, together 

with the low cost of rural land, are stimulating the devel-

opment of the logistics and storage sectors there (ware-

houses, packing and distribution centres, and logistics 

centres), providing skilled construction, maintenance and 

operating jobs, a process which could be further encour-

aged via ‘clustering’ with processing companies. 

Stansted Airport is the major rural employer in Essex 

(although located outside both case study areas) and has 

expanded considerably in recent years. In Thames Gate-

way South Essex, Southend Airport has also expanded, 

and in Karcag LLS Kunmadaras airport is believed to 

have potential for expansion coupled with the establish-

ment of an industrial park.  Unlike, for example, car as-

sembly, an airport is a place-specific activity. In other 

words, it serves a particular area and cannot be moved to 

a lower-cost location. Creation of operational jobs in 

other transport modes and in communications was not 

mentioned in any case study area. 

 

Financial and business services 
 

The following NACE sectors are included here: Finan-

cial intermediation (J) and Real estate, renting and business 

activities (K). According to Cedefop (2010) the Business 

and other services sector, which already provides almost 59 

million jobs in the EU, is projected to see a growth of around 

seven million jobs in the period 2010-2020, making it the 

largest growth sector. The percentage of jobs in the EU in 

this sector would rise from 21.5% to 23.9%. In 2003 Finan-

cial intermediation has the highest value added per hired 

employee (ca. EUR 108,000), followed by Real estate, rent-

ing and business activities (EUR 100,000) (EC, 2007). Here, 

the two sectors are discussed together. 

In the Chelmsford and Braintree TTWA, since about 

1998 there has been a big increase in the number of 

rurally-based businesses in Knowledge Intensive Busi-

ness Services (KIBS). In 2007, KIBS accounted for 8.6% 

of jobs in the rural areas of the TTWA (up to 16% in 

some localities), compared to 8.4% in urban areas. Fur-

ther strong growth is expected in activities such as ac-

countants, software developers, IT businesses, insurance, 

web design, media agencies, solicitors, architects, design 

studios, writers, printers and publishers, estate agents, 

structural and civil engineers, high-tech manufacturing 

and bio-technology companies, stimulated by the roll-out 

of high-speed broadband Internet. They tend to be small 

businesses (but not always so) and may be based in a 
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converted farm building or an office suite on a rural in-

dustrial estate/business park. Their operations have a low 

impact on the environment. In Pays de Gueret the eco-

nomic recession has prompted some businesses to cut 

their workforce and, as a result, more people have set up 

their own business (that trade over the Internet) in rural 

areas during 2009 (a trend also noted amongst profes-

sional workers (for example in accountancy and financial 

services) in the Chelmsford and Braintree TTWA). 

Commercial services in Pays de Tulle saw a 9% in-

crease in employment between 1990 and 1999 and there 

is scope for further expansion. In Pays de Gueret the 

number of jobs in businesses that trade over the internet 

is increasing. Activities such as marketing and business 

administration are gaining in importance in Ha-

jduszoboszlo LLS and the ICT sector is developing. By 

contrast, in Bistrita-Nasaud county it is anticipated that it 

will be 10-15 years before IT infrastructure development 

contributes to the development of the digital economy: in 

2007 Financial and business services accounted for only 

0.5% of rural jobs. 

Although ‘teleworking’ occurs in several sectors, the 

topic is discussed here for convenience. In the Chelms-

ford and Braintree TTWA and Thames Gateway South 

Essex increasing numbers of people with jobs in urban 

centres are working from home as businesses seek to cut 

their corporate accommodation costs and individuals re-

duce the time spent commuting. Whilst it can be pointed 

out that these are not necessarily ‘new’ jobs, they can 

have many impacts on rural areas which are similar to 

those of new jobs. In Pays de Gueret teleworking solu-

tions are seen as a way of retaining people in the area and 

revitalising local shops and businesses. Teleworking via 

broadband Internet is just starting to develop in Ha-

jduszoboszlo LLS and is also a breakout point in Karcag 

LLS where, for example, 25 people are employed by a 

rurally-based telemarketing centre. 

 

Other services 
 

This grouping includes Public administration and de-

fence; compulsory social security (L); Education (M); 

Health and social work (N); Other community, social and 

personal service activities (O); Activities of households 

(P) and Extra-territorial organisations and bodies (Q). It 

is dominated by public services and civil society and vol-

untary sector activities but does include some private sec-

tor activities. After a number of years of increase, Cede-

fop (2010) anticipates that the overall number of jobs in 

the EU in non-marketed services will increase more 

slowly over the next ten years (by just over one million 

from approximately 53 million in 2010). The share of to-

tal employment will remain almost constant at around 

23.2%. This moderate growth results from different 

trends within this sector: considerable demand increase in 

health care and education will be partly offset by reduced 

demand in public administration due to expected public 

budget constraints. 

 

Public administration and defence; compulsory 

social security; Education 

 

In the Essex and Limousin case study areas, job 

losses in public administration are expected. For example, 

the high percentage (83%) of tertiary employment in Pays 

de Tulle can be explained by the considerable proportion 

of public employment (42% of total employment, a rise 

of three percentage points since 2000) in the area and the 

number of public sector jobs is likely to fall. In Pays de 

Gueret public employment levels are also high and the 

same trend is expected. Consequently, the level of many 

services in rural areas (such as job centres) has declined 

in Essex, as it has in Pays de Tulle and Pays de Gueret. In 

Pazardjik AA rural public service jobs (education, health-

care) have been lost as a consequence of the economic 

recession and in many remote areas, as also in Bistrita-

Nasaud county, public services are not sufficient. In the 

Chelmsford and Braintree TTWA child care clubs for 

school age children run as part of the local school, as an 

independent business or as a charity can be a focal point 

of support for working parents. Consulting and business 

services are almost lacking in Pays de Gueret. In Karcag 

LLS child care, adult education and retraining, business 

support and programmes for disadvantaged people pro-

vide opportunities for more rural jobs and the potential 

for e-public services was mentioned. 

 

Health and social work 
 

The growing elderly population in the Chelmsford 

and Braintree TTWA is relatively wealthy, many having 

incomes from private as well as state pensions, and so the 

‘silver economy’ is becoming increasingly important. As 

well as being an expanding market for leisure and other 

services there will be an increasing need for specialist 

services which will provide rural jobs such as healthcare, 

home helps, transport, entertainment and ‘sheltered’ ac-

commodation. By 2021, in Essex as a whole there will be 

75% more over 85s than there were in 2009 and over a 

quarter of the population will be over 65 years old. To 

mitigate the expected huge increase in costs the propor-

tion of the care service budget allocated to residential 

care is likely to be reduced through a series of measures 

including more home-based delivery by ‘telecare’ (Audit 

Commission, 2010). Physical access to health and social 

services (such as hospitals) from rural areas other than by 

car can already be difficult. 

In Pays de Tulle and Pays de Gueret, the rural popula-

tion, in particular, is ageing (partly through natural ageing 

and partly through retired incomers) and the demand for 

caregivers is increasing (they account for a higher percent-

age of jobs in rural areas) and the social and charitable 
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economy is a potential, although limited, opportunity for 

new jobs. Pays de Gueret is covered by support services 

for elderly people living at home (home-delivered meals, 

home help, home nursing care, etc.) and such services are 

generally in plentiful supply and well organised. In terms 

of number of businesses the health and welfare sector oc-

cupies fourth place, reflecting the connection with the high 

percentage of elderly people. The decline in neighbour-

hood services (doctors, dentists etc.) in rural areas provides 

an opportunity for young graduates and people to settle in 

rural areas and to set up service companies there. 

Although ageing populations were also reported in all 

NMS case study areas, sometimes linked with retired 

people returning to lower cost-of-living rural areas to live 

and perhaps take up semi-subsistence agriculture, such as 

in Pazardjik AA, elderly people are generally less 

wealthy and therefore constitute a smaller ‘market’ than 

in France and the UK. They are also less mobile than 

younger people in terms of changing their place of resi-

dence. The establishment of social care institutions in re-

mote parts of the Hajduszoboszlo LLS is seen as an op-

portunity for job creation. In Bistrita-Nasaud county, age-

ing will lead to an increase in the need for social care and 

homes for the retired. The aging of the rural society bring 

also new employment opportunities: home-care or house-

hold services (currently done by family members or 

neighbours), and business-based elderly-homes for single, 

wealthy old people. At present, the increasing numbers of 

social care jobs (e.g. housekeepers in families with older 

or handicapped people) are attracting women from the 

county to migrate to the EU-15. 

 

Other community, social and personal service 

 activities 
 

This very mixed sector does include some private 

sector activities and is a convenient place to deal with lo-

cal private sector trades. In the Chelmsford and Braintree 

TTWA, ‘cash rich, time poor’ people (such as those who 

commute to jobs in urban centres) are a big market for lo-

cal tradespeople providing a range of services. These in-

clude gardeners, tree surgeons, carpenters serving the 

luxury market (e.g. spiral staircases and bespoke kitch-

ens), marble worktops, furniture making, restoration and 

polishing, swimming pool maintenance, cleaners, build-

ers and building maintenance, traditional skills (such as 

reed cutting, hedge laying and thatching, blacksmiths), 

plumbers, car repair/mechanic, electricians, kindergarten, 

beauty service, mobile hairdresser, pedicure, cattery, dog 

‘sitters’ and dog grooming. For these there may be supply 

chains, for example thatchers need farmers who know 

how to grow thatching straw. 

There is a need for good quality tradesmen in Pays de 

Gueret as existing businesses have full work schedules. Job 

offers for salaried gardeners have increased by 67% in two 

years and tradesmen by 500%. In Hajduszoboszlo LLS 

there are job opportunities for craftsmen such as plumbing 

and electrical work. Once rural people Bistrita-Nasaud 

county have more money to spend, new services will be 

needed, such as house construction and repairs, car repairs, 

television repairs, plumbers, hairdressers, utilities devel-

opment, change in the energy system of houses and of 

farms, clean water assurance etc., which could be provided 

by rural micro enterprises. A shortage of such services in 

Pazardjik AA is also attributed to the limited demand, al-

though the peri-urban zones located close to the mountains 

have the potential to attract people to live there rather than 

in the urban centres, thus creating a market. 

 

Activities of households; Extra-territorial  

organisations and bodies 
 

No case study area reports identified potential for ru-

ral employment creation in these small sectors. 

 

Conclusions 
 

The trends in rural employment identified by the 

RuralJobs field research are consistent with those predicted 

by Cedefop (2010) to occur at EU level (i.e. rural and ur-

ban) over the next ten years. Across the EU, jobs in most if 

not all sectors are present in rural areas. Although agricul-

ture and manufacturing will clearly continue to be of major 

importance, rural job creation need not be constrained to 

employment based on agriculture and related sectors, and 

indeed most new rural jobs will be created in services. 

A key point arising from the research is the need to 

maintain complete supply chains. This is especially evi-

dent in the agri-food supply chain where, for example, the 

absence of a local processing industry can depress the 

levels of upstream and downstream activities. It is also 

true in the renewable energy supply chain, where biomass 

production relies on the existence of local processing de-

mand, and in tourism and leisure which requires a ‘mar-

ket’ in the form of consumer demand, within which local 

demand is frequently a significant component. 

The topic of regional resilience is relevant to rural areas 

which can often be dependent on only a few sectors. Whilst 

agriculture is the most frequently cited in this respect, the 

most striking example from the RuralJobs research relates to 

mining. In 2006 the lead-zinc ore mines around the village 

of Rodna in Bistrita-Nasaud county were closed and thou-

sands of miners were sent to early retirement or unemploy-

ment. While in 1989 there were 4000 employees in the 

commune, of which 2560 were in mining, 1000 in geologi-

cal prospecting and 600 in forestry, by 2009 out of the active 

population of 3800 only 675 were employed. 

The most appropriate approach to rural job creation var-

ies between different types of rural areas, and innovation and 

local resources (particularly natural capital) are important 

determining factors. The creation of jobs in sectors beyond 

agriculture can help rural areas in the EU to be part of a 
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smart, sustainable and inclusive economy delivering high 

levels of employment, productivity and social cohesion. 
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It is well established that agriculture-based bioenergy development has direct and indirect effects in economic, social, and envi-

ronmental fields. In social and economic fields, some effects emerge as a result of a close interaction between biofuel and agricultural 

product markets. Such interaction arises where agricultural products are used to satisfy both food and energy demands. Consequently, 

this interaction gives rise to competition for agricultural products, including land resources, between biofuel and food industries. 

Generally the levels of competition intensity depend on the availability of land resources, which essentially determines the potential 

volumes of agricultural production where other traditional measures for increasing production volumes are exhausted.  

The article aims to reveal a theoretical approach towards competition for land resources resulting from bioenergy development and 

to formulate preconditions for minimizing this competition. The research methods include monographic method, analysis for comparison 

of different opinions, analysis and synthesis of scientific literature, generalization, modeling, and logical abstraction techniques. 

In many cases, various bioenergy development studies and models make only a passing reference to the issue of land resources. 

This article reveals competition for land resources triggered by agriculture-based bioenergy development, the preconditions for its 

formation and possible ways of manifestation. It discusses the competition for land resources through land conversion and land real-

location. Furthermore, it looks at the most common arguments to deny the competition for land resources, its scope and importance. 

These arguments are usually grounded on the possibilities of improving agricultural productivity and the use of additional or set-

aside land that is marginal in terms of food/fiber production. Some bioenergy development scenarios consider waste generated in 

food/fiber production to be the main source for biofuels production. 

One of the main outcomes of this article is a theoretical model of changes in the use of land resources under the conditions of intense 

bioenergy development, which focuses on the national level. This model displays the distribution of land resources in both pre-bioenergy 

and post-bioenergy environment. Following this model preconditions for minimizing competition for land resources are presented. Firstly 

there are discussed a view on exogenously restricted allocation of land resources, which is vital to preventing food shortages and food price 

shocks in the short term. On the other hand there are also presented a viewpoint that government regulation (various prohibitions) cannot 

bring about an appreciable effect in this land resource allocation area. However, the experience of various countries shows that subject to 

political regulation of the said competitive area coexistence of the production of biofuels and food is basically possible. 

Key words: bioenergy, biofuels, competition, land resources, land conversion, land reallocation, agricultural products, biomass. 

JEL Code: Q24, Q28, Q42, R14. 
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Depletion of conventional energy sources leads to a 

more rapid uptake and broader use of renewable energy 

sources, including bioenergy. According to the data of the 

international organization Renewable Energy Policy Net-

work for the 21st Century (REN21) (REN21, 2010) about 

18 percent of global energy production came from renew-

able sources and by 2010 reached a turning point in the 

context of global energy supply. During the period 2007 - 

2009 the number of countries engaged in specific programs 

of renewable energy development increased from 68 to 85. 
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European Union (EU) Member States also have high ambi-

tions to develop alternative energy. Those countries should 

reach the target of meeting at least 20 percent of total en-

ergy needs from renewable sources (European Commis-

sion, 2010a). Already now Germany, France and some 

other EU Member States are world leaders in different ar-

eas of renewable energy development. 

Among renewable energy sources, bioenergy has an 

important place. There is a rapid increase in the supply of 

bioenergy, which is commonly associated with the pro-

duction and placing on the market first generation biofu-

els (Rathmann et al., 2010). Bioenergy enjoys advantages 

over conventional energy. The advantages can be seen in 

both environmental and socio-economic fields. 

In defining the environmental benefits, it should be 

emphasized that bioenergy extraction produces low levels 

of net CO2 emissions (Berndes et al., 2003, Ignaciuk et al., 

2006). Furthermore, bioenergy contributes to the supply of 

sustaining power and it is essential in pursuance of sustain-

able energy in the future (Ignaciuk et al., 2004; Graham, 

2007; Klevas and Streimikiene, 2006; Ros et al., 2010, 

etc.). Advantages in the socio-economic field include 
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opening up the economic potential of rural areas (Ra-

jagopal et al., 2007) associated with a more efficient use of 

local natural resources. For this reason, almost every coun-

try with ambitions in the field of renewable energy strives 

to make a better use of the biomass resource potential and 

thus to realize its diverse benefits: environmental protec-

tion, increased energy security and employment in rural ar-

eas, reduced current account deficit, etc. 

Although the advantages of bioenergy development 

are clearly understood and they are given increasingly 

more consideration, there is a constant debate on possible 

undesirable effects of this development. Intensive bio-

energy development based on existing technologies is in-

extricable from potential socio-economic problems. Here 

the main problem lies in the potential of bioenergy 

(equated with the production of biofuels) being largely 

identical to the potential of producing raw materials for 

food. With the high rates of bioenergy development and 

limited and/or ineffective extraction of biomass from 

non-agricultural land areas, it becomes apparent that land 

areas are diverted from their original and main purpose, 

i.e. food and feed production. Larger or smaller agricul-

tural land areas are used to produce biomass, which is in-

tended specifically for bioenergy purposes, while agricul-

tural products that are normally allocated for food and 

feed, are put to an alternative use (biofuels production). 

This can be described as the reallocation of agricultural 

land for the needs of food industry and bioenergy, which 

creates a fundamental contradiction between the solution 

of problems of providing with food and energy. 

For all those reasons, the interaction between biofuel 

and agricultural product markets and the problem of a 

sufficient supply of agricultural products for food and 

non-food needs (bioenergy in particular) are becoming 

increasingly evident (BRDB, 2009). This is a big chal-

lenge for agriculture of any country, including the EU 

Member States. As pointed out by Ignaciuk et al. (2006), 

Europe creates favourable conditions for a growing de-

mand for biofuels. On the other hand, the land resources 

and their productivity growth potential for additional ag-

ricultural production are insufficient. Scarcity of land re-

sources, the demand for a fast development of bioenergy 

and the posed challenges of food security lead to a new 

trend in the agrarian economy: increasing competition for 

land resources for food industry and bioenergy develop-

ment. This new trend has to be fully investigated and 

modeled by researchers. 

Research aim: to reveal a theoretical approach to-

wards competition for land resources resulting from bio-

energy development and to formulate preconditions for 

minimizing this competition. 

Research tasks: 

1. to discuss competition for land resources for food 

and bioenergy needs, preconditions for its emergence, 

and potential effects; 

2. to reveal the theoretical aspects of land resource 

allocation for bioenergy needs by creating a theoretical 

model of changes in land use with regard of the potential 

competition for land resources and to formulate precondi-

tions for minimizing this competition. 

Research object: competition in the field of land re-

sources. 

In this article, land resources are understood as agri-

cultural land which is used or could potentially be used 

for agricultural production for food and bioenergy needs. 

The study relates exclusively to the field of bioenergy, 

which is associated with the use of agricultural products 

(agriculture-based bioenergy development). 

Research methods: the article is based on mono-

graphic method, analysis for comparison of different opin-

ions, analysis and synthesis of scientific literature, gener-

alization, modeling, and logical abstraction techniques. 

 

Competition for land resources, its essence,  

preconditions for emergence, and possible effects 
 

All countries have old traditions of using biomass for 

energy generation. Meanwhile, bioenergy as an industry and 

a business is only coming into being by gaining essential 

competitive advantages in the market. The bioenergy pro-

duction chain is long and complicated. In bioenergy devel-

opment, land and other agricultural production resources be-

come an input in the bioenergy production chain. Agricul-

tural products, which are commonly considered to be an in-

put of the food production chain, also become an input in the 

bioenergy production chain (Rathamann et al., 2010). In 

other words, a certain amount of land resources lies under 

each first-generation biofuels unit, which was not used for 

other needs, such as food, fiber or feed. Bioenergy leaves its 

ecological footprint not so much through land resources 

needed to absorb carbon dioxide emissions but rather 

through the amount of land resources required for biomass 

production. It should be noted that in the bioenergy produc-

tion and consumption chain the competition is likely to 

emerge for: (a) land and other production resources; (b) ag-

ricultural products; (c) intermediate bioproducts; and (d) en-

ergy market share. To get a better view of the competition, 

which keeps increasing due to the bioenergy development, it 

is necessary to take into account the so-called displacement 

impact. According to Madlener and Myles (2000), there are 

two possible forms of this displacement: 

1. market displacement; and 

2. factor displacement. 

Market displacement. Increasing amounts of biofu-

els provided by the market lead to a displacement of the 

energy market, which is related to changes in the market 

structure of energy sources. In the market, a certain 

amount of electricity and/or heat obtained from conven-

tional sources is to a certain extent replaced and/or sup-

plemented by bioenergy supply. Furthermore, this dis-

placement causes certain consequences of the competi-

tion in the energy market and increases the demand for 
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agricultural products as raw materials for bioenergy. The 

agricultural product market that used to satisfy the food 

and fiber producers' demand now sees a new source of 

demand opening up: a demand generated by bioenergy 

producers. According to Ignaciuk et al. (2004), who cite 

Azar (op. cit.), increasing growth of biofuels production 

can make significant adjustments to the prices for rele-

vant agricultural products. The markets of individual ag-

ricultural products show high sensitivity to the new 

source of demand. Usually, significant growth in the pro-

duction of certain products results in a reduction in the 

production volumes of others (BRDB, 2009) due to a de-

crease in the land resources allocated thereto. This is re-

lated to the so-called factor displacement. 

Factor displacement. Factor displacement is af-

fected by displacements in the bioenergy production 

chain. With the growing demand for bioenergy and thus 

for agricultural products, major changes can also emerge 

in the allocation of land as the main agricultural resource. 

Participation in the bioenergy chain is an individual deci-

sion of a farmer. The return of agricultural activities de-

pends on how different cultures are spread on a fixed land 

area (Rathamann et al., 2010). The growing biofuels mar-

ket can adjust their farming activities and affect the cur-

rent land-use structure (Rathmann et al. 2010; Ignaciuk et 

al. 2006; RUBIRES, 2010). Rathamann et al. (2010) de-

scribe this phenomenon as increasing dynamics of land-

use changes. An effect may also result from region spe-

cific land use characteristics, the farmers' existing knowl-

edge, technologies, and government policies. 

Basically, farmers are motivated by expectations of 

future markets. Typically, these expectations are con-

cerned only with short-term (Rathamann et al., 2010). 

Expectations of high returns from energy crops prompt to 

increase the areas of these crops. Rathmann et al. (2010) 

and Ignaciuk et al. (2006) cite Borjesson (op. cit.) and ar-

gue that conversion of a part of agricultural land to plan-

tations of biomass for energy would lead to scarcity of 

land resources for food production. According to Hart 

(op. cit.), it is unlikely that sufficient additional amounts 

of required land resources would be gained from unculti-

vated or less fertile land since such option is available 

only in individual cases (Ignaciuk et al., 2006). When less 

fertile land is used for the production of energy plants, 

there is an additional burden not only on the land re-

sources but also on the environment. The endeavor to ob-

tain yields comparable to the yields from good quality 

soils call for resource-intensive technologies, and this, in 

its turn, produces negative effects on the environment. 

The issues of land resource sufficiency for food, fi-

ber, bioenergy, and other needs have been addressed by 

scientists for more than a decade. The outset of “food or 

bioenergy” dilemma dates back to 1970, when the search 

for alternatives to conventional energy sources got un-

derway (Rathamann et al. 2010; Timilsina, Shrestha, 

2010). The interest in biofuels was triggered by the 1970s 

oil crisis. However, the breakthrough of biofuels was im-

peded by the lack of competitiveness, which inherently 

reduced the competition for land resources between bio-

fuels and food products. Obviously, this reduced the ur-

gency of the problem of competition. 

In recent years, the growth of biofuel production has 

been moderate but nevertheless persistent. There have also 

been changes in the production of their raw materials (Aja-

novic, 2010). Its growth was coupled with a growing de-

mand for land resources. Consequently, there are growing 

numbers of global scientific debates over biofuels compet-

ing with food, feed and fiber due to the limited arable land 

resources and the effects of such competition (Rathmann et 

al., 2010). According to Walsh (1998), it is imperative to 

deepen the scientific understanding of the competition aris-

ing from the allocation of land resources for bioenergy and 

food production. The issues of competition for land re-

sources are addressed by Berndes et al. (2003), Ignaciuk et 

al. (2006), Rathmann et al. (2010), Bergsma et al. (2006) 

and Doran (2009), Keeney and Hertel (2009), Rosegrant et 

al. (2006), Ros et al. (2010), and others. 

The analysis of the various approaches to the compe-

tition resulting from bioenergy development requires tak-

ing into account biofuel sources in the first place. There 

are many potential biofuel sources. Theoretically, biofu-

els can be produced from any organic material. Scientific 

literature (Diamantidis, Koukios, 2000, European Envi-

ronment Agency, 2006, De Wit, Faaij, 2010) usually pro-

vides the following sources for biofuel production: 

1. forest biomass including logging and woodwork-

ing waste; 

2. agricultural crops (e.g. wheat, corn, rapeseed, 

sugar cane, etc.) and their waste (e.g. straw); 

3. short rotation energy crops (e.g., willow, hybrid 

poplar, etc.); 

4. animal waste (such as livestock and poultry ma-

nure); 

5. organic waste from food industries; 

6. organic material accumulated in sewage sludge; 

7. organic fraction of municipal waste. 

It should be noted that the research analyses agricul-

ture-based bioenergy development and therefore the fo-

cus is placed on biomass from agriculture and the re-

sources needed to produce it. The resource category is 

constricted to the most complicated field: land resources. 

To analyse the competition for land resources resulting 

from bioenergy development, all biofuel sources can be 

conditionally divided into two groups: 

I. group one – sources that do not require specifi-

cally allocated land resources. They include forest bio-

mass, livestock, food industry and agricultural crops 

waste, sewage and municipal waste organic fractions. 

II. group two – sources that require specifically al-

located land resources. They include agricultural crops 

and bioenergy crops. Land resources used to provide 

biomass for energy production can be two-fold: 1) aban-
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doned and other land areas that are not used (set aside) in 

agricultural activities due to low yields or food surplus, 2) 

land used for agriculture. 

All of the first group and the second group biofuel 

sources that do not require areas already used for agricul-

tural activities do not give rise to competition for land re-

sources. Based on this argument, some researchers (Ev-

ans, 1992; Berndes et al., 2003) argue that bioenergy de-

velopment potential, where competition for land re-

sources for agricultural use is eliminated, is physically 

possible. They think that bioenergy production is likely to 

evolve through better waste disposal and use of land re-

sources non-included into the production of agricultural 

products, and thus making no impact on the global food 

supply. This is also supported by Ignaciuk et al. (2006), 

Johnston and Holloway (2007); similar approaches can be 

found in some scientific studies (e.g., BRDB, 2009). 

These statements can be accepted only to a certain 

extent. Most of the arguments denying the competition 

for land resources also reject the possibility of a diverse 

land use. This is contrary to the previously made asser-

tion that farmers are directing their existing resources to 

economic activities that generate the highest returns. Fur-

thermore, bioenergy production by using waste and culti-

vating biomass on abandoned and set aside land is limited 

in respect of waste and land, and therefore, it is only pos-

sible at the initial stages of the development of bioenergy, 

when the needs for biomass for this purpose are not high. 

Only then such needs can be satisfied without using land 

resources dedicated for food and fiber needs. At later 

stages of development, land resources, which are used for 

food and fiber, can be included into the production of raw 

materials for bioenergy on a competitive basis. Moreover, 

according to Ravindranath et al. (2010), it should be 

borne in mind that currently economically viable produc-

tion of the first generation biofuels is based mainly on the 

use of food and feed agricultural products. 

The changes in land use that occur as a result of the 

competition for land resources are influenced by both in-

ternal and external factors (Rathamann et al., 2010). 

These factors may reduce the competition for land re-

sources. The growth of agricultural productivity should 

be regarded as the key internal factor, whereas the in-

crease in the efficiency of biomass conversion into biofu-

els should be attributed to external factors. Although the 

efficiency of the biomass conversion into biofuels is 

growing, the possibilities to reduce the competition for 

land resources are doubtful. The main reservations are re-

lated to the economic theory called Jevons Paradox (Al-

cott, 2005; Sorrell, 2009). An increase in the efficiency 

with which a resource is used tends to increase (rather 

than decrease) the rate of consumption of that resource. 

There are also technological and economic factors 

that determine the involvement of land resources used for 

agricultural purposes in energy biomass production. The 

production technologies of biodiesel, ethanol and some 

other dominant bioenergy products commonly use agri-

cultural products (rape, cereals, etc.) produced on land in-

tended for agricultural activities rather than waste. More-

over, bioenergy has to be competitive against other en-

ergy produced from renewable energy or conventional 

sources. Therefore, bioenergy raw materials must be 

cheap. They can be most effectively grown on fertile 

farmland with an intensive use of fertilizers, plant protec-

tion measures, and cutting-edge technologies. Obviously, 

that facilitates the harvesting of those raw materials. Nei-

ther the costs nor the quality of biomass produced in 

natural systems meet the modern requirements of bio-

catalysis (Gutterson, Zhang, 2009). 

While identifying the potential competition for agri-

cultural land resources, it is important to distinguish tar-

get energy crop plantations from traditional commodity 

crops. Establishment of energy crop plantations leads to a 

displacement of land as a production factor, which takes 

the form of a decrease in relevant land areas intended for 

food. Traditional agricultural products, both food and 

bioenergy needs, are grown in the same areas and the 

competition between bioenergy and food is not directly 

related to the land resources but rather to the produced 

agricultural products, and it takes place in agricultural 

commodity markets. The competition for agricultural 

products exists between food/fiber producers and biofuel 

producers. This competition may result from: agricultural 

product market prices (corn, wheat, rape); food prices; 

prices of conventional energy sources or even other re-

newable energy sources; cost-effective bioenergy produc-

tion technology; bioenergy user-friendliness; and energy 

and environmental policy. 

Discussions on competition for land resources inevita-

bly touch upon its effects. When elaborating on those ef-

fects, it should be noted that they are primarily concerned 

with the aforementioned factor displacement, when the in-

creasing demand for bioenergy raw materials can lead to a 

change in the structure of land resources. According to Ros 

et al. (2008), the effects produced by the development of 

bioenergy can be generally divided into direct and indirect. 

Direct effects. Direct effects directly and exclusively 

relate to the bioenergy production and consumption chain. 

This chain uses resources, generates a certain emission, 

provides services or products, and employs people. The 

changes in these categories are considered as direct effects 

(Ros et al., 2008). Such direct effects include: certain 

changes in land use, changes in water resource use, 

changes in labour resources, profit changes, changes in 

greenhouse gas emissions, etc. Since those effects are di-

rectly linked to the production-consumption chain, they 

can be controlled by the production chain players. 

Indirect effects. Indirect effects are caused by the in-

troduction of biofuels in the energy resource structure, 

however they cannot be directly associated with the pro-

duction-consumption chain (Ros et al. 2008). Indirect ef-
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fects include any effects that manifest themselves in all ac-

tivities while their expression can be reasonably identified. 

When the effects of competition for land resources 

are singled out, it is appropriate to draw attention to a 

number of similar but essentially different processes that 

affect the changes in land use: 

1) land involvement; 

2) land conversion; 

3) land reallocation. 

Land involvement. This can be seen as involvement 

of less fertile land into the production of raw materials for 

bioenergy. Ros et al. (2008) argue that in the instances 

where poor soil (the authors assume that the soil does not 

generate any agricultural or forestry products) is taken for 

biomass cultivation all the resulting effects are direct ef-

fects, however no competition is observed. 

Land conversion. Land conversion means a change in 

the land-use. New land areas, which previously used to be 

passively exploited, would be taken for bio raw material 

production, where intensive production of bio raw mate-

rials would start. This would produce an additional 

amount of biomass required for agriculture-based bio-

energy development. New sources of land for biomass 

production include pastures and rangelands (BRDB, 

2009) or land that is free due to low yields. Generally, 

this is referred to as an indirect land-use change effect. It 

should be noted that land conversion is an important as-

pect for the environmental issues, as it is likely to affect 

the carbon cycle. High food, feed and energy crop prices 

may result in the conversion of pasture and forest land to 

farming land, which may affect the sustainability. In this 

study, this aspect is not addressed. It must be noted that 

land conversion effects are attributed to indirect effects. 

Land reallocation. In this case it means allocation of 

the existing agricultural land for various uses (production 

of raw materials for food, fiber, and bioenergy). When 

land resources are reallocated, some of them can be used 

for biomass plantations. Most studies consider biomass 

plantations to be the main source of biomass energy 

(Berndes et al., 2003). Some authors (Ignaciuk et al., 

2006) no longer attribute that to agricultural production. 

It is noted that the expansion of biomass plantations 

would reduce land areas suitable for agricultural produc-

tion (ibid.). Therefore, it may lead to agricultural intensi-

fication and a need for changes in consumption patterns. 

There is another specific change that could be attributed 

to land reallocation. Some land areas are used to produce 

export production, therefore theoretically some land re-

sources can be considered to be allocated for export 

needs. Some studies address the possibility to use those 

areas for bioenergy needs (EEA, 2006), which would lead 

to the effect of a decrease in agricultural export potential. 

Land reallocation effects are also attributed to indirect ef-

fects. 

Under land reallocation, when energy biomass culti-

vation starts on the existing fertile land (e.g., agricultural 

land, which was previously used for food, feed, and fiber 

production), indirect effects become apparent. Then, the 

primary agricultural crops have to be grown somewhere 

else or the consumption habits must change (Ros et al. 

2010). In other words, the consumer behaviour should 

change. Lately, such agricultural production "change" is 

increasingly discussed in the literature (Searchinger et al., 

2008, Fargione et al., 2008). Consumers do not always 

have the possibility to change their behaviour (consump-

tion habits), particularly regarding basic consumer goods. 

When agricultural products are used for both food and 

bioenergy, the supply of those products may fail to meet 

the demand, and consequently that would result in re-

duced agricultural supplies and a destabilised market. 

That manifests itself through fluctuations of agricultural 

product prices in international and domestic markets. It is 

often difficult to say unequivocally what are the major 

causes of such fluctuations, however, it is recognized that 

an intensive development of bioenergy has an effect on 

them (Schmidhuber, 2006, FAO, 2009). Price fluctua-

tions are determined not only by the differences in de-

mand and supply but also by the expectations of the pos-

sible difference between them in the future. 

Whether the development of bioenergy will affect ag-

riculture towards extensification/intensification depends on 

land involvement, conversion, and reallocation opportuni-

ties. Extensification ensues from expansion of cultivated 

land that can be used to produce energy biomass. Limited 

land involvement, conversion and reallocation opportuni-

ties give rise to production intensification, i.e. an increase 

in the yields from the same unit of area. Technological 

achievements also contribute to the intensive growth of ag-

ricultural productivity. Intensification potentially limits the 

competition for land resources but increases the demand 

for other factors of production. Failing to meet the growing 

demand for bio raw materials by increasing the yields, it 

would be necessary to exploit previously unused land areas 

or to impose further restrictions on food, feed or fiber crop 

production in order to satisfy energy needs. This should be 

taken into account when allocation of land resources for 

bioenergy purposes is planned. 

 

Theoretical aspects of land allocation for  

bioenergy needs 
 

As noted before, bioenergy development and food 

security represent two national strategic objectives. In 

pursuance of both goals competition for land resources 

can emerge. It can be observed when bioenergy develop-

ment policies are modeled on various levels. Those pre-

conditions for competition emergence have been dis-

cussed above. Compatibility of the said goals can be 

sought in different ways, through various policies and 

measures. For this purpose, a targeted bioenergy devel-

opment policy is formulated. Minimization of competi-

tion for land resources should be one of the most impor-
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tant tasks of the bioenergy development policy. Such pol-

icy-making can not do without specific agriculture-based 

bioenergy development principles. 

In order to formulate agriculture-based bioenergy de-

velopment principles, potential changes in land-use associ-

ated with an intensive development of bioenergy must be 

taken into account. A theoretical model of changes in land-

use under intensive bioenergy development conditions may 

serve this purpose (Figure 1). Such models are based on a 

positive attitude, which takes into account the potential 

land-use changes. The positive attitude is revealed through 

the biomass potential approach, which is used in many 

models of bioenergy development (RUBIRES, 2009). 
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Figure 1. Theoretical model of changes in land use under intensive bioenergy development conditions (concluded by the authors) 

 

It should be noted that to find a solution to the prob-

lem of competition for land resources it is necessary to 

take a normative approach, which lays down how the 

land resources should be distributed or how the distribu-

tion should be performed. It must be said that the model 

focuses on the production of first generation biofuels that 

is mainly based on agricultural products, which means 

potential competition for land resources. 

The land resources in Figure 1 comprise non-targeted 

land and agricultural land, which in its turn can be subdi-

vided into temporarily set-aside land, traditional agricul-

tural crops (e.g. cereals), and non-traditional crops (e.g. 

medicinal herbs, flavoring herbs, etc.). One of the factors 

increasing the demand for the said land is agriculture-based 

bioenergy development. Those needs may also be boosted 

by other factors such as a strong economic growth in some 

countries (e.g. China, India), leading to a large demand for 

food and non-food products. The changes in the structure 

of land resources caused by bioenergy development are 

likely to result in shrinking non-targeted land and tempo-

rarily set-aside areas. This process can feature both inclu-

sion of temporarily set-aside land and conversion of the 

non-targeted land to agricultural areas. That would likely 

allow maintaining unshrinking areas of traditional agricul-

tural crops. Those areas are important in meeting the de-

mand for agricultural products, which stems from both the 

growing demand for agricultural products and the growing 

demand for biofuels (ethanol, biodiesel). In other words, 

adequate areas of traditional crops are an important factor 

in maintaining the food system adaptability (or adaptive 

capacity). The adaptive capacity depends on the geo-

graphical location of the country, its economic develop-

ment level, natural resources, social environment, institu-

tions, government, and technologies. 

Bioenergy development can lead to one of the main 

changes in land-use: increasing land areas devoted to en-

ergy crop plantations. The initial land resource composi-

tion contains energy crop plantations, which are consid-

ered to be scarce and thus they are not separated from 

non-traditional agricultural crops. 

The land resources described in the model generate 

both primary products and by-products that can be used for 

bioenergy and other purposes. The proposed model identi-

fies three groups of products: agricultural products (ob-

tained from traditional and non-traditional agricultural 

crops), biomass suitable for energy needs only (produced 

on energy crop plantations), and waste or by-products aris-

ing from the aforesaid production and processing. It should 

be noted that the waste that is suitable for bioenergy pro-
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duction can also be derived from other economic activities 

(forestry, food industry, public utilities, etc.). 

The model also indicates that moderate agricultural 

intensification, balanced with the requirements of the 

good farming practice, can help to mitigate the competi-

tion for land resources between biofuels and food produc-

tion. It should be noted that the quantity of agricultural 

products that can be used as raw materials by food and fi-

ber industries is also affected by foreign trade flows. Big 

volumes of imports of agricultural products can allow 

larger quantities of locally produced agricultural products 

to be used for bioenergy; however that would undermine 

food security. Conversely, intensive agricultural product 

exports reduce the opportunities for locally produced ag-

ricultural products to be used for bioenergy needs. Fur-

thermore, it should be emphasized that non-agricultural 

biomass (generated from other activities), for example, 

peat, wood, etc., can also be used for bioenergy. 

Bioenergy development needs a compromise not only 

with land resources used for food production but also the land 

resources falling on natural systems (Bergsma et al., 2006). 

The areas that belong to natural systems are not reflected in 

the model. However, it can be assumed that the need to in-

crease land areas required for food and energy production can 

reduce the land areas belonging to natural systems. 

Some authors (Rathaman et al., 2010) argue that 

there is no guarantee that the development of bioenergy is 

not going to aim at the existing agricultural land, which is 

devoted to traditional crop production. According to the 

said authors, subject to an increase in areas used for en-

ergy plantations, changes in the structure of fertile land 

resources is quite likely. This can be caused by subjective 

decisions of farmers, their expectations for the future, a 

user-friendly infrastructure, etc. 

Most countries have ambitions to develop bioenergy 

by using superfluous, deteriorating, and marginal land 

(Ravindranath et al., 2010) and thus to reduce the competi-

tion for land resources. Some authors (Charlton et al, 2009) 

think that biofuel competition with food production can be 

reduced by growing non-food products. However, this type 

of bioenergy development still exposes competition for ag-

ricultural land (Timilsina, Shrestha, 2010) (e.g. growth of 

energy plantation areas in Figure 1). Therefore, there are 

attempts to find ways to minimize this competition. That 

benefits from clear principles of the development of bio-

energy and a targeted bioenergy development policy that 

takes into account different effects of bioenergy develop-

ment, including competition for land resources. 

As mentioned above, the attempts to find a solution to 

the problem of competition for land resources require a 

normative approach. It is true to say that this approach is 

based on the "food first" paradigm (De Wit, Faaij, 2009). It 

is argued that a country (or region) must maintain a certain 

level of food and feed self-sufficiency. John Lozier (quoted 

in Straeten, 2007) suggests that a country has to produce 

about 90 percent of food and feed it needs. This approach 

may also be supplemented by bioeconomic approach, 

which takes into account the economic and environmental 

aspects of bioenergy development (RUBIRES, 2009). 

Walsh (2008) emphasizes that the allocation of land re-

sources for bioenergy must be determined exogenously, 

which is also consistent with the normative approach. The 

main reasons for this allocation are based on the need to 

increase energy crop areas, which is consequent on the ex-

pectation that prices of raw materials for bioenergy will in-

crease. However, significant amounts of land are required 

to meet food needs, which are basic necessities above all. 

Therefore, in order to preserve social stability, it is advis-

able to determine the limits of land-use changes exoge-

nously. The maximum amounts of land allocation for bio-

energy may be determined in several ways (Walsh, 2008): 

(a) a percentage of the total land resources (land suitable 

for agricultural production), (b) the difference between the 

total land resources and the average quantity of land re-

sources satisfying the food and feed needs, (c) only idled 

lands is used for production of bioenergy raw materials. 

The preconditions for competition for land resources 

caused by agriculture-based bioenergy are discussed 

above. Nevertheless, according to Ajanovic (2010), coex-

istence of the production of biofuels and food is basically 

possible subject to political regulation of this competitive 

area. However, this may take a variety of ways. In par-

ticular, it is necessary to ensure that sufficient agricultural 

resources are allocated to traditional agricultural crops. It 

is argued that straightforward bioenergy development 

principles, which would serve a point of reference in 

making a clear bioenergy development policy, could im-

prove the coexistence and mitigate the competition. 

Minimizing the described competition for land resources 

is among the challenges of the policy. 

The key agriculture-based bioenergy development 

principles, which enable to pursue coexistence between 

biofuels and food production, include: 

• priority of food security over bioenergy development 

(increased energy security) (De Wit, Faaij, 2009; Walsh, 

2008); 

• priority development of bioenergy based on waste 

and biomass, generated from non-targeted land or temporar-

ily set-aside areas (Bergsma et al. 2006; Prabhakaran, Elder 

2009; Timilsina, Shrestha, 2010; Ravindranath et al., 2010); 

• moderate intensification of agricultural production 

(increasing yields on existing energy crop plantations) com-

bined with good farming practice requirements (Bergsma et 

al., 2006, Prabhakaran, Elder 2009; Rathmann et al., 2010); 

• bioenergy development at the expense of agricul-

tural exports (Timilsina, Shrestha, 2010); 

• competitiveness with respect of conventional and 

other alternative energy sources. 

The moderate agricultural intensification principle can 

sound rather contradictory. Prabhakaran and Elder (2009) 

note that various studies try to assess how much agricultural 

land would free for various needs as a result of increased 

agricultural productivity. According to Gutterson and 
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Zhang (2009), the best way to maximize biodiversity in the 

region is to increase agricultural productivity. Productivity 

growth helps to prevent destruction of forests and other en-

vironmentally destructive economic activities (Prabhakaran, 

Elder, 2009). Productivity growth is often inseparable from 

intensification of agricultural production. It allows maxi-

mizing land resources which can be diverted from the pro-

duction without reducing the product and returned to natu-

ral environmental systems, thus enhancing biodiversity. 

Based on the above-formulated principles, the directions 

for agriculture-based bioenergy development can be formu-

lated (Table 1). The table below shows the preconditions for 

bioenergy development in a particular direction and the po-

tential negative social and economic consequences. A bio-

energy development direction chosen by a country or a re-

gion is specific, since it depends on various circumstances. It 

should be noted that in practice a few directions of bio-

energy development can be selected. It is worth mentioning 

that satisfaction of the local demand for bioenergy is a prior-

ity over biofuels exports (RUBIRES, 2009). 

 

Table 1. Potential negative social and economic consequences of agriculture-based bioenergy development (concluded by the authors) 
 

Agriculture-based bioenergy  

development directions 
Preconditions 

Potential negative social and  

economic consequences 

Based on waste 
• Environmentally-friendly technolo-

gies 
N/A 

Based on food and non-food crops 

from non-targeted land and tem-

porarily set aside areas 

• Set-aside land returned to production 

with regard of its economic potential 

• Environmentally friendly technologies 

• Products suitable for food applica-

tions, which are used for bioenergy 

needs, are surplus products 

N/A 

Based on food and non-food 

crops, when the crop structure fea-

tures an increasing share of crops 

with the largest energy potential 

• Environmentally friendly technologies 

• Socially undesirable land-use 

changes 

• Competition for land resources 

Reduction of agricultural exports 
• Regular exports of agricultural prod-

ucts suitable for bioenergy 

• An adverse impact on the foreign 

trade balance due to agricultural 

and food products  export decrease 

Based on energy crop plantation 

• Environmentally friendly technologies 

• Economically viable second-

generation biofuels 

• Socially undesirable land-use 

changes 

• Land resources are diverted from 

traditional crop production for 

years to come 

• Competition for land resources 

 

It is necessary to notice that this priority is prevalent in 

European countries (Timilsina, Shrestha, 2010). Most coun-

tries fail to satisfy the set national bioenergy consumption 

volumes with domestic production capacities only. As a re-

sult, this is achieved with recourse to foreign trade. 

The directions are arranged in order of priority based on 

the formulated negative social and economic consequences 

of bioenergy development. Agriculture-based bioenergy de-

velopment directions in order of priority are as follows: 

1) bioenergy development based on waste; 

2) bioenergy development based on food and non-

food crops from non-targeted land and temporarily set-

aside areas; 

3) bioenergy development based on food and non-

food crops, when the crop structure features an increasing 

share of crops with the largest energy potential; 

4) bioenergy development by reducing exports of 

agricultural products; 

5) bioenergy development based on energy crop 

plantations. 

The formulated priority directions allow tracing the 

ways in which the demand for bioenergy should be satis-

fied in the first place. Most discussions can arise from en-

ergy plantations being given the lowest priority. The au-

thors of the article take the view that energy crop planta-

tions required diverting land resources from the produc-

tion of commodities suitable for food for years to come, 

and this may pose threats to food security. 

While participation in the bioenergy production chain 

is a decision made by an economic operator, it may never-

theless be influenced by governments and other institutions 

(Rathamann et al., 2010). The decisions of economic op-

erators may be adjusted by both the EU-level policies and 

national policies. There are various global and national ini-

tiatives investigating land-use alternatives, e.g. Roundtable 

for Sustainable Biofuels, Roundtable for Sustainable Palm 

Oil. Most of the initiatives focus on biomass supply prob-
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lems (Gutterson, Zhang, 2009). Kartha and Larson (2000) 

note that, in deciding on how much and what resources 

should be allocated for bioenergy purposes, political 

mechanisms will be all-important. The authors argue that 

the market alone may not be an adequate land resource al-

location mechanism and it cannot reduce the risks. It must 

be understood what are the agricultural production devel-

opment priorities at the local level and what resources will 

help develop the priority areas. 

Intensification of bioenergy development requires 

changes in related policies. A policy that limits the nega-

tive effects of agriculture-based development of bio-

energy can be considered suitable. Agriculture-based bio-

energy development represents a cross-sectoral challenge. 

A relevant bioenergy policy coupled with sustainable de-

velopment practices can result in a synergy effect. In 

terms of policy areas, it can be distinguished between en-

ergy, environmental, and agricultural policies. The syn-

ergy effect is also possible where those policies are com-

bined. In the future, those polices are expected to con-

verge (Rajagopal et al., 2007). They can stimulate the de-

velopment of bioenergy and adjust the direction of the 

development. For example, national land-use programs, 

which encourage crop rotation, fallowing areas, etc. 

(Rathamann et al., 2010). 

It is recognized that policies can influence land conver-

sion (Ravindranath et al., 2010). For example in India, con-

version of forest land into agricultural land is prohibited. On 

the other hand, it is argued that government regulation (vari-

ous prohibitions) cannot bring about a significant mitigation 

of competition between fuel and food production (Prab-

hakaran, Elder, 2009). Therefore it is claimed that where it is 

not possible to prevent biofuels from competing for agricul-

tural resources which are used in food production or divert-

ing resources from major export income-generating activi-

ties, the biofuel production capacities of the country should 

not be developed (Ewing and Msangi, 2009). If the balance 

of payments allows, domestic biofuel production should be 

replaced by biofuel imports. Still, some authors observe cer-

tain impact areas that can directly or indirectly help mitigate 

the competition for land resources between biofuels and 

food production and/or reduce other potential negative 

socio-economic effects (Table 2). 

 

Table 2. Potential impact areas for agriculture-based bioenergy development (concluded by the authors) 
 

Agriculture-based bioenergy develop-

ment directions in order of priority 
Potential impact areas 

1. Based on waste • Promotion of agricultural waste collection and use in energy production 

2. Based on food and non-food crops 

from non-targeted land and temporarily 

set aside areas 

• Taxes imposed on abandoned, derelict land 

• Support for energy crop production on temporarily set-aside or non-

targeted land (Ravindranath et al., 2010) 

• Promotion of modernization of agricultural holdings with a priority for 

resource-friendly technologies (Bergsma et al., 2006, Prabhakaran, 

Elder 2009; Rathmann et al., 2010) 

3. Based on food and non-food crops, 

when the crop structure features increas-

ing an increasing share of crops with the 

largest energy potential 

• Promotion of logistics and modernization of the processing (Wirsenius 

et al., 2010) 

• Promotion of changes in eating habits (promoting use of products that 

require less land resources) (Wirsenius et al., 2010) 

• Promotion of modernization of agricultural holdings with a priority for 

resource-friendly technologies (Bergsma et al., 2006, Prabhakaran, 

Elder 2009; Rathmann et al., 2010) 

4. Reduction of agricultural exports 
• Reduction in export subsidies and other market-distorting measures 

• Promotion of bio-product exports with high value-added only 

5. Based on energy crop plantation 

• Restricted or prohibited direct foreign investments in energy crop plan-

tations (Ravindranath et al., 2010) 

• Promotion of modernization of agricultural holdings with a priority for 

resource-friendly technologies (Bergsma et al., 2006, Prabhakaran, 

Elder 2009; Rathmann et al., 2010) 

 

It is important to note that bioenergy can be developed 

in a number of directions by applying measures specific to 

those directions. In addition to those presented in the table, 

several related impact areas can be mentioned, which would 

help reduce competition for land resources between food 

and biofuel production. Certain limits of bioenergy devel-

opment, and thus limits of land allocation for bioenergy use, 

are determined by the export ban on biofuels until the do-

mestic demand for biofuels is satisfied. Needless to say, this 

measure alone would not mitigate the said competition 

(Ravindranath et al., 2010). The saving of production re-

sources, including land resources, is affected by the certifi-

cation of bioenergy production systems taking into account 

the costs of energy production (Prabhakaran, Elder, 2009). 

To maximize the best use of land resources in various sizes 

it is necessary to develop the biomass collection infrastruc-



 

36 

Vol.7, No. 1, 2011  ISSN 1822-3346 Economics and Rural Development 

ture. It is also necessary to have initiatives to promote the 

production of biomass with energy potential in areas with 

handicaps (Bergsma et al., 2006). According to these au-

thors it is necessary to promote research and development, 

in other words, to seek a breakthrough in agricultural tech-

nology (Gutterson, Zhang, 2009), i.e., to maximize the yield 

of plants used for both food and bioenergy production, and 

also to create and develop new energy plant crops, which 

have not only higher yields, but also make less impact on 

biodiversity. The support to biomass producers should be 

adequate to the promotion of biofuel producers, failing 

which, products suitable for food will be used in order to 

meet the increased demand for biomass. 

In view of the European Commission's Communica-

tion on the Common Agricultural Policy (CAP) after 

2013 "The Common Agricultural Policy towards 2020" 

(European Commission, 2010b) the issue of prudent pub-

lic finance should be emphasized. It is therefore neces-

sary to bear in mind that priority is given to those impact 

areas, which do not use or use less taxpayers' money, and 

where it is not possible to do without it, it should be used 

as efficiently as possible. 

Agriculture-based bioenergy development allows di-

versifying the use of arable land. That leads to an increase 

in the alternative costs of arable land (Rathmann et al., 

2010). Rathman et al. (2010) note that a study of an area 

in Brazil showed that increasing demand for biomass re-

sults in increased land value. If there is no change in the 

national agricultural sector regulation and bio-fuel supply 

does not grow, in the long-term agricultural areas will 

expand into areas that have not previously been used for 

those purposes (Rathamann et al., 2010). The demand for 

less fertile land is also likely to increase. However, it may 

be environmentally unacceptable. 

In summary, it can be maintained that competition for 

land resources resulting from agriculture-based bioenergy 

development can be minimized through a variety of political 

mechanisms. The selected impact areas and specific meas-

ures depend on the bioenergy development scale, technolo-

gies used, and possibilities to fund certain measures. 

 

Conclusions 
 

Both studies and expressed insights by most authors 

as well as the economic logic itself reveal the fact that 

with agricultural products becoming an input for bio-

energy production there is competition for agricultural 

products, including land resources. 

Increasing competition for agricultural products 

caused by bioenergy development manifests itself 

through market displacement and factor displacement. 

The market displacement is caused by an increase in the 

demand for biofuel raw materials, i.e. agricultural prod-

ucts. The increased demand for those products is satisfied 

by directing increasingly more agricultural products for 

the needs of bioenergy. That prompts the agricultural 

production to use growing quantities of land resources, 

unless there are changes in other factors. That leads to the 

aforementioned factor displacement, which results in 

competition for land resources. 

Looking into competition for land resources resulting 

from bioenergy development, the biofuel sources can be 

conditionally divided into two groups: those that do not 

require and those that require specifically allocated land 

resources. The sources of biofuel that do not require land 

used for agricultural practices do not create competition 

for land resources. 

Having summarized the arguments of the aforemen-

tioned authors it can be maintained that the contribution 

of bioenergy to the growth of the global energy supply 

largely depends on two critical parameters: the availabil-

ity of land resources and the yield of traditional agricul-

tural products and energy crop. The condition of the latter 

parameters determines the amount of land resources re-

quired for bioenergy needs. The less land resources are 

allocated for bioenergy, the more of them is left for com-

peting needs, such as food production, etc. 

With regard to land scarcity and the likely competi-

tion for it, attention should be drawn to a number of simi-

lar but essentially different processes - the inclusion, con-

version, and reallocation of land. 

The arguments supporting the point of view that 

competition does not exist or that it is insignificant are 

usually grounded on the use of additional or set-aside 

land that is marginal in terms of food/fiber production. 

Furthermore, they emphasize the possibilities of improv-

ing agricultural productivity. Some bioenergy develop-

ment scenarios consider waste generated in food/fiber 

production to be the main source for biofuel production 

as that would allegedly ensure the non-existence of com-

petition for land and agricultural products. 

The theoretical modeling of land-use changes often 

embraces both the positive and normative approach. The 

positive aspect reveals through a point of view based on 

the biomass potential, where reliance is placed on the 

physical, technical, and economic potential of bioenergy 

development. The normative aspect emerges when as-

sumptions are made on what distribution of land re-

sources would be acceptable for public or how land re-

source allocation should be accomplished. This approach 

is often based on the “food first” paradigm. 

The theoretical model of land-use changes under the 

conditions of an intensive development of bioenergy dis-

plays the distribution of land resources in both pre-

bioenergy and post-bioenergy environment. Following 

changes in land-use triggered by bioenergy development, 

agricultural products should account for a bigger part of 

biomass suitable for biofuels, while the biomass that is 

suitable for energy needs only should represent a smaller 

but nevertheless important part. In this case by-products - 

biodegradable waste - would also be obtained, which are 

also suitable for biofuel production. 
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In scientific discussions, arguments can be found 

saying that in market economy there can be no guarantees 

that bioenergy development will not attract too much ag-

ricultural land that is commonly used to produce agricul-

tural products for food. Therefore scientists speak for 

exogenously restricted allocation of land resources. Such 

restrictions would keep the production of agricultural 

products used for food and the supplies of such products 

required to prevent food shortages and food price shocks 

in the short term from being reduced to an unsafe level. 

The experience of various countries described by for-

eign authors shows that subject to political regulation of 

the said competitive area coexistence of the production of 

biofuels and food is basically possible. But in this case 

the policy of bioenergy development should embrace the 

land-use regulation, intervention into the distribution of 

agricultural products between domestic and foreign mar-

kets, and promotion or restriction of the use of agricul-

tural products for biofuels. Generally, the energy, envi-

ronmental and agricultural policies are expected to con-

verge. 

To frame the bioenergy development policy advocat-

ing co-existence between the biofuel and food production it 

is vital to have clear bioenergy development principles. 

Those principles should serve the basis for shaping priority 

bioenergy development directions. They would focus on 

bioenergy development that does not reduce the food self-

sufficiency of the country, i.e. uses surplus agricultural 

products for bioenergy purposes and does not withdraw 

land resources from the production of agricultural products 

suitable for food for years to come (the case of energy crop 

plantations) but rather uses non-food biomass. 

The foreign bioenergy development practice shows 

that political measures can affect the possibilities of land 

conversion. On the other hand there are also those saying 

that government regulation (various prohibitions) can not 

bring about an appreciable effect in this area. It is there-

fore concluded that a country must assess its ability to en-

sure that biofuels do not compete for agricultural re-

sources with food production and do not divert resources 

from major export income-generating activities. If the 

country fails to achieve this, biofuel production capacities 

of the country should not be further developed. 
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Introduction 
 

After the WWII there were actualised such aims of 

the market economy as ensuring society well-being and 

smoothing the inequality between economically weak and 

strong regions. Nowadays, formation of well-being still is 

one of the main tasks in many European countries with 

social market economy (Sweden, France, Germany, the 

Great Britain, Denmark, and the Netherlands). In socially 

oriented economy one of the main development aims is 

ensuring the adequate living standard for all citizens. 

Changes in economic and social sphere of such Central 

Eastern Europe (further in the text – CEE) countries as 

Latvia, Lithuania, Estonia, Poland, Romania, the Czech 

Republic, Hungary and Slovakia during the last decade, 

their integration into the European Union, and also the in-

fluence of globalization factors demand the statistical 

evaluation and the development of a new research meth-

odology. The population of these countries rightfully ex-

pects from the entrance into the Europe Union the raise of 

their living standard. 

Discovering the prerogatives of the living standard, 

which is based on the degree of problematicy of the initial 

list and the importance of weight coefficient, both allows 

to plan the strategy of social-economic development at the 

national level and also the help of the EU in the frames of 

cohesion policy, considering the peculiarities of each coun-

try of NUTS 2 level regions – Latvia, Lithuania, Estonia, 

Poland, the Czech Republic, Hungary and Slovakia. 

In early 1970s Eurostat established the nomenclature 

of territorial units for statistics (NUTS) as the only con-

sequent system of the EU territories division for the pur-

pose of regional statistics registration. NUTS have got the 

legal status on July of 2003
2
. First amendments after the 

entrance of new members in 2004 were proposed in au-

tumn 2005; they were discussed in 2006 and were ac-

cepted in 2007
3
. Further amendments were accepted in 

the beginning of 2008 in connection with Bulgaria’s and 

Romania’s entrance into the EU
4
. The main aim of regu-

lations is to control inevitable transformation process in 

administrative structures of the EU in order to minimize 

problems of application and comparability of regional 

statistics. In May 26 of 2003 the EU has adopter the rule 

about the minimal and maximal amount of inhabitants in 

NUTS territories. In NUTS1 level regions the minimal 

amount of inhabitants is three millions, maximal – seven 

millions; in NUTS2 level regions the minimal amount of 

inhabitants is 800 000, the maximal – three millions, in 

NUTS3 level regions the minimal amount of inhabitants 

                                                 
1 The analysis of tendencies in the formation of the living standard 

in Central-Eastern Europe countries of NUTS 2 regions is made 

in the frame of the project ESF 

2009/0140/1DP/1.1.2.1.2/09/IPIA/VIAA/015 “Atbalsts Dau-

gavpils Universitates doktora studiju istenosana” (supervisors 

E.Olehnovica, email: eridiana.olehnovica@du.lv, t. +371 

65423265 ). Authors: Lavrinenko O., Ignatjeva S., Lavrinovica I. 
2 Regulation (EC) no 1059/2003 of the European Parliament 

and of the Council of 26 May 2003 on the establishment of a 

common classification of territorial units for statistics (NUTS) 
3 Commission Regulation (EC) No 105/2007 of 1 February 

2007 amending the annexes to Regulation (EC) No 1059/2003 

of the European Parliament and of the Council on the estab-

lishment of a common classification of territorial units for sta-

tistics (NUTS).  
4 Regulation (EC) No 176/2008 of the European Parliament and 

of the Council of 20 February 2008 amending Regulation (EC) 

No 1059/2003 on the establishment of a common classification 

of territorial units for statistics (NUTS) by reason of the acces-

sion of Bulgaria and Romania to the European Union 
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is 150000, the maximal – 800 000. At the more detalized 

level you can find regions and municipalities with the 

name of local administrative unit (LAU). There are no 

many empirical researches on the above stated territorial 

units for statistics, which also motivates the development 

of the present system applying to NUTS 2 regions. 

The period of research is defined by the interest to the 

period of transfer of post-communistic countries from the 

planned economy toward the market economy, and the in-

fluence of the entrance into the EU on the living standard 

of inhabitants of NUTS2 level regions countries. Unfortu-

nately the there is available statistical information only for 

NUTS2 regions of such countries as Latvia, Lithuania, Es-

tonia, Poland, Romania, the Czech Republic, Hungary and 

Slovakia in the period since 2000 till 2007. 

The aim of research is to develop the integral indica-

tor of the population living standard estimation and to re-

search with the help of it quantitative and dynamic re-

gional differences in the living standard of population in 

Central and Eastern Europe. 

The research hypothesis: alongside with the general 

tendency of increase of the living standard of CEE popu-

lation, there exist significant quantitative and dynamical 

differences in the living standard of the population in dif-

ferent regions. These differences are conditioned by pe-

culiarities of economic growth and sector structure of re-

gions economics. 

Methods of research used for accomplishing the re-

search objectives: 

• The methods of logical analysis and synthesis, the 

monographic and  analytic method of the studying theo-

retical and empirical economic sources of the interna-

tional level were used for the analysis of notions of the 

living standard and its criteria, factors and conditions, 

which influence the living standard, and the existing in 

the world science methodologies defining the living stan-

dard, and for selection of the most valid methodology de-

fining the living standard prerogatives of the regions 

population; 

• Multidimensional statistical methods (factor 

analysis by the main component method) were used for 

the calculation of the living standard for the target regions 

of CEE with the purpose of  the constructing the living 

standard integral indicator of the population of NUTS 2 

regions of CEE countries; 

• Statistical methods and methods of econometric 

modelling (the dynamic model with one dependent vari-

able) were used to define tendencies of the living stan-

dard formation of the regions population. 

• Methods of correlation analysis were used for the 

analysis of the correlation between the rate of the GDP 

growth and the sector structure of economics with the liv-

ing standard by NUTS 2 regions of CEE countries. 

 

Methodological issues of studying the living  

standard 
 

The interest towards the notion of the living standard 

in economic studies was topical during the process of 

their evolution. All the schools and trends of economic 

science were more or less involved into the elaboration of 

the welfare theory. Over the years the system of notions 

has undergone the evolution from such economical cate-

gory as “wealth” to “welfare” and, further, to “living 

standard”. The content of these notions was also chang-

ing. The change was determined by the transfer of the 

emphasis from macro to micro level and the appearance 

with time of aspects of meso-level as well. In this connec-

tion, the notion of the living standard became broader and 

came to include numerous new components. 

Schematically, the evolution of theoretical ap-

proaches towards the notion of the living standard can be 

presented in the context of the evolution of economic 

theories (figure 1). 

 

 

 
Figure 1. Evolution of economic approaches to the living standard in the 18th-20th centuries  

 
Source: authors’ design according to the analysis of welfare theories 
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The concept of the living standard in classical  

economic theory 

The representatives of the classical school regarded the 

economic science as the study about wealth and the meth-

ods of its aggrandizement. Smith (1904) concerns that the 

national welfare (i.e. the living standard at a macro level 

we are interested in) is represented by the production con-

sumed by the population of the given country. The greater 

is the correlation of the quantity of production consumed 

and the number of the country population, the higher is the 

level of country’s material wealth. 

Ricardo continued Smith (1904) work. However, he 

corrected some of Smith inaccuracies and considerably 

precised the labour theory of value. D. Ricardo identified 

the living standard at the micro-level with the living stan-

dard of industrial bourgeoisie. 

The third representative of the classic school – Mill 

(1965) has come to conclusion that morality cannot be based 

only on the postulate of the personal economic profit of in-

dividual and on the belief that the satisfaction of a mercenary 

interest of a separate individual will almost automatically 

lead to universal welfare. According to his opinion, the as-

sertion the higher is the living standard of every individual 

within society, the higher is the living standard at a macro 

level is valid only under the condition of accordance with 

social interests: “The modern nations should realize that the 

nation’s welfare should be achieved by the means of justice 

and self-administration” (Mill, 1965). 

Mill (1965) wrote also about the positive influence that 

is ensured by the benefit system and getting a piece of land 

as a property, and about the negative influence of charity, 

because it promotes unemployment. On author’s mind, 

Mill’s thoughts about the gender aspect of the salary are 

very topical. “Women’s salaries are usually lower, besides, 

much lower than men’s salaries with the equal achieve-

ments. It can be explained by the tradition based on preju-

dice or by the existing social order, which makes almost 

every woman man’s property” (Mill, 1965). Mill thought 

that it is necessary to provide women with equal rights as 

men’s, because it positively influences the limit of children’s 

amount in a family and increases inhabitants’ wellbeing. 

The classics, in their theoretical search, base their as-

sumptions on the principle of economic liberalism, the 

principle of the free competition. To sum up, the following 

conclusion can be made – the representatives of the classi-

cal school analysed the living standard from the both sides: 

at a macro level as well at a micro level. The meso level 

was not even singled out. The notion of the living standard 

was regarded in a narrow material meaning. 

 

The living standard in neoclassical economic theory 

Marshall wrote that the economic science is engaged 

in the research of the material welfare and its major aim 

is to research the poverty reason, which leads to degrada-

tion of the lower levels of society (Marshall, 1890). 

According to Marshall, state wealth elements or “na-

tional wealth” include all kinds of state material and so-

cial property, and also “gratiotous goods”. “However, na-

tional wealth includes both individual and collective state 

inhabitants’ property” (Marshall, 1890). 

A. Marshall provided the broader interpretation of 

the social development vector. According to his opinion, 

the society driving motive cannot be defined only by the 

aspiration to maximal profit. The economics of wealth 

(according to Smith) should be reoriented to the econom-

ics of the universal welfare. “Any decrease of inequality 

in the distribution of wealth achieved by the means, 

which do not damage the free will motives and the char-

acter strength and, therefore, cannot considerably slow 

down the growth of the national wealth,  would be an ob-

vious public domain” (Marshall, 1890). 

Walras (1969), Menger (1950) and others acknowl-

edged the importance of the living standard at the micro 

level, which is determined by two series of circum-

stances: preference of an individual and the presence of 

conditions for making the rational choice (on conditions 

that resources are used in the sphere of production and 

consumer goods are used in the sphere of consumption).  

In marginal theory a person knows the hierarchy of 

his/her needs and, having satisfied them, strives for the 

achievement of a greater welfare. 

Pareto formulated the principle, according to which, the 

maximal living standard at a macro level is achieved on 

conditions of optimal distribution of resources, when any re-

distribution of it does not increase the social utility. Accord-

ing to this approach, the increase of the living standard at a 

macro level is achieved by the means of perfection of the 

competitive market mechanism. However, other representa-

tives of neoclassical economic theory had proved the imper-

fection of this approach because of the “market failure”. 

Pigou (1932) studied the national income from the 

point of view of its distribution. According to his belief, 

the increase of production does not necessarily mean the 

increase of the living standard at a macro level; market is 

not able to completely resolve the contradictions between 

common and private interests within the society. 

It is necessary to carry out the fiscal policy, adequate 

to definite developed common interests. Pigou (1932) ap-

proach can be referred to as a view from the society’s an-

gle, not that of individual. However, this approach is ap-

plied as well to the problems of neoclassical science: an 

individual function of satisfaction, a private production 

profit etc. Pigou wanted to harmonize the private and the 

public aspect, wanted to find the theoretical basis for 

resolution of the similar conflicts between the private and 

the public aspect. 

Pigou (1932) has shown that the living standard con-

cept at a micro level is broader than its purely economic 

aspects. Besides the maximal utility of consummation, it 

includes such things as: the character of labour, environ-

mental conditions, mutual relationships with other peo-
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ple, position within the society, housing conditions, pub-

lic order and safety. Pigou in the history of economic 

thought is estimated as philosopher, who has finished the 

formation of the neoclassical welfare theory. 

Neoclassical economic theory as well as classic eco-

nomic theory proceeds from the principle of economic liber-

alism and the principle of a free competition; however, the 

first ideas of governmental regulation start to appear and the 

problem of “the market failure” is studied. In their re-

searches the representatives of neoclassical economic theory 

place a greater emphasis on the research of applied prag-

matic problems, use quantitative analysis and mathematics 

more than qualitative analysis (content, cause-effect). 

To sum up, it is worth to say that the representatives 

of neoclassical economic school analysed the living stan-

dard both from the positions of the macro and micro 

level, however, it is worth to note that the interest to the 

living standard micro-component has increased. The in-

terest to the meso-level was not emphasized at all. The 

living standard started to be analysed in a broader sense, 

including not only material aspects but also labour char-

acter, environmental conditions, mutual relationships 

with other people, position within the society, housing 

conditions, public order and safety, taking into considera-

tion the subjective satisfaction of needs at a micro level. 

 

The living standard in Keynesianism 

Keynes (1936) pays attention to the issue of serious ne-

cessity of government interference into economics in order 

to prevent its drawbacks. Society, where Keynes lived, was 

not able to provide the full employment and to prevent un-

warranted and unfair incomes distribution (Keynes, 1936). 

According to Keynes (1936), it is necessary for soci-

ety to create a mass consumer with a high customer de-

mand
5
. This consumer will be interested in the develop-

ment, not the elimination of capitalism, notably, in the 

development that is manifested in the permanent increase 

of the living standard of the majority of society members, 

and not only of those, who stands at the peak of the prop-

erty pyramid. There is no other way out as the mass 

population impoverishment during the periods of crisis 

can cause the social explosion. The discovery of Keynes 

lied in the stimulation of getting out of depression due to 

the growth of the population purchasing power on the 

condition of use of public funds. He supposed that the 

growth of consummation rate creates workplaces thus 

stimulating the economic recovery. 

In order to achieve the full employment, the authorities 

must influence the process of consummation by, besides 

other issues, means of financial policy and public invest-

ments. It was Keynesianism that formed the basis for the 

                                                 
5 At the same time, he does not oppose the fundamental classic 

postulates of market economy organization, namely, personal 

profit and competition, as well as favour of the “invisible hand”. 

approach from the regional level position expressed in the 

interest toward the problems of unemployment. 

Thus, the primary emphasis in Keynesianism is put 

on the living standard at the micro level, and the greater 

attention than to the living standard at a macro level is 

paid, since the population with the acceptable living stan-

dard, that can and is willing to consume more, is one of 

the factors of successful economic functioning. Proceed-

ing from the reforms introduced, we can make an as-

sumption that the population living standard at a micro 

level should comply with the tendency of a steady 

growth. For the first time in Keynesianism the interest in 

the living standard at a meso-level appears and the seri-

ous attention is paid to this issue. 

 

The living standard in modern neoclassical theories 

According to Eucken, the living standard depends on 

the form of economic order as the regulation of econom-

ics and the distribution of social product are closely inter-

connected (Eucken, 1990). 

Distribution of social product in central economy is 

made in a different way comparing to competitive econ-

omy (Eucken, 1990). Incomes are distributed by the cen-

tral institution. Different categories of workers (for ex-

ample, common consumers employed on hard work, etc.) 

receive the minimal supply level with food, clothes, 

dwelling, etc. Distribution of goods in the ruling layer 

also is made on the account of common supply (Eucken, 

1990). There exists an opinion that in the basis of cen-

trally governed planned economy development there is an 

aim to provide all inhabitant with consumer goods as 

fully and fair as it is possible. However, Eucken admits 

that actual aim is to achieve the maximal level of capital 

investments. In the reality, the amount of consumer goods 

supply in general, and its distribution among individuals, 

first of all, depends on plans of investments. Distribution 

was included into production plans in such a way that, as 

far as it is possible, it would serve its production. The full 

employment in the centralized system can be achieved 

simply as economy is oriented onto constant investing. 

The difference is covered on the account of money emis-

sion. The new money promote the increase of demand for 

goods; the tendencies of inflation are formed (Eucken, 

1990). Similar tendencies create the full employment also 

in market economy. As the planning institutions strictly 

control the prices, producers and consumers get some 

compulsory unspent money. They are waiting for a 

chance to spend their money when the goods will appear. 

In the presence of money surplus, producers have no 

problems to sell everything they have produced. Thus, 

compulsory savings have decreased the security of work-

ers in the greatest part of countries to the minimal supply 

level. As we know, the income amount dependence on 

the market can cause injustice. This is a complicated 

problem, but the dependence on the central ruling institu-

tions trying to realize big investment projects are even 
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more dangerous. Work productivity decrease, supply de-

cline and liberty limitation, and no hope for just distribu-

tion of social product – this is the price for central plan-

ning economy (Eucken, 1990). 

Eucken also criticized “laissez-faire” policy. Bad living 

circumstances, the absence of liberty, the lack of protection 

and unfair distribution are social defects caused, as workers 

and servants of the 19
th
 century thought, by the “capital”. 

“Laissez-faire” policy did not promote the development of 

economic order adequate to law-based state because realizing 

such an economic policy, there can emerge uncontrolled 

monopoles or partial monopoles (Eucken, 1990). The law-

based state can be fully realized only when simultaneously 

with the state legal order there exists “adequate economic or-

der” (Eucken, 1990). Eucken considered the monopoly and 

partial monopoly to be inadequate to the law-based state. In 

order to solve this dilemma, it is necessary to find the com-

promise between “laissez-faire” policy and planned econ-

omy, and this compromise is “the middle way policy” or 

category of “competitive economic order” (Eucken, 1990). 

Erhard plays an important role in practical realization of 

neoliberal ideas (Erhard, 1957). Erhard asserts that the main 

aims of social market economy are liberty and justice. He 

makes it clear that economic liberty is not possible without 

political freedom, without government guarantees of obser-

vance of human rights and freedoms, without social protec-

tion and social justice. The increase of the living standard, to 

which I am striving, is not so much the problem of distribu-

tion as the problem of production and, to be more exact, of 

productivity. The solution lies not in the division but in the 

multiplication of national production. Those, who pay their 

attention to the problems of distribution, always come to a 

misleading desire to distribute more than the national econ-

omy is able to produce (Erhard, 1957). 

Thus, all the modern tendencies of economic science 

recognize that, as a result of expansion of individual ca-

pabilities at the end of the 20
th

 century, the individual be-

comes the main source of social reformations, and the liv-

ing standard at a micro level is promoted as the main ap-

proach. The quantity of living standard aspects notably 

expanded and is marked by the broad approach, at the 

same time, a great attention is paid to the living standard 

at a regional level. There functions a mixed economic 

system, wherein market, by means of supply and demand, 

defines, which goods, for whom and how much are nec-

essary to be produced, but the government corrects mar-

ket economy costs by taking the responsibility for na-

tional defense, protection of environment, redistribution 

of incomes in the society interests. 

 

The living standard concept 

Numerous researchers distinguish such definitions, 

similar to our studied category, as “welfare”, “quality of 

life”, “mode of life”, “cost of living”, which oftentimes 

do not differ greatly from each other and are used inter-

changeably, and the list of markers, which describe them, 

are congruent in many respects. Nevertheless, one should 

distinguish these concepts. 

Mode of life is a complex system of human vital ac-

tivity that takes place within a framework of a definite 

space and time period. This concept does not signifies a 

definite kind of activities or a mechanical sum of differ-

ent kinds of activities, but the whole system of human ac-

tivity, activity of a social group, of population of a defi-

nite territorial unit and of society as a whole. The living 

standard is the important component of the system men-

tioned. The mode of life, as a peculiar result of something 

collective and, in certain instances, of inter-contradictory 

influence of numerous factors, may be even opposite 

within the same level. This explains the fact that superior-

ity in the living standard of any given country does not 

mean its superiority in the mode of life. 

The definition of such Latvian authors as Bela, Tis-

enkopfs (Dzives kvalitatе…,2006) describes the living 

standard as “a broad and capacious concept, which includes 

both objective markers and subjective contentment and 

evaluation of to what extent an individual is able to live in 

accordance with his/her intentions” (Dzives kvalitatе…, 

2006) and includes “the general contentment with life, sub-

jective interpretation of a good life, incomes and material 

welfare, work and employment, family and time manage-

ment, health, living facilities, the quality of life of children 

and youth, mass media, initiatives and risk of enterprise, 

ethnic and regional living standard differences, gender dif-

ferences, etc.” (Dzives kvalitate…, 2006). The living stan-

dard can be defined as a complex characteristics of the 

population vital activity conditions, which are expressed in 

objective markers and subjective evaluation of satisfaction 

of material, social and cultural needs, and which is con-

nected with the way how people perceive their position ac-

cording to cultural peculiarities, value system and social 

standards, existing in society. 

The living standard is a narrower category in compari-

son with the quality of life. Various human needs, occur-

ring and realized in the sphere of consummation, are the 

systemically important basis of the living standard concept. 

The monetary evaluation of goods and services, 

which are used in households in the definite time period 

and correspond to the definite level of satisfaction of 

needs, forms the cost of life (Stoimost zizni..., 1991). In 

other words, the cost of life is the monetary evaluation of 

goods and services, provision with which reflects the liv-

ing standard. From this definition it follows that the cost 

of life can alter not only in connection with changes in 

people consummation structure as the result of changes of 

their needs, but also under the influence of prices dynam-

ics (Viner, 1925). That is why for measuring the living 

standard not only nominal (monetary term), but also real 

quantities (updated taking into consideration changes of 

prices, i.e. with the help of index of consumer prices) are 

used. However, evaluations of the living standard through 

the cost of life for our research are unsuitable. 
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The approach to define the concept “living standard” 

basing on “inhabitants’ incomes” is widely spread. In of-

ficial statistical materials the living standard almost im-

plicitly includes all categories listing incomes, wage, pen-

sions, social benefits and transfers. Real incomes are not 

suitable as a measure of the living standard, if we speak 

about social benefits. The evaluation of real incomes ig-

nores state gratuitous services provided for a person. 

Literature review let us select two basic groups of de-

fining the concept “living standard”. In the first group the 

discussed concept is understood narrowly and is identified, 

theoretically, with the level of consummation of only mate-

rial goods or with the level of real incomes of population. 

To the second group belong definitions, in which the living 

standard is understood broadly and consider apart from 

consummation also health care, education, working and 

recreation conditions etc. We are in the position of the sec-

ond group of definitions and interpret the living standard 

from the broader positions as all human needs do not come 

only to material things
6
. We also want to emphasize that in 

above listed definitions the regional aspect of the living 

standard is not considered at all. 

The living standard is an objective social-economic 

category. Sometimes encountered in the literature interpreta-

tion of the living standard as a subjective phenomenon, to 

our mind, does not correspond the reality. The opinion about 

that the living standard was formed not under the influence 

of real consummation, but subjective demands, which 

households experience in connection with bought goods and 

services, is not full, and that is why is not right. 

The living standard being a part of broader category 

“way of life” reflects not only satisfaction of people’s 

material and spiritual needs, but also, apart from other, 

territorial aspects are peculiar to it. 

The living standard is an abstract category that is why 

the concretization of this concept can be made in territorial 

and social direction. In territorial direction, the living stan-

dard of the population of separate countries, regions, cities, 

etc. is considered. In social direction, we consider the liv-

ing standard of separate layers of society, different social 

groups, households, and, finally, separate individuals. 

The living standard is conditioned by economic ac-

tivity; however, it also influences the further development 

of economics, conditioning the further demand for mate-

rial and non-material goods and services, and is directly 

connected to rational usage of human resources. 

                                                 
6
 The most spread is division of needs into two groups: biogenic 

and sociogenic. All needs, excepting the lowest, vital, are related to 

social needs. To material needs we relate needs for stuffs and 

goods, necessary for providing physical existence and development 

of people. These are foodstuffs, accommodation, clothes etc. To 

spiritual group – needs for spiritual activity and its products, for 

spiritual reproduction of people themselves, for cognition, for edu-

cation, etc. 

The living standard is dynamically developing cate-

gory: the amount of its constitutive components, their 

content and correlation are constantly changing. 

So, basing on the result of analysis of considered 

points of view, we will formulate the definition, which 

further will be operationalized. The living standard is a 

complex social-economic category reflecting the level of 

development of material and non-material needs, and also 

the level of their satisfaction, which let a person be an ac-

tive member of society, proceeding from the peculiarities 

of existence of people’s territorial communities. 

 

The living standard criteria and factors 

In the basis of the living standard concept there can 

underlie different criteria
7
 (see the table below). 

Liberal economics concentrate on the following fac-

tors: stable economic development (Balke, Slottje, 1993; 

Bluestone, Harrison, 2000; Freeman, 2001; Gordon, 

1972; Jorgenson, 1998; Blank, 2000), free market (Dar-

ity, Myers, 1987; Gilde, 1981; Okun, 1975; Lindbeck, 

1995, Bane, Ellwood, 1994; Danziger, Haveman, 1981), 

factors of productivity of labour and scientific-technical 

factors, education level, qualification (Bednost i region-

alnoje razvitije…, 2007), unemployment (Gallie, Pau-

gam, 2000; Ljungqvist, Sargent, 1998; Williams, 1991). 

 

Table 1. Criteria, which form the living standard concept 
 

No Type of criterion The content of criterion 

1 By origin Objective - subjective  

2 By content 
Economic – non-
economic  

3 
By time and character of 
duration  

Long-term – short-term 
Permanently – occasion-
ally acting 

4 By estimation methods 
Calculated – non-
calculated 

5 
By way, in which the data 
for study is received  

Primary – secondary 

6 By concretization level Territorial – social 

7 
By relation towards the 
regions 

External – internal 

8 By content Material – non-material 

9 By management 

Manageable – poorly 
manageable 
Self-manageable – man-
ageable from outside  

Source: authors’ design. 

 

Structural theory concentrates on the following factors: 

demographic factors (Wilson, 1996; Alderson, Nielsen, 2002; 

Gustafsson, 1995), the structure of employment provision 

(Eggers, Massey, 1992; Kasarda, 1993; Nelson, Schwirian,..., 

1998; Quillian, 2003; Alderson, Nielsen, 2002). 

In institutional economics there are mentioned institu-

tional factors that generate difference at the level of state 

                                                 
7 feature, which is estimated 



     

45 

Vol.7, No. 1, 2011  ISSN 1822-3346 Economics and Rural Development 

well-being. The existing among states and society groups 

difference in the level of poverty results from the degree of 

incomes distribution chosen by the state and also the level 

of social transfers directed for support of poor ones. Sup-

porters of the prosperous state prove that the increase of 

social protection is the most important factor decreasing 

poverty (Blank, 2000;  2001; DeFina, Thanawalda, 2001; 

Page, Simmons, 2000; Korpi, Palme, 1998; Kenworthy, 

1999; Brady, 2005; Moller, Bradley, 2003). 

Having considered and analysed criteria of the living 

standard formation, its worth to say that for the aim of 

our work the most important are the following criteria: 

- by origin - objective, 

- by study methods – calculated, 

- by way, in which the data for study is received – 

secondary, 

- by content – economic and non-economic (includ-

ing social, technological), 

- by content – material and non-material. 

 

Aspects which form the living standard 

The content of the living standard concept depends 

on different aspects. 

 
Table 2. The division of markers according to spheres of life 

 

Marker Spheres of life (aspects) 

The UN Statis-
tical Comission 
(Draft Guide-
lines on Social 
Indicators, 
1976) 

1. Population 
2. Study and education services 
3. Income 
4.    Income division, riches 
5. Social safety and  prosperity 
6. Residence and environment 
7. Public order and safety 
8. Time budget and free time usage  
9. Stratification and public mobility 

United Nations 
Research Insti-
tute for Social 
Development 
(UNRISD) 
(Drewnowski, 
1966) 

1. Subsistence 
2. Residence 
3. Health 
4. Education 
5. Recreation 
6. Social safety 
7. Material accomplishment 

Drewnowski 
(Drewnowski, 
1974) 

1. Subsistence 
2. Garments 
3. Residence 
4. Health 
5. Education 
6. Recreation 
7. Safety 
8. Social environment 
9. Physical environment 

Zienkowski 
(Zienkowski, 
1979) 

1. Subsistence 
2. Health  
3. Education 
4. Residence and environment 
5. Recreation and environment con-
nected with it 
6. Culture 
7. Employment and work conditions 

Marker Spheres of life (aspects) 

8. Social safety 
9. Public order and safety 
10. Income and property division 
11. Stratification and public mobility 
12. Family and sexual life 

Michalos  
 (Michalos 
1980-1982)   

1. Population structure 
2. Mortality 
3. Morbidity and healthcare 
4. Crime and  justice 
5. Politics and organisation 
6. Science and technology 
7. Education 
8. Nature environment and resources 
9. Recreation 
10. Transport and communication 
11. Residence 
12. Economy 
13. Morals and social traditions 

Social progress 
indicator 
(Estes, 1990, 
pp. 186-188) 

1. Education 
2. Health 
3. Woman’s status 
4. Defence 
5. Economy 
6. Demography 
7. Region geographical position 
8. Political participation 
9. Cultural diversity 
10. Government efforts to maintain 
prosperity 

International 
Living Index 
(ILI) („Interna-
tional Living...) 

1. Cost of life  
2. Culture and recreation 
3. Economic development 
4. Environment 
5. Freedom 

Life quality in-
tegral indicator 
(Айвазян, 
2001, 2003, 
2005) 

1. Population quality 
2. Population prosperity level 
3. Quality of social sphere 
4. Ecological niche quality 
5. Nature-climatic conditions  

 
The Nether-
lands Institute 
for Social Re-
search (Values 
on a Grey 
Scale...,2008) 

1. Life situation 
2. Employment, income and social 
security 
3. Education 
4. Minorities and integration 
5. Emancipation 
6. Youth and family 
7. Civil society and social participation 
8. Public opinion and cultural change 
9. Public services 
10. Culture and media 
11. Sport 
12. Housing, liveability and safety 
13. Care for people with disabilities 

Source: authors’ design by sources indicated in the column „marker” of 

the present table 

 

Having analysed the content of life components indi-

cators of the UN Statistical Commission (Draft Guide-

lines on Social Indicators, 1976), United Nations Re-

search Institute for Social Development (Drewnowski, 

1966), Zienkowski (Zienkowski, 1979), Drewnowski 

(Drewnowski, 1974), Michalos (Michalos 1980-1982)), 
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Social Progress Index (Estes, 1990, pp. 186-188), Inter-

national Living Index (ILI) („International Living...), the 

Netherlands Institute for Social Research (Values on a 

Grey Scale...,2008), the Living Standard Integral Indica-

tor of S. Aivazian (2001) it was stated that the division of 

markers occurs in the demographic, economic, social and 

natural-ecological direction. 

Having analysed all available statistical indicators in 

the Eurostat base at the present moment (October 2009) 

since 2000 of CEE countries (on which there are Eurostat 

statistics in the mentioned period: Latvia, Lithuania, Esto-

nia, Poland, Romania, the Czech Republic, Hungary and 

Slovenia) by NUTS 2 regions and taking into consideration 

the approach from positions of micro-level (per inhabitant), 

we have formulated the following hierarchic structure: 

 
Table 3. Hierarchical structure of complex social-economic category of the living standard 

 

Source: authors’ development on the basis of analysis of markers division by life spheres and conditions of the living standard formation. 

  

Quantitative evaluation of the living standard of 

the population in CEE countries NUTS 2 regions 

in dynamics 
 

In order to achieve empirical goals of our work, we 

will consider the category of the living standard in the fol-

lowing strategic approach: the living standard of the popu-

lation of region is characterized by the income level, the 

occupation level, the level of security and free time, de-

scribed by markers of birth rate, mortality rate, education, 

and also by the level of innovation potential of economics. 

 

 

Figure 1. Hierarchical system of statistical markers, individual criteria and integral indicators of the living standard 

Source: authors’ design 

 

Modelling the information research basis, it is neces-

sary to fill in the common hierarchical system of markers 

(individual criteria) and integral indicators (see figure 1) 

with a concrete content (available statistical markers), 

specified for tasks, resolved in the present research, on the 

basis of the Eurostat data during 2000 - 2008 by NUTS 2 

regions of Bulgaria, Estonia, Latvia, Lithuania, the Czech 

Republic, Poland, Slovakia, Rumania. As the result the fol-

lowing a priori selection of elementary statistical indexes 

was formed. The unification of initial statistical indexes 

was made by corresponding kinds of transformation after 

preparation of the research statistical basis. The selection 

of applied transformation depends on the type of analysed 

index: if the initial index is connected with the analysed in-

1st level 2nd level 3rd level 

Name of integral indicator Name of integral indicator component  Name of component peculiarity 

The living standard 1.Demographic 1.1. Birth-rate 

  1.2. Death-rate 

  1.3.  Education level 

 2.Economical 2.1. Incomes 

  2.2. Employment, unemployment 

  2.3. Innovation potential of economics  

 3. Social 3.1. Infrastructure  

  3.2. Security 

  3.3.Free time 

The living standard of 

the region population 

1.Demographical as-

pect 

2.Economic aspect  3. Social aspect 

1.1. Birth rate 

1.2. Mortality rate 

1.3. Education 

 

2.1. Incomes 

2.2. Occupation 

2.3. Innovation potential 

of economics 

3.1. Infrastructure 

3.2. Security 

3.3. Free time 

Initial statistical markers of the basic level: 

Absolute and relative 
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tegral feature of the living standard by the droningly in-

creasing dependence, then  

N
xx

xx
x~

minmax

mini ⋅
−

−
=                            (1) 

if the initial index is connected with the analysed in-

tegral feature of the living standard by the droningly de-

creasing dependence, then 

N
xx

xx
x~

minmax

imax ⋅
−

−
=                          (2) 

where x min and x max — correspondingly, — are minor 

(the worst) and major (the best) values of the initial index 

during the studied period, but N=10 (Aivazian, 2005). 

 

Further, a relatively small number of individual crite-

ria, which play a determinant role in forming the corre-

sponding integral indicator, was selected from each a pri-

ori selection. Therefore, the analysis of the multicollin-

earity of individual criteria of a priori indicators selec-

tion was made. Then, the most informative individual cri-

teria were selected among the a priori selection indicators 

of each integral characteristic. As the most informative 

we will consider the selection in which the sum of coeffi-

cients of determination of the dependent variable by the 

explanatory variables is the maximal (Aivazian, 2005). 

We will call this brief selection of markers a posteriori. 

In result there was defined the following a posteriori 

selection of individual criteria: 

- demographical: infant mortality till the age of 1 

year (number of deaths per 100000 of population), study-

ing in the age of 17 among the 17 years old population 

(% of 17 years old population); 

- economical: household income: disposable income 

by purchasing power parity (PPP) per inhabitant, occupa-

tion in service (proportion of occupied above 15), occu-

pied in science and technologies (% of economically ac-

tive population); GDP in current market prices by PPP 

per region inhabitant; unemployment (% of economically 

active population); 

- social: murder and violent death rates (number of 

cases per 100000 of population), transportations of all 

kinds (number per person); free time (as a destimulant of 

the average amount of weekly hours of work on the prin-

cipal job (full-time working day)). 

Having made the factorial analysis of the indicators 

described above using the method of main components, 

we have received the first component with explained dis-

persion in 59% (2000), 57% (2006), in 55% (2007). Con-

sequently, we will make the calculation of the integral 

marker of the living standard by one first component as a 

linear convolution of a kind 

)q(
i

p

q
qi x~ly~ ⋅= ∑

=1

2
                              (3) 

where i=1,2,…,n with scales 
2

ql , satisfacting the condi-

tion 1
1

2 =∑
=

p

q
ql  (Aivazian, 2005). 

In the result we have constructed the integral indica-

tor by NUTS 2 regions of studied regions (Table 4). 

 
Table 4. Integral Indicator Values of the Living Standard of Regions and Ratings of Regions by the Living Standard for 2000, 2003, 2007 

 

Country Codes NUTS 2  2000 2003 2007 

CESKA REPUBLIKA CZ06 Jihovychod 5.31 6.11 6.30 

 CZ03 Jihozapad 5.36 6.24 6.45 

 CZ08 Moravskoslezsko 4.87 5.62 6.11 

 CZ01 Praha 7.93 8.91 9.37 

 CZ05 Severovychod 5.18 5.96 6.17 

 CZ04 Severozapad 4.87 5.49 5.84 

 CZ02 Stredni Cechy 5.04 5.89 6.18 

 CZ07 Stredni Morava 4.90 5.70 6.16 

EESTI EE00 Eesti 5.02 5.50 5.97 

LATVIJA LV00 Latvija 4.11 4.83 6.01 

LIETUVA LT00 Lietuva 5.24 5.54 6.78 

MAGYARORSZAG  HU10 Kozep-Magyarorszag 6.18 7.12 7.63 

 HU21 Kozep-Dunantul 4.38 4.95 5.52 

 HU22 Nyugat-Dunantul 4.76 5.39 5.93 

 HU23 Del-Dunantul 4.42 4.85 5.44 

 HU31 Eszak-Magyarorszag 3.87 4.40 4.85 

 HU32 Eszak-Alfold 3.70 4.56 5.17 

 HU33 Del-Alfold 4.00 4.68 5.45 

POLSKA PL11 Lodzkie 4.49 5.06 5.61 

 PL12 Mazowieckie 5.26 6.15 6.93 

 PL43 Lubuskie 4.38 5.02 5.60 

 PL41 Wielkopolskie 4,52 5.42 5.80 

 PL42 Zachodniopomorskie 4.55 5.10 5.83 

 PL61 Kujawsko-Pomorskie 4.06 4.84 5.22 
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Country Codes NUTS 2  2000 2003 2007 

 PL63 Pomorskie 4.59 5.28 5.80 

 PL62 Warminsko-Mazurskie 3.76 4.75 5.15 

 PL51 Dolnoslaskie 4.52 5.21 5.91 

 PL52 Opolskie 4.07 4.87 5.45 

 PL21 Malopolskie 4.48 5.03 5.69 

 PL22 Slaskie 4.32 5.42 6.07 

 PL31 Lubelskie 3.98 4.56 5.28 

 PL32 Podkarpackie 4.00 4.45 5.31 

 PL34 Podlaskie 3.85 4.55 5.12 

 PL33 Swietokrzyskie 3.86 4.79 5.07 

ROMANIA  RO21 Nord-Est 0.41 0.95 2.17 

 RO22 Sud-Est 1.67 2.15 2.78 

 RO41 Sud-Vest Oltenia 1.54 2.05 3.02 

 RO42 Vest 2.22 2.98 3.45 

 RO32 Bucuresti - Ilfov 4.37 5.18 6.50 

 RO31 Sud - Muntenia 1.47 1.77 2.93 

 RO12 Centru 2.06 2.45 3.22 

 RO11 Nord-Vest 1.84 2.43 3.22 

SLOVENSKA REPUBLIKA SK01 Bratislavsky kraj 7.11 8.01 8.66 

 SK03 Stredne Slovensko 4.12 4.86 5.10 

 SK04 Vychodne Slovensko 3.53 4.19 4.73 

  SK02  Zapadne Slovensko 4.07 5.00 5.50 

Source: authors’ calculation  

 

For analysis of the growth rate of the living standard 

by regions it is convenient to use quintile groups of stud-

ied regions (Table 5). 

Regions of quintile 1 (2000) in average during 7 

years have increased values of the living standard for 

41%, of quintile 2 – for 23%, of quintile 3 – for 21%, of 

quintile 4– for 22%, of quintile 5 – for 19%. 

 

Table 5. Average quintile values of integral indicator  

of the living standard in the period of 2000-2007 
 

 2000 2003 2007 

I 2.0 2.6 3.4 

II 4.0 4.7 5.2 

III 4.4 5.0 5.6 

IV 4.7 5.4 6.0 

V 5.8 6.7 7.2 

Source: authors’ calculations 

 

Thus, our hypothesis that the living standard in regions 

with the lower values increases faster, but in regions with 

the higher values – more slowly, that means the dispropor-

tion gets smooth, is confirmed by the fact described above. 

We will check this, using statistical tools. 

 

Convergence 
 

In empirical researches mainly two conceptions of 

convergence are used. They are interrelated, but they 

condition different effects of socially economical policy: 

β-convergence (Barro, Sala-i-Martin, 1991, 1992) and σ-

convergence (Sala-i-Martin 1996a; Sala-i-Martin 1996b; 

Islam 2003). 

We have constructed the regression of the growth of 

the living standard since 2000 till 2007 onto its initial level 

in 2000, in which the dependent variable is the rate of 

growth, but the independent – the initial level of indicator. 
 

Table 6. Regression model 
 

 Constant β significance 

y=a+ βx, 

where y= ln 

(in2007/in2000), 

x=ln(in2000) 

0.916 -0.928 0.000 

Source: authors’ calculations  

 

Note: “in2007” - value of the living standard in 2007, 

“in 2000” - value of the living standard in 2000. 

From table 5 we can see the equation of the kind: 

ln(in2007/in2000)=0.916-0.928ln(in2000) and since β=-

0.928<0, the hypothesis about β-convergence of regions by 

the living standard is proved. Thus regions with low values 

of the living standard increase the living standard faster, but 

regions with the higher living standard increase it slower. 

We will also clarify, if there is σ-convergence of 

studied regions by the living standard. 

The most general markers of variation are: variation 

swing R and standard deviation σ  (see formulas below) 

(Litvinov, 1999): 

minmax XXR −=                                  (4) 

( )

∑
∑ −

=
i

ii

f

fxx
σ                           (5) 

where maxX  and minX  – the highest and the lowest values of 

the feature; 



     

49 

Vol.7, No. 1, 2011  ISSN 1822-3346 Economics and Rural Development 

x  – average value of the feature;  

ix  – variants of feature;  

if  – frequency; n,....,i 21=  – number of variants. 

 

We will use dependent variation indicators: swing co-

efficient RK  and variation coefficient δV , constructed on 

the basis of the mentioned above (see formulas below): 

x

XX
K minmax

R

−
=                       (4’) 

x/V δδ =                                 (5’) 

 

It is seen from the Table 7 that during last 8 years “po-

larisation” of regions by the living standard has decreased a 

little, which is directly testified by the decrease of variation 

coefficient by 27%. 

 

Table 7. Alteration of amplitude and variation coefficients of 

integral indicator by CCE countries NUTS 2 in 2000-2007 

 

Variation indexes  2000 2003 2007 

Amplitude coefficient, RK  1.8 1.63 1.31 

2000 = 100%  100% 91% 73% 

Variation coefficient, δV   0.33 0.31 0.24 

2000 = 100%  100% 94% 73% 
Source: authors’ calculations. 

 

Consequently, during the mentioned period the growth 

of the standard deviation did not surpass the growth of the 

value of the living standard, which means that the diversity 

in the living standard was equalized during the time period 

described above, which confirms σ-convergence of regions 

by the living standard. 

 

The analysis of correlation of the GDP growth rate 

and sector structure with the living standard of re-

gions population 

To which extent is the living standard of CEE regions 

population in the period 2000-2007 conditioned by the 

previous economic growth? We will answer this question 

with the help of correlation analysis. We find that there is 

linear negative coherence between the values of the living 

standard integral indicator in 2003 and the GDP growth 

rate in 2000-2003: r (Pearson’s)
8
 = -0.367 (significance 

level 0.05). Thus, in the period 2000-2003 in regions with 

the higher living standard the previous economic growth 

rate were slower, similarly, in regions with the lower liv-

ing standard the previous economic growth rate were 

faster. However, the linear coherence between the GDP 

growth rate and the living standard growth rate in the pe-

riod 2000-2003 is not observed. 

Similarly, we ascertain that the linear coherence be-

tween the values of the living standardintegral indicator 

                                                 
8
 Pearson’s coefficient of correlation 

in 2007 and the GDP growth rate from 2003 till 2007 is 

not observed: r (Pearson’s) = 0. However, in this period 

we observe the positive linear coherence between the 

GDP growth rate and the living standard growth rate (r 

(Pearson’s) = 0.331, significance level 0.01). 

Admittedly, regions with the higher living standard 

initially had higher values of GDP. We will check this 

with the help of correlation analysis. The coefficient of 

Pearson’s correlation between the living standard values 

and GDP in current market prices by PPP per capita (% 

of the average value by the EU) in 2000 is: r (Pearson’s) 

= 0.844 (significance level 0.01), in 2003 r (Pearson’s) = 

0.852 (significance level 0.01), and in 2007 r (Pearson’s) 

= 0.858 (significance level 0.01). 

This means that our hypothesis that the living standard 

is conditioned by the peculiarities of the economic growth 

can be confirmed, i.e. in the period 2000-2003 in regions 

with the higher living standard the slower economic 

growth proceeded (however, with high enough absolute 

values), in regions with the lower living standard the eco-

nomic growth was faster (however, with not very high ab-

solute values).  
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Figure 2.The chart of correlation between the living standard 

and GDP (% of average value by the EU) in 2007 

Source: authors’ calculations according to Eurostat data for 2007 and 

results of constructing the living standard integral indicator. 

 

In the period 2003-2007 the GDP growth rate mediates 

rather the growth rate of the living standard, but not the 

value of the living standard itself. Thus, only having 

achieved definite improvements in the living standard, the 

GDP growth rate has the positive linear coherence with the 

growth rate of the living standard. 

From the table below we can see the presence of 

strong negative linear connection of the living standard 

with the gross value added in agrarian sector. It can be ex-

plained in the following way. As economics and scientific-

technical progress develop the farming appears to be 

“pressed” between two tendencies. On the one side, along-

side with the supply growth total gain of the sector tends to 

decrease. On the other side, the prices for goods outrun the 

prices for agricultural output. In the result, incomes of ag-

ricultural production manufacturers decrease. In the long-
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term perspective farming incomes always remain behind 

the incomes in other sectors. As the farming is highly 

competitive branch, due to the market laws parallely to the 

fall of incomes the flow-out of farmers should occur from 

this branch into other – more profitable branches. How-

ever, in practice it does not always occur due to attachment 

of agrarian inhabitants towards the principles of life and 

work, it is conditioned by the social conservatism of this 

part of population. The entrance of new members into the 

EU in 2004 also became a definite reason for crisis phe-

nomena in agricultural sector. Non-competitive farming of 

these countries suffers from the pressure of cheaper prod-

ucts from Europe. The EU provides grants, defined propor-

tionally to the percent of population employed in the local 

farming production, agrarian areas and GDP. But it looks 

like that grants do not eliminate unprofitable reproduction 

of agricutural sector, but only fix the cost-based practice. 

It is possible that in regions, where the new industrial 

activity and services concentrate, industrial markers are 

“washed out” from weak regions, but the effect of diffu-

sion of new technologies in peripheral regions becomes 

due after some time only as a secondary effect. 

 

Table 8. Pearson’s coefficients of correlation between the gross value added in principal (basic) values (% of all gross value) by 

GDP sectors with values of the living standard integral indicator 2000, 2007 

 

Source: authors’ calculations according to Eurostat data 2000-2008. 

Note: * - and also real estate, rent and business-activities, ** - and also hunt, forestry, fishery. 
 

Thus, the living standard was created basically on ac-

count of financial mediation services. 

 

Conclusions 
 

The evolution of economic theories shows the grad-

ual transfer of emphasis from economic category 

„wealth” to „wellfare” and, further, to „living standard”. 

With the transfer of this emphasis the following processes 

also take place: the increase of the amount of compo-

nents, complication of the system of above described evo-

lutionizing categories, and also the transfer from macro- 

to micro- level. During the whole period of evolution, be-

sides the macro- and micro- approaches, we can observe 

the emergence and further strengthening of attention to-

wards the regional meso-approach with the purpose to re-

duce disproportions in incomes and unemployment. 

The living standard is a complex social-economic 

category, based on objective statistical data and reflecting 

material and nonmaterial needs of population, and also 

conditions and the level of their satisfaction, which let a 

human be an active member of society, proceeding from 

peculiarities of existence of territorial people communities. 

Analyzing the definition of the living standard the hi-

erarchical structure is defined: 

a) the living standard integral indicator; 

b) its components: demographic, social and economic; 

c) features of components (correspondingly):  

- birth rate, death rate, education, 

- incomes, employment, unemployment,  

economics innovational potential, 

- infrastructure, security, free time; 

d) primary statistical markers. 

The general tendency of aliterations in the living stan-

dard of the population of NUTS 2 regions CEE countries 

in the period 2000-2007 during the transfer to market eco-

nomics is its growth. Regions with lower values of the liv-

ing standard increase the living standard faster, regions 

with the higher living standard increase the living standard 

slower (β-convergence). Polarization of studied regions by 

the living standard has decreased (σ-convergence). 

The main economics factors conditioning the growth 

of the living standard of CEE population in the period 

from 2000 till 2007 are economic growth and sector 

structure of economics. In 2000-2003 in regions with the 

higher living standard the slower economic growth pre-

ceded, but in regions with the lower living standard the 

economic growth was faster, because the linear coherence 

between the living standard integral indicator values in 

2003 and the GDP growth rate from 2000 till 2003 is 

negative and weak (significance level 0.05). However, 

there is no linear coherence between the GDP growth rate 

and the living Standard growth rate in the 2000-2003 pe-

riod. In the period from 2000 till 2007 also there is no 

linear coherence between the living standard integral in-

dicator values in 2007 and the GDP growth rate from 

2003 till 2007. However, in this period the weak linear 

cohoerence between the GDP growth rate and the living 

standard growth rate is not observed (significance level 

0.01). Thus, in the period since 2003 till 2007 there oc-

curs the synchronization of the GDP growth rate and the 

living standard growth rate in all studied regions. 

Year 
Gross  value added -  

service 

Gross  value added – financial 

mediation* 

Gross value added – 

industry 

Gross  value added – 

farming** 

2
0

0
0
 

r=0.579 

(significance level 0,01) 

r=0.631 

(significance level 0,01) 

r=0 r=-0.856 

(significance level 0,01) 

2
0

0
7
 

r=0.565 

(significance level 0,01) 

r=0.632  

(significance level 0,01) 

r=0 r=-0.711 

(significance level 0,01) 
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There is strong negative linear connection of the liv-

ing standard with the gross value added in agrarian sector 

(significance level 0.01). 

There is no linear connection of the living standard 

with the gross value added in industrial sector. 

The living standard basically was created on the ac-

count of services, in particular – services of financial me-

diation – the positive average linear coherence is deter-

mined (significance level 0,01). Thus, in the period from 

2000 till 2007 in NUTS 2 regions of CEE conutries 

NUTS 2 there occurs degradation of real sector in CEE 

countries and shift into the side of financial services. 

 

Problems and suggestions for their solution 
 

In the modern scientific literature the interpretation 

of the concept „living standard” is not well-defined, 

sometimes is substituted by terms „wellfare”, „quality of 

life”, „mode of life”, and „cost of life”; that means all 

these terms are used as synonyms. 

Suggestions for solution: Institutions that develop the 

list of markers, make their statistical analysis and review 

should define clearly the content of concepts „wellfare”, 

„quality of life”, „mode of life”, „cost of life” and „living 

standard”. 

The changes in social economic situation are not be-

ing flexibly and duly included into the strategy of Latvia 

National development. 

Suggestions for solution: It is possible to use the in-

tegral indicator methodology developed in this doctor pa-

per for in time and proactive correction of the national 

development plan correspondingly to the real social-

economic situation. 

The monitoring of the living standard of the popula-

tion of NUTS 2 regions CEE countries on the basis of sta-

tistical data with the purpose of fast exposure of problem 

areas (first of all in Latvia) in order to influence them by 

tools of social-economic politics, has not been realized. 

Suggestions for solution: Organization and realiza-

tion of monitoring of the living standard of the population 

of NUTS 2 regions CEE countries on the basis of statisti-

cal data, the development of recommendations for con-

ducting social-economic politics at the regional level. The 

living standard integral indicator can be used as a marker 

of efficiency criterion for social-economic politics. 

Careless attitude towards the disproportions in added 

value by economic sectors in NUTS 2 regions CEE coun-

tries (incl. Latvia) from 2000 till 2007 has lead to the de-

pendence of the living standard on financial services me-

diation, which can influence the stability of the living 

standard growth. 

Suggestions for solution: At the state and regional 

level the creators of the economic politics should in time 

determine the disproportion of values by the sectors of 

economics and its influence on the living standard with 

the purpose to determine the stable long-term growth of 

the living standard in Latvia. 

 

Comments 
 

Coefficient of determination – is squared Pearson’s 

correlation coefficient between two variables. It expresses 

the quantity of dispersion, common between two vari-

ables. The coefficient takes values from the interval [0;1]. 

The closer the value is to 1 the closer the model to em-

pirical observations.  Explained dispersion – the propor-

tion of data variation, taken into consideration by the 

model. Variation – quantitative deviation of values of one 

and the same feature in separate units of the complex. 

The term “variation” has a Latin origin – variation, which 

means difference, alteration, diversity. 
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The aim of the research is to measure entrepreneurial activity and related deciding factors, and to propose measures to encourage 
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Introduction

123
 

 

The research into the entrepreneurial activity of agricul-

tural producers and the pursuit of entrepreneurship promotion 

tools was influenced by the fact that people engaged in agri-

culture are not only changing the environment in order to pro-

duce competitive products but they also need to change them-

selves. Traditional Lithuanian introversion precludes quick 

adaptation to the constantly changing environment that keeps 

posing new requirements. However, after the accession to the 

European Union, the free movement of goods opened up pos-

sibilities of working in a larger and more dynamic market and 

using the EU export support instruments. Consequently, in 

order to take advantage of the support, agricultural producers 
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must act faster, i.e. they must demonstrate a higher level of 

entrepreneurial qualities. 

According to P. Markevicius, who has undertaken ex-

tensive analysis of entrepreneurship, the entrepreneurial 

activity of farmers represents the key driving force in the 

modernization of agriculture. However, various public 

opinion polls and surveys in this area (Markevicius, 2002; 

Jasinavicius, 2007) indicate that Lithuanian farmers are in-

sufficiently active while soviet thinking stereotypes are 

still in existence among our citizens. The use of support 

measures among the farmers is slack; they reject innova-

tions for fear of risk. Given the rapid development of sci-

ence and technologies, the agricultural producer must also 

change. However the well-established traditions are like a 

barrier, which the agricultural producers of Lithuania 

slowly go through only by virtue of extrinsic motivation. 

According to Z. Lydeka (1996) and P. Markevicius 

(2002), entrepreneurial activity can be learnt and it is 

commonly achieved through special trainings (Eko-

nominio..., 2004) and upgrade of the farmers' qualification. 

However the trainings and the development of competence 

can be undertaken only after the key factors of entrepre-

neurship of agricultural producers are identified and the 

impact of the existing entrepreneurship promotion meas-

ures is analysed in order to help the agricultural producer 

understand the internal and external environment and to 

seek increasingly productive entrepreneurship, which defi-

nitely affects the national economy. 

Research object: entrepreneurial activity and meas-

ures of its promotion among agricultural producers. 
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Research aim: to measure the entrepreneurial activity of 

agricultural producers and to suggest tools for promoting it. 

Research tasks: 

• to analyse the factors affecting entrepreneurial activity; 

• to analyse the agriculture producers’s entrepreneu-

rial activity and measures of its promotion; 

• to create a model about factors and measures of en-

trepreneurial activity promotion and provide model’s reali-

zation opportunities. 

Research sources and methods: analysis of scientific 

literature is employed to investigate the concept of entre-

preneurship and the deciding factors; statistical publica-

tions, data provided by regional offices of the Lithuanian 

Agricultural Advisory Service, and consolidated research 

reports are used for secondary data analysis; a question-

naire survey of agricultural producers is used to identify 

their entrepreneurial activity; to systemise and present in-

formation, the methods of clustering, ratios, and compari-

son are applied; the affirmations and facts are illustrated 

using special software packages and methods of visualiza-

tion and logical thinking; the data of the questionnaire sur-

vey are processed and systemised in SPSS for Windows. 

 

Empiric Research Method 
 

The empiric research aimed at measuring the entrepre-

neurial activity of agricultural producers and identifying its 

development prospects. Marijampole County was chosen 

for the empiric research into the entrepreneurial activity of 

agricultural producers. The empiric data were derived us-

ing the questionnaire survey method, which is known to be 

one of the most popular methods in sociological research. 

Aim of the Research: to measure the entrepreneurial 

activity of agricultural producers and to suggest tools for 

promoting it. 

Selection Criterion: entrepreneurial agricultural pro-

ducers. The fact of consulting the Lithuanian Agricultural 

Advisory Service was recognised as the criterion of entre-

preneurship of an agricultural producer. 

Information on agricultural producers who sought consul-

tations in 2008, provided by regional offices of the Lithuanian 

Agricultural Advisory Service (LAAS) in Marijampole 

County (i.e. the offices of Marijampole Municipality, Kalvarija 

Municipality, Kazlu Ruda Municipality, Sakiai Region Mu-

nicipality, and Vilkaviskis Region Municipality) was used to 

determine the research sample. In 2008, there were 477 per-

sons, who consulted the LAAS (general population). The 

probability sampling method was used to select 207 respon-

dents from all the municipalities of Marijampole County who 

participated in the questionnaire survey of the entrepreneurial 

activity of agricultural producers. The equation for sample size 

calculation (Kardelis, 2002) was based on a finite population. 
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where:  N – general population (477); 

     n – sample size; 

     ∆ - margin of error (5%), 0.05; 

     z – value from Student's t -distribution tables at 95% con-

fidence (1.96); 

     S – sample mean root square deviation (here 50%, due to 

the absence of information on the incidence of the phenomenon); 

 

After the values were entered into the formula, the calcu-

lation showed that 207 respondents had to be surveyed to 

achieve research results with a 95% confidence level. The re-

search data are presented in working of 207 questionnaires. 

This is nearly 44 percent of the whole general population. 

The respondents of the survey were given an original 

anonymous questionnaire specially designed for agricultural 

producers. The questionnaire consists of three parts: and in-

troduction, social questions, and the main part. The introduc-

tion of the questionnaire gives the aim of the questionnaire, 

completion instructions, and a guarantee of the anonymity of 

the questionnaire. The questionnaire contains 16 questions. 

The social questions address the gender, age, education, the 

main source of income, and the farm size of the respondent. 

The main part is made up of questions aimed to determine 

the factors affecting the entrepreneurial activity of agricul-

tural producers and to examine the level of personality traits. 

The document analysis focused on documents, which 

can guarantee the reliability and validity of information: it 

used official statistical documents (from the Department of 

Statistics under the Government of the Republic of Lithua-

nia) on the number of farms operating in Marijampole 

County. Such data were linked to the data of the conducted 

research. 
 

Entrepreneurial activity concept and factors 
 

The National Lisbon Strategy Implementation Programme 

for 2008-2010 (National..., 2007) identifies the key economic 

growth factors affecting competitiveness: labour force, capital, 

knowledge, and entrepreneurship. The understanding of entre-

preneurship comes from an English word, which is associated 

with the capability of rediscovering possibilities, self-

realization, and creating economic and social value. 

Entrepreneurship can be understood in a narrow and 

broad sense. In the narrow sense, entrepreneurship is seen as 

the capability to create economic value added. “Entrepre-

neurship means the propensity and ability to start economic 

activities by combining the capital, labour, and other eco-

nomic resources in attempt to generate profit and to take all 

the related risk,” - this rather narrow definition of entrepre-

neurship is given in the Dictionary of Economic Terms 

(Vainiene, 2005). In the broad sense, the concept of entre-

preneurship is still subject to debate, however, it is recog-



 

56 

Vol.7, No. 1, 2011  ISSN 1822-3346 Economics and Rural Development 

nized that it is a set of innate and acquired personal traits, 

which allows creating economic, social and other values. 

Entrepreneurship is more than the ability to understand 

the opportunities and secure the resources required to exploit 

them. When entrepreneurship is described as a possibility it is 

emphasised that such possibility does not have to be equally 

accessible to all. It can be learnt and taught. While learning 

entrepreneurship, specific skills are developed. Entrepreneur-

ship is not just a capability of seeing the possibilities that are 

not seen by others but also the competence of using the exist-

ing resources. A good entrepreneur needs not only skills but 

also the ability and knowledge to see what resources will be 

required in the future (Kwiatkowski S., 2004). 

According to P. Drucker (1985) entrepreneurship is pri-

marily seen as an idea, then as financial resources to pay the 

incurred expenses, and lastly it means risk-free innovations, 

since entrepreneurs do not print money themselves. That re-

sults in introducing innovations to business. P. Drucker inter-

preted the perception of the new economy as revolutionary. 

He noted that the disbalance created by an innovative entre-

preneur is a “standard” of a healthy economy as opposed to a 

balanced and optimal economy (Drucker P., 1985). 

A rather controversial concept of entrepreneurship was 

offered by H. Stevenson, et al (1989). They see entrepre-

neurship as behaviour rather than as a personality trait. Ac-

cording to the authors, entrepreneurship is based on the idea 

and theory rather than intuition. Entrepreneurs see changes 

as a normal and useful phenomenon. An entrepreneur al-

ways seeks changes, responds to them, and uses them as an 

opportunity (Stevenson H. H., Roberts M. J., Grousbeck H. 

I., 1989). The authors describe entrepreneurship as the pur-

suit of opportunities disregarding the control of available re-

sources. Opportunities have no objective identity. If they 

had it, most economic operators would probably use re-

sources without relevant control. However, this could lead to 

negative consequences. Therefore, the authors, who support 

H. Stevenson's ideas, expanded this definition and supple-

mented the theory by saying that although the factor of op-

portunities can function in the absence of the resource con-

trol, the employment of opportunities is nevertheless based 

on experience (Hart M., Stevenson H., Dial J., 1995). 

The concept of entrepreneurship predominant in foreign 

literature emphasises: a) entrepreneur-specific traits or charac-

teristics, including the ability to take risks, leadership, motiva-

tion, etc.; b) definitions, related to the entrepreneurial process 

and its outcomes, which embrace the fusion of innovative re-

sources in the environment of new changes; c) definitions fo-

cusing on entrepreneurial activities, such as entering into new 

markets, overcoming market deficit, and satisfying the needs. 

According to R. Jasinavicius (2006), entrepreneurship 

is the capacity of making a personal impact on the quality 

and development of public needs satisfaction, i.e. under-

standing of what and how should be done, achieving valu-

able results through effective action, and getting a lucrative 

reward. In other words, entrepreneurship is a measure of 

leadership of a creative, active and responsible personality. 

A set of traits of an entrepreneurial person was offered 

by L. Minciene (2004). Similarly to the aforesaid foreign au-

thors, the scientist distinguishes two components of the en-

trepreneurship concept: a) entrepreneurship is a unique 

combination of solutions, pursuit of innovation, and risk, 

which contributes to fostering business; b) entrepreneurship 

is a set of acquired and innate personality traits, which lead 

to innovative thinking and proactive and risky undertakings. 

In the investigations of the entrepreneurial activity, it 

is important to perform analysis of the entrepreneurial fac-

tors. Depending on the nature and impact of the factors, 

entrepreneurship may be enhanced or slowed down. Some 

factors affect entrepreneurship as a driving force, while 

others impede it. Therefore it is necessary to analyse as 

many factors as possible. V. Gronskas (1995) primarily 

categorises entrepreneurial factors into two major groups: 

external and internal, whereas Z. Lydeka (1996) classifies 

entrepreneurial abilities into innate and acquired. 

According to V. Gronskas (1995), external factors of 

entrepreneurship are basically found in the market itself, in 

its permanent change, its “pulsation”. Market changes 

seem to favour the entrepreneur with an order for creativ-

ity. V. Gronskas points out the following external factors 

of entrepreneurship: 

• changes in customer demand and prices; 

• pseudo-business incidence rate in the field where the 

entrepreneur works; 

• ratio of profit from entrepreneurial creativity to costs 

and its uncertainty. 

The internal factors of entrepreneurship include internal 

capabilities of entrepreneurs to organise and operate a busi-

ness. The success of each entrepreneur depends on his/her 

education, gender, age, work experience, religious beliefs, 

and other personal factors (Markevicius, 2002). On the other 

hand, Z. Lydeka (1996) considers that the internal factors 

include acquired and innate traits of a person that lead to in-

novative thinking and proactive and risky undertakings. The 

attitude towards entrepreneurship is changing constantly and 

it is highly dependent on the existing heritage. For instance, 

the Americans (Kuratko, 2008; Robert, Scott, 2007) tend to 

suggest that entrepreneurship is rather an inherited personal 

quality, which cannot be developed unless there are certain 

personality traits. Whereas a large number of Europeans be-

lieve that subject to some innate traits entrepreneurship can 

be developed up to a certain extent (Pruskus, 1997; Sudzius, 

2001). On the other hand, researchers point out the existence 

of essential/critical entrepreneurship factors in specific cases 

and suggest to take them into consideration on a first priority 

basis (Nah FFH., Lau LLS., Kuang J.,2001). 

It should be noted that a person is actually encouraged to 

act independently by certain inner defiance, a conflict with the 

existing situation. That shapes the attitudes of an entrepreneur 

with a strong emphasis on social activities: willingness to sat-
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isfy the unmet needs of the society by providing goods or ser-

vices; to promote regional economic and social development; 

to create needs for new products and services and thus to 

promote the receptivity to innovations (Pruskus, 1997). 

In contrast to external factors, the internal factors of 

entrepreneurial activity describe the driving forces or im-

pediments of entrepreneurial activity, which are directly 

dependent on the activities of an individual entrepreneur. 

V. Gronskas (1995) points out the following key internal 

factors of entrepreneurship: 

• entrepreneurial power of observation; 

• ability to quickly respond to a changing business 

situation; 

• ability to predict/forecast changes in business and to 

take advantage of them. 

The level of entrepreneurship, i.e. the future vision and 

a bold walk toward it, is greatly influenced by personal 

traits that depend on the business environment which af-

fects all economic operators in the market to a certain ex-

tent. As pointed out by D. Zukauskaite, who conducted re-

search into the entrepreneurship factors among the young 

Lithuanian farmers (Zukauskaite, 2009), an agricultural 

producer must be proactive, creative, capable of communi-

cating and collaborating, solving problems, understanding 

innovations, competent to manage a farm, to make a pro-

fessional assessment of the internal and external business 

environment, and to have negotiation skills. 

People with entrepreneurial qualities use their best ef-

fort to create something “uplifted” intended for a specific 

target group to use/consume it and to reach an effect ex-

ceeding the expected (Robert, Scott, 2007). 

The external factors of entrepreneurship and the efforts 

to rely on them or to counteract their negative impact en-

courage entrepreneurs to develop the internal factors of en-

trepreneurship, while the latter enable to effectuate the ex-

ternal factors. V. Zilinskas (Zilinskas et al., 2004) outlines 

that, in economic terms, an entrepreneur finds it essential 

to be able to combine the production factors in a way that 

results in increased total value. 

Most theories describing entrepreneurship lay emphasis 

on the possibility to learn and teach entrepreneurship, while 

the entrepreneurship is described as an opportunity. This sug-

gests that entrepreneurship is not equally prevalent among 

people. According to D. F. Kuratko (2005), entrepreneurship 

is neither magic nor mysticism, and they are not great gen-

iuses who launch businesses; entrepreneurship is just a disci-

pline and, like all disciplines, it can be learnt. This is also con-

firmed by R. Adamoniene (2009), who emphasises the impor-

tance of managerial decisions on entrepreneurship education. 

Given the analysed concepts of entrepreneurship and pur-

suant to the Economic Literacy and Entrepreneurship Devel-

opment Strategy (2004) issued by the Ministry of Education 

and Science of the Republic of Lithuania, which says that en-

trepreneurship is a person's way of thinking combined with 

social, managerial, and personal competences that enable to 

apply the existing knowledge in the everyday life, i.e. specific 

capabilities, which give the means not only to organise one's 

business but also to take the risk for the decisions, it is some-

thing entrepreneurs, including agricultural producers, need. 
 

Entrepreneurial activity of agricultural producers 
 

The questionnaire survey (socio-demographic analy-

sis of the research sample), showed that: 

• mostly men work on farms (87%), while women just 

help them with farming; 

1. most of the farmers in Marijampole County (63%), 

who use the services of agricultural advisory agencies are 

aged under 30. 17% of the participants of the research are 

30-39 years old, a slightly smaller number of the respon-

dents (13%) are 40-49, and only 7% of the interviewed 

farmers are 50 and older. The research established the de-

pendency on age: the younger the respondents are, the more 

interest in business they demonstrate; 

• the education level of the interviewed agricultural pro-

ducers of Marijampole County is rather high. Almost 7% of 

the respondents had general secondary education and nearly 

9% had vocational education. Slightly more than 13% of the 

interviewed farmers had vocational secondary education and 

over 70% had higher education. This might have been dic-

tated by the EU programs and projects, which require the 

farmers to have relevant education in a certain field to be eli-

gible for support. Therefore such requirements make agricul-

tural producers study and pursue higher levels of education; 

• most of the farmers who participated in the research 

(84%) stated that the main source of their income is their 

own agricultural business; 

• the average size of a farm in Marijampole County is 

13.4ha (the Department of Statistics under the Government 

of the Republic of Lithuania). The research findings show 

that the services of agricultural advisory agencies are more 

frequently used by the owners of larger farms. The research 

included 43.4% respondents with farm sizes ranging from 

50ha to 100ha and 24.1% said that their farm size is over 

100ha. Only 2.2% of the interviewed farmers own farms un-

der 10ha and 8.7% have farms of 10-30ha. Almost 22% of 

the respondents said that their farms are 30-50ha. Thus, it 

can be assumed that agricultural producers owning larger 

farm areas are more entrepreneurial than land-poor farmers. 

• Marijampole County is mainly dominated by crop 

farms (65%). 

The analysis of the entrepreneurial activity of agricul-

tural producers shows that: 

• the most popular organisations and institutions offer-

ing consultations to the farmers include the Lithuanian Agri-

cultural Advisory Service (100%), the Municipalities (70%), 

and education institutions (24%). As many as 69% of the re-

search participants use the services of the Agricultural Advi-

sory Service four or more times per year, almost 24% of the 

respondents seek advice 2-3 times per year and about 7% of 

the respondents turn to this institution once per year. 

• organisations and institutions offering business train-

ing or advisory services to agricultural producers are both 
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necessary and useful. According to the respondents, the ob-

tained information had the following impact on their busi-

ness development: improved quality of their products (86%), 

increased business revenues (51%), easier to compete with 

other manufacturers (39%), higher productivity (28%). 

• it was noted that there is dependency of the attitude 

towards the start-up situation on the education background: 

compared to higher educated farmers, lower educated re-

spondents are more pessimistic about the situation in our 

country for those who want to start their own business; 

• the Rural Development Programme 2004-2006, the Ru-

ral Development Programme 2007–2013, and SAPARD 

measures were among the most frequently used by the farm-

ers who took part in the research, 30%, 28%, and 6.3%, re-

spectively; 

• according to the respondents, the support had the most 

significant impact on the acquisition of new equipment (pro-

found impact: 13%, insignificant impact: almost 63%), in-

crease in production volumes (profound impact: 1.6%, insig-

nificant impact: 14.4%), new construction or renovation (pro-

found impact: 1.6%, insignificant impact: 11.4%), new types 

of production (insignificant impact: 13.3%), increase in the 

number of farm employees (insignificant impact: 9.2%). 

Following the analysis of factors determining the en-

trepreneurial activity of agricultural producers it can be as-

sumed that: 

• the most important personality traits of an entrepre-

neur are responsibility, determination, self-motivation, 

self-confidence, penchant for innovation, and a strong em-

phasis is placed on the importance of knowledge and skills, 

access to the latest information, and the desire to get richer; 

• the higher level of education an agricultural producer 

has, the more importance is attached to the factor of 

knowledge and skills, and although respondents with lower 

levels of education also emphasize the importance of skills, 

they nevertheless consider that the key factors are the de-

sire to get richer and the endeavour to be independent; 

• higher educated respondents tend to make decisions 

faster, while the lower educated are prone to think longer 

or they are too indecisive for fast decision making; 

• the external factors that make the greatest contribu-

tion to the development of the personal qualities of agricul-

tural producers include business-friendly environment, 

promotion of entrepreneurship, assistance by business in-

formation centres, and legal protection of entrepreneurs; 

• the respondents claim that the main obstruction is the 

lack of legal, business management, and accounting skills; 

• most problems in the development of business are 

caused by the lack of venture capital, whereas business con-

sultations are found acceptable by agricultural producers and 

the respondents do not point them out as a weakness. 

In order to assess the current performance and future 

business prospects of agricultural producers, the impact of 

the financial and structural support on the business per-

formance of the farms of agricultural producers, data on 

agricultural land owned by the respondents of the research, 

and their farm sizes in European Size Units were collected 

in cooperation with Marijampole County regional offices 

of the Lithuanian Agricultural Advisory Service. 

The analysis of changes in farm sizes shows that the ag-

ricultural producers of Marijampole County used the re-

ceived support to increase the agricultural areas. In terms of 

the age of the respondents (Table 1), the agricultural areas of 

younger agricultural producers show a bigger increase than 

those of older farmers. 

The agricultural holdings of agricultural producers in 

the age group under 39 increased by nearly 6%, while in the 

age groups under 30 and 30-39 the average farm size in 

European Size Units swelled by 9.60% and 8.33%, respec-

tively. The farm holdings of older agricultural producers 

changed insignificantly, although the average farm size in 

European Size Units of farmers aged 50 and older increased 

by more than 10%. 

 

Table 1. Dependence between the farmer's age and farm size (made by the authors) 
 

Age group No per group 
Changes in 2006–2008 

Agricultural land (ha) Agricultural land (percent) ESU ESU (percent) 

under 30 127 4.17 5.79 2.54 9.60 

30 – 39 41 3.37 5.90 1.20 8.33 

40 – 49 27 4.63 3.15 1.26 6.50 

50+ 12 2.33 2.36 2.16 10.24 

Total 207 3.96 5.27 2.08 8.98 

 

It can be concluded that in pursuit of higher incomes 

older agricultural producers place a stronger emphasis on 

changing the structures rather than increasing the agricul-

tural holdings. Thus, it can be assumed that agricultural pro-

ducers were successful in using the opportunities offered by 

the support and adapting to the competitive environment. 

The analysis of changes in farm sizes and the education 

background of agricultural producers reveals that the farm 

holdings of the farmers with a higher level of education are 

growing faster than those of farmers with lower education 

levels (see Table 2). In 2006-2008, the farm holdings of ag-

ricultural producers with a university education increased by 

6.43%, while the farm holdings of farmers with vocational 

education did not undergo any changes. 

In the course of the analysis of support impact on eco-

nomic performance, the respondents were grouped according 

to the number of times they used structural support. It ap-

peared that during the analysed period the largest increase in 
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the size of an average farm holding was observed in the farms 

that used the support once (the number of such farmers comes 

up to approximately 3% per year or 9.1% in 2006 through 

2008), while the average farm size in European Size Units en-

joyed the largest increase when the support was used twice 

(5.51% per year or 16.52% in 2006 through 2008). 

 
Table 2. Impact of education background on the farm size (made by the authors) 

 

Education  
background 

No per 
group 

Changes in 2006–2008 

Agricultural land (ha) Agricultural land (percent) ESU ESU (percent) 

secondary 14 2.12 4.91 1.24 9.72 

vocational 18 0.00 0.00 0.91 5.05 

vocational secondary 27 5.63 6.26 1.21 7.00 

higher non-university 88 3.51 5.31 1.63 9.34 

higher university 60 5.50 6.43 3.68 10.35 

Total 207 3.96 5.27 2.08 8.98 

 

The analysis of changes in the farm size by the number 

of times the structural support was used reveals that increase 

in both the average farm holding and the average farm size 

in European Size Units of the agricultural producers, who 

did not use structural support for other purposes than direct 

payments, was rather insignificant (respectively 0.77% and 

4.2% during the 3 year period) (Table 3). 

 

Table 3. Dependence of farm size on the number of times the structural support was used (made by the authors) 
 

No of times the struc-
tural support was used 

No per 
group 

Changes in 2006–2008 

Agricultural land (ha) Agricultural land (percent) ESU ESU (percent) 

1 107 6.26 9.01 3.07 12.03 

2 12 8.33 4.99 3.50 16.52 

3 1 0.00 0.00 0.80 7.77 

0 87 0.59 0.77 0.69 4.20 

Total 207 3.96 5.27 2.08 8.98 

 

The data in Table 3 suggest that regardless of the farm 

specialisation, the frequency of support has a major impact on 

the farm size. The farm size of agricultural producers with 

stronger entrepreneurial characteristics (i.e. those, who used 

the support more than one time) is growing faster than that of 

more passive farmers: the average increase in the farm size in 

European Size Units of the agricultural producers specialising 

in crop growing, who used the support twice, accounted for 

5% per year, as compared to an average of 3.8% per year 

among those, who used the support only once (5.24% and 

3.31% in livestock husbandry farms and 10.61 and 4.5% in 

mixed-type households). That suggests that regardless of the 

farm specialisation, the frequency of support has a major im-

pact on the farm size. 

Subject to the analysis of the support impact on the 

economic performance of agricultural producers (as re-

gards the economic operators in Marijampole County), it 

can be basically said that: 

• the support received by agricultural producers of 

Marijampole County led to a significant increase in the ar-

eas of their farming land; 

• although the agricultural land plots owned by 

younger agricultural producers increased more than those 

of older farmers, during the analysed period the average 

farm size in European Size Units owned by older agricul-

tural producers was increasing faster since the latter are 

more focused on changing the structures rather than in-

creasing the farm holdings; 

• older agricultural producers with secondary educa-

tion increased the average farm size in European Size 

Units by changing the structures and only slightly expand-

ing their farm holdings, whereas younger agricultural pro-

ducers increased the average farm size in European Size 

Units by materially changing the farm size; 

• regardless of farm specialisation, the frequency of 

support has a major impact on the farm development.  

In summary, subject to the analysis of the factors af-

fecting the entrepreneurial activity of agricultural produc-

ers (as regards the economic operators in Marijampole 

County), a model of efficient entrepreneurial activity de-

velopment is proposed (Fig. 1). The implementation of the 

model would create essential conditions for increasing the 

level of entrepreneurship among agricultural producers. 

The model includes the following key stages: 

2. identification of factors affecting entrepreneurial activ-

ity (i.e. WHERE the emphasis should be placed in order to 

boost the entrepreneurial activity of agricultural producers); 

3. identification of measures (i.e. WHAT should be 

done to promote entrepreneurship); 

4. selection of institutions capable of promoting the 

development of factors (i.e. WHO should implement it). 

As pointed out above entrepreneurship is a production 

factor, the content whereof is the ability of persons to 

combine capital, labour, natural resources, to organise 

business, implement innovations, and to risk their property 

for profit.  
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Fig. 1. Factors and measures of entrepreneurial activity promotion (made by the authors) 
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Each person, whether an agricultural producer or an 

entrepreneur in a different field, should assess his/her 

personal qualities and cultivate precisely those that are 

important to an entrepreneur. The model of entrepreneurial 

activity development is produced to identify the ways for 

fostering entrepreneurship among agricultural producers. 

The model is based on a detailed analysis of the concept of 

entrepreneurship, which takes into account the approach of 

different scholars. Furthermore, an empiric research was 

conducted. The research aimed to identify the key factors 

determining the entrepreneurial activity of agricultural pro-

ducers and to reveal the impact of support on economic per-

formance. The model is based on the processed results of the 

research and it reflects the essential tools for promoting en-

trepreneurship among agricultural producers, which call for 

improvement. 

The research of the entrepreneurial activity of agricul-

tural producers conducted among Marijampole County 

economic operators revealed that the most beneficial quali-

ties in the business of agricultural producers are knowl-

edge, skills, responsibility, activity, self-motivation, self-

confidence, penchant for innovation, managerial abilities, 

determination, access to the latest information, and desire 

to get richer. Agricultural producers operate in a relatively 

harsh environment and they are very vulnerable. 

Lithuanian agricultural producers receive quite a lot of 

information on farm economy and farm financial account-

ing. However, according to the findings of the research, 

they get insufficient specialized consulting and training in 

marketing and issues of economic diversification, they lack 

business management and legal knowledge, even though 

such trainings are available in Lithuania. In all probability, 

relevant information simply does not reach the agricultural 

producers. Therefore it is highly important to ensure the 

dissemination of information and appropriate professional 

advice to agricultural producers. This is especially relevant 

now, when the farmers want to take advantage of the Rural 

Development Programme 2007-2013. There is no doubt 

that specialized knowledge and skills are the most impor-

tant steps in successful development of the farm. 

 

Conclusions 
 

Every person, whether an agricultural producer or an 

entrepreneur in a different field, should assess their per-

sonal qualities and cultivate precisely those that are im-

portant to an entrepreneur. Entrepreneurship is mostly af-

fected by the following personal characteristics: respon-

sibility, determination, self-motivation, self-confidence, 

penchant for innovation and a strong emphasis is placed 

on the importance of knowledge and skills. 

The higher education level an agricultural producer 

has, the more importance is attached to knowledge and 

skills, and although respondents with lower education also 

emphasise the significance of skills, they consider that the 

priority factors are the willingness to get rich and inde-

pendent. 

Big ambitions of agricultural producers require more 

than just personal characteristics and experience. Every 

business is highly affected by external factors, which are be-

yond the entrepreneur's control but which the entrepreneur 

can adapt to. The external factors with the most positive ef-

fect on business include business-friendly environment, 

promotion of entrepreneurship, assistance by business in-

formation centres, and legal protection of entrepreneurs. 

The analysis of the range of problems and key factors 

affecting entrepreneurship highlights the importance of 

government measures and the financial sector. In pursuit 

of improved financial environment for agricultural pro-

ducers, a strong focus should be put on start-up support 

measures: formation of venture capital, terms and condi-

tions of soft loans, guarantees. 

A model of efficient entrepreneurial activity devel-

opment among agricultural producers is proposed. It re-

flects the main tools for promoting efficient entrepreneu-

rial activity among agricultural producers, which call for 

improvement, i.e. simplification of financial support con-

ditions, development of entrepreneurship through educa-

tion, simplification of paperwork, analysis of EU support 

practice and transfer of success cases to Lithuania, analy-

sis of information on successful business of entrepreneu-

rial agricultural producers and relevant publications in the 

media, dissemination of the good EU practice, coopera-

tion between schools/universities and entrepreneurial 

economic operators and consulting agencies. 
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In mid-2009 the FAO commissioned some research aimed at assessing the impacts of the global financial and economic crisis on 

the agro-food sector in Central and Eastern Europe and Central Asia. This paper assesses the impacts on three supply chains within 

the Armenian agro-food sector, wheat, grapes and milk, based on the results of interviews and selected official data sets. The entire 

agro-food supply chain was affected, though the magnitudes of the impacts differed for each product. Overall, the milk supply chain 

was hit the hardest, and the least affected was the wheat supply chain. The situation was the worst at the upper level of the chains 

(farmers). Input prices increased which translated into higher production costs for farm products. Hence, output prices ought to have 

increased to account for the higher production costs but that did not happen. Farmers even had to lower the product price to be able to 

sell. The reasons for this were threefold. Firstly, the level of remittances to Armenia decreased greatly which weakened the purchas-

ing power of consumers (i.e. there was a decrease in local demand for goods). Secondly, the export markets dried up and the process-

ing firms were unable to sell the products. Therefore, the demand for products from farmers also declined. Thirdly, the Armenian 

government lagged behind in supporting farmers: the support programmes were very limited and not well-tailored. The paper con-

cludes by proposing some policy measures which could mitigate the impacts of any future crises2. 

Keywords: global crisis, agrarian sector, Armenia 
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Introduction

1
 

 

In the years prior to the onset of the global financial 

and economic crisis, 2005-2007, Armenia had impressive 

double digit GDP growth (EVRC, 2009). During this pe-

riod it had the best performance indicators in the region. 

However, after 6.8% GDP growth in 2008, Armenia’s 

economy was expected to contract by about 10-15% by the 

end of 2009 (ARKA, 2009). The country recorded an in-

crease in commodity prices, decreases in remittances, ex-

ports, construction growth rate, and the mining industry. 

As a result, the main macroeconomic indicators declined 

dramatically. For instance, 18.3% economic decline was 

recorded in the country during January-September of 2009 

compared with that of 2008. Almost all economic sectors 

showed a decrease in output, such as construction (43.8%), 

industry (11.4%), services (1.4%) and agriculture (1.3%). 

EVRC (2009) suggests that the reason for such a sharp de-

cline is the non-sustainable nature of growth drivers. In 

other words, the economic growth was not entirely based 

on the fundamentals and the slightest external shock was 

enough to undo much of what has been done so far. 

In developed countries the crisis first hit the financial 

markets then passed through the rest of the economy. By 

contrast, Armenia first received the crisis shocks in the 

real economy then it passed through the banks (AmCham, 

                                                 
1 Mailing address: 74 Teryan Str. Yerevan 0009, Armenia.  

E-mail: vurutyan@yahoo.com and vardan@icare.am 
2 This study was funded by the FAO Regional Office for Europe 

and Central Asia. The opinions, conclusions and recommenda-

tions presented in this Report are those of authors and do not 

necessarily reflect the views of the European Union, United Na-

tions Development Programme or any other UN agency.  

2009). This is perhaps explained by weak linkages with 

global financial system. However, it is not immune and 

the impact started to affect the Armenian banking sector 

in 2009. On 3 March 2009, the Central Bank changed the 

exchange rate regime from fixed to floating (Avagyan, 

2009) which resulted in about a 20% depreciation of Ar-

menian dram (AMD). 

Armenia, being an in-transition nation, greatly de-

pends on agriculture. The share of agriculture in the GDP 

for the years 2004-2008 averaged about 18.8% (Agrol-

ratu, 2009). Approximately 46% of employment in Ar-

menia and about 60% of income in rural areas in this pe-

riod was due to the agricultural sector and the average 

annual growth in agriculture was about 7.4%. This helped 

the case of food self-sufficiency, which in 2008 reached 

60% in the country. The local demand for plants, pota-

toes, main fruits, grapes and veal was 98% satisfied by 

local production, whereas the self-sufficiency level was 

still quite low for wheat (40%), other grains (50-55%), 

poultry (15-17%) and pork (50-55%). Improving Arme-

nian agriculture could lead to poverty reduction, food se-

curity, a better quality of life especially in rural areas, 

stability, and strategic improvement of other sectors. 

However, the rural community was hit hard by the 

crisis. Agricultural gross production decreased by 5.1% in 

the first quarter of 2009 (relative to the first quarter of 

2008). In the same time period the economic loss in the 

processing industry was about 5.7%, where the produc-

tion of cognac and canned food nearly halved. Moreover, 

the ratio of agricultural food imports to exports increased 

to 5.9/1 in the first four month of 2009 (the ratios for 

2007 and 2008 were 2.6/1 and 3.6/1, respectively). In 

other words, exports of food products declined by about 
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45% in the first four months of 2009 relative to 2008. The 

level of imports of food products did not decrease greatly 

(5.3%), but the fact that it decreased already indicates re-

duced purchasing power of population. 

The crisis affected agriculture through the means of 

cultivation. For example, a 25 kg bag of fertiliser pro-

duced in Georgia cost 5500 AMD in 2008 and 7000 

AMD in 2009. The cultivated land for crops decreased 

from 304,500 ha in 2008 to 298,000 ha in 2009. The 

situation is similar for the livestock sector. The overall 

number of livestock decreased by 7% or by 44,300 heads 

in 2009, among which cows decreased by 27,000, sheep 

and goats by 77,900 or 12%, and pigs by 1,900 or 2%. 

The main reason for this is the drop in feed production, 

particularly barley and wheat, an increase in feed price, 

and decreased demand by processors (Agrolratu, 2009). 

On top of these, the biggest problem facing agriculture 

was the fact that most agricultural inputs are imported, 

while a large portion of processed goods are exported. 

Hence, the dependence on the international market both 

for imports and exports was very high. Therefore, the 

global outlook for the sector is important given the high 

level of interdependence on external markets. 

In mid-2009 the Food and Agriculture Organization 

of the United Nations (FAO) commissioned some urgent 

research in four representative countries
2
 aimed at assess-

ing the impacts of the global financial and economic cri-

sis on the agro-food sector of Central and Eastern Euro-

pean and Central Asian countries. This paper reports the 

results of the research conducted in Armenia. Three agro-

food supply chains were selected which enabled us to 

make cross-chain analysis. The field research is accom-

panied by data mainly sourced from National Statistical 

Services of RA (NSS, 2009). 

 

Methodology 
 

All four country case studies included the wheat sub-

sector, owing to its importance in international trade. The 

choice of other sub-sectors was based on local impor-

tance, and milk was selected to represent the livestock 

sector in Armenia. However, grape production was also 

included as it is strategically important for Armenia and 

the country is known for its brandies and wines. A de-

tailed rationale for the selection of each of the supply 

chains is as follows. 

Wheat is the most important crop in Armenia. The 

annual aggregate wheat supply in the country (650,000-

720,000 tonnes) is based not only on local production but 

also on imports. Armenia heavily depends on wheat im-

ports, with the level of self-sufficiency being as low as 

31-43%. It is also very vulnerable with prices of wheat 

changing sporadically. In 2008, the Government of Ar-

                                                 
2
 The other three countries were Hungary, Ukraine and Kyr-

gyzstan. 

menia developed a programme for the country's wheat 

self-sufficiency policy despite three previously unsuc-

cessful trials. This policy could be implemented by bring-

ing in high value wheat seeds, providing relevant agricul-

tural machinery to farmers, and subsidising the lands for 

wheat production. A challenging issue is inadequacy of 

the agricultural machinery. According to official data, 

12%-17% of wheat yield is lost because of machinery de-

fects. Thus, to achieve the sufficient amount of wheat for 

food, more croplands should be allocated for wheat pro-

duction. The government of Armenia has provided subsi-

dies to wheat farmers since 2008. In 2009 the amount of 

subsidies to wheat farmers was AMD 1,692,000,000, i.e. 

about 35,000 AMD/ha. 

The milk processing industry had an annual capacity 

of 320,000 tonnes of dairy production, about 27,000 ton-

nes of cheese and 13,000 tonnes of ice cream prior to 

transition. All former 42 state-owned dairy factories were 

privatised during the 1990s and most presently work be-

low their capacity or not at all. No single dairy processing 

company dominates the market for major dairy products, 

because of the wide range of products and large number 

of processors in the market. Since independence, the bulk 

of dairy production has originated from small private 

farms with 1-2 milking cows on average. Another impor-

tant development is the emergence of milk marketing co-

operatives; currently there are almost 30 milk marketing 

cooperatives throughout Armenia. Overall, dairy produc-

tion including cheese has been increasing. Cheese exports 

increased sharply reaching to about 2,000 tonnes in 2005. 

However, with recent exchange rate fluctuations (espe-

cially with local currency appreciation) the cheese ex-

ports declined drastically. Butter and cheese imports were 

still relatively high, although the amount imported was 

not significantly high. A sharp decline in world dairy 

prices might increase the dairy imports in Armenia. 

Grape is expected to become another national value 

in Armenia and compete with apricot. During the soviet 

period, Armenia had 35,000 hectares of vineyards. Fol-

lowing the land privatisation, farmers destroyed most of 

the vineyards and used the land for wheat production in-

stead. In addition, wineries stopped production. In recent 

years, however, grape production has been revitalised in 

the country. Vineyards are increasing every year. They 

are produced not only by individual, small-scale farmers 

who own 95% of the vineyards in the country, but also by 

large farms. The total annual grape supply in Armenia 

(160,000-230,000 tonnes) is mainly produced locally and 

the level of grape self-sufficiency in Armenia is 98%-

100%. Most of the grape goes to brandy production. The 

Armenian brandy is known all over the world and is the 

main alcoholic beverage exported from Armenia (90% of 

the total beverage export). Brandy exports have been con-

tinuously increasing since early 2007, thereafter gradually 

decreasing. The production of brandy in Armenia during 
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the first quarter of 2009 decreased by 36.8% compared 

with a year earlier. 

Because the time to complete this study was relatively 

short, and there were still very limited data available to as-

sess the impacts of the crisis on the agro-food sector in Ar-

menia, the research was mainly based on qualitative struc-

tured interviews conducted with stakeholders drawn from 

all stages of the three supply chains. The interview ques-

tions were formulated in consultation with the FAO Re-

gional Office for Europe and Central Asia and addressed 

the following key questions: 

• What is the current state of the agro-food sector 

compared to, say, 12 months ago? 

• What are the principal factors causing changes 

to the state of the sector? 

• What strategies have businesses adopted to cope 

with these changes? 

• How is the present situation likely to change? 

• Policy responses and recommendations. 

Overall, 68 interviews were conducted (Figure 1). All 

of the interviewed processors, retailers, traders, and banks 

were the largest and most popular ones in Armenia. 

These companies also comprised a large portion of mar-

ket share. Farmers, on the other hand, are so many in all 

the regions of Armenia, that the interviewed ones would 

certainly not be representative. However, based on the 

existing reports and the general perception, the results are 

expected to be true for the non-interviewed farmers as 

well. Therefore, some of the analysis should be inter-

preted bearing in mind the degree of possible bias. 

  

 
 

Figure 1. Numbers of interviewees categorised by type of supply chain and position within the chain 
 

Results 
 

The findings of the research were as follows. 
 

Wheat supply chain 
 

Input suppliers 
 

These suppliers mainly produce wheat seeds and 

were subsidised by the government. The farmers produce 

50-100 thousand tonnes of seed yearly but sell it cheaper 

to the customers as they receive subsidies (based on the 

produced tonnes) from the government. On average, the 

price per kilo of wheat seed was 240 AMD but they sold 

it at 160 AMD in the market. According to the seed pro-

ducers, the demand for high quality seed decreased in 

2009. Moreover, approximately 20% of the land was not 

cultivated in 2009 owing to the lack of funds necessary 

for cultivation and harvesting activities. 

The production costs did not increase in 2009. Only 

the price of fertilizer increased from 6000 AMD in 2008 to 

8000 AMD in 2009 (Table 1). Moreover, the product de-

livery was often delayed even when the payment was made 

beforehand. On the positive side, fuel was cheaper at the 

beginning of 2009: 400 AMD/litre in 2008 vs. 300 

AMD/litre in 2009. Hence, the total costs of wheat produc-

tion remained nearly the same. The sale on credit increased 

by wheat farmers and many buyers delayed the payments 

for several months and even years. Therefore, most of 

them relied on bank credit to continue their operations. In 

2009 they had some difficulties in getting loans but some 

suggested that if you make payments to the banks on time, 

it was easier to get a new line of credit. Interest rates in-

creased (sometimes even up to 28%) and the loan amount 

was provided in USD. The latter factor had a negative in-

fluence on them when the AMD depreciated in March by 

increasing the loan amount in AMD by about 20%. 

 



 

66 

Vol.7, No. 1, 2011  ISSN 1822-3346 Economics and Rural Development 

Table 1. Agricultural input price indices in Armenia (previous year = 100) 
 

 2005 2006 2007 2008 2009 2010 

Seeds 88.0 109.0 140.8 85.5 93.5 120.5 

Energy 123.2 105.1 99.3 127.4 87.0 117.5 

Fertilisers 99.9 107.9 98.7 115.8 150.7 91.8 

Plant protection 101.1 98.8 90.4 100.2 105.4 103 

Veterinary expenses 98.7 116.6 102.3 105.6 129.3 97.1 

Feeding stuffs 100.4 131.7 95.2 91.2 99.6 118.9 

Total 106.7 108.9 98.7 108.8 104.7 114.1 
 

Source: NSS of RA, www.armstat.am 

 

Farmers 

Wheat farmers were in a similar situation as the wheat 

seed producers. The difference is that wheat prices were 

lower than that of seeds. Also the quality of locally pro-

duced wheat was very low and not well cultivated. More-

over, the price of the locally produced wheat was quite low 

(80-100 AMD) but the production costs were high (ap-

proximately 100 AMD per kilo) and the farmers ended up 

having operational losses. Therefore, not many farmers 

were motivated to produce wheat; hence demand for wheat 

seeds was lower in 2009. Government provided land sub-

sidies of 35,000 AMD for 1 hectare to wheat producers in 

181 communities of seven Armenian regions (mainly the 

mountainous regions with high altitude) in 2008 and 2009, 

which greatly helped the farmers and encouraged them to 

continue wheat production (Agrolratu, 2009). Moreover, 

farmers and processors mostly used outdated and worn-out 

machinery that resulted in production loss reaching up to 

17%. They believed that if the government continued giv-

ing subsidies and helped them in acquiring new machinery, 

the future would be very promising. 

 

Traders 

Most of the traders are the processors who export their 

products. Given the limited quantity of local wheat produc-

tion, 80% of the wheat used in Armenia was imported from 

abroad, mainly from Russia, Ukraine and other former so-

viet republics. There were three main importers who then 

resold the wheat to other processors in the country. The 

price of imported wheat was high in Armenia even if it was 

much lower in the global market. This simply indicates the 

price setting power of the importers. The amount of wheat 

imported was increasing until the time of crisis. Besides 

wheat, a small quantity of flour was imported though it 

was less efficient than wheat imports. Wheat importers 

were hit hard by the AMD depreciation. However, given 

their price determining power, the increase was transferred 

to consumers. The importers also faced tough regulations 

and customs by Armenian government. The outlook was 

positive and the prognosis was that with the economic 

situation the demand would increase, thus the sales volume 

would spike up. 

Processors 

The four interviewed wheat processors (flour mills) 

supplied about 90% of the market. Moreover, two are the 

biggest wheat importers and dominant flour suppliers in 

Armenia. All processors rely strongly on imported wheat, 

firstly because local wheat does not have adequate quality 

to produce high quality flour which is demanded in the 

market, and secondly because the self-sufficiency level of 

wheat in Armenia is very low (30-40%). In other words, 

the Armenian wheat supplies are only sufficient for about 

two months. Moreover, imported wheat costs less than 

local wheat after considering the cleaned portion of the 

inputs. On average, the usage of local wheat in the pro-

duction process is 10-20%. The demand for flour de-

creased as a result of the crisis by about 20-30%. Cus-

tomers have become more conscious about the amount 

they consume. In addition, the production costs increased. 

Storage of wheat is costly and risky. All these factors 

caused not only the big processors to cut production, but 

also small processors to close their businesses. 

All surveyed processors, except Baghramyan flour 

mill, used credit. No changes were observed in terms of 

credit accessibility but the credit terms changed in favour 

of the banks. The interest rates were higher and loans were 

mostly provided in USD. The change in exchange rate was 

the main obstacle. The input and credit costs were in USD 

whereas the revenue from flour sale was in AMD. This 

mismatch was quite risky especially considering the unsta-

ble nature of Armenian monetary policy. Consequently, all 

processors tried to limit the risks of the flour business unit 

by establishing other business units which in most cases 

are perfect examples of unrelated diversification. 

 

Retailers 

Wheat retailing has only been affected by crisis to 

some degree. Bread is a traditional and highly important 

product in Armenia and the consumption will not decrease 

much even if purchasing power of buyers decreases. Flour 

is also consumed largely by the public for various pur-

poses. There was a noticeable shift in consumers’ behav-

iour, preferring to buy flour instead of bread and making 

their own bread. This has a seasonal nature: during winter 

time the demand for flour increases with people preferring 

to make their own bread and at the same time warm up the 
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house. Overall, consumption decreased by about 20%. 

Competition among bread factories or pastries increased 

over the last three years. The interviewed store used no 

credit and managed its finances successfully. The outlook 

was again positive in this sector despite of the absence of 

government programmes and support system. 

 

Grape supply chain 
 

Input suppliers 

The number of input suppliers interviewed was not 

sufficient to have a representative sample but a very gen-

eral picture can be drawn based on the results. The inter-

viewed input suppliers for the grape supply chain included 

a fertiliser supplier. Fertiliser is a key input in grape pro-

duction. The conditions compared to three years earlier had 

improved for the fertiliser supplier: in 2009 the demand for 

fertiliser increased by about 30% despite the crisis. The in-

terviewee suggested that the reason for the increase was 

the favourable weather. Also, farmers’ confidence did not 

decline until they were unable to market the harvested 

products. The supply, on the other hand, did not increase 

and they could only sell a limited quantity of fertilisers. As 

a socially responsible organisation, the Federation of Agri-

cultural Associations (FAA) did not raise the prices of fer-

tilisers despite the global increase in the fertiliser price and 

the existing mismatch between supply and demand. In fact, 

they did not adjust the prices even in case of the AMD de-

preciation, which increased the import costs by about 20%. 

The products were imported from Russia before the depre-

ciation, thus the change of exchange rate policy did not 

have a direct impact on their cost. 

FAA sells fertiliser (and also several other types of raw 

materials) to farmers through a lending organisation which 

provides them money and they should provide the product 

to the farmer. Because of this payment structure, it is diffi-

cult to assess whether or not farmers had any difficulties in 

paying for the product on time. On the other hand, FAA has 

always made payments according to the contract with their 

supplier (an exporting agency in Russia). 

 

Farmers 

In 2009 the supply of grapes was much higher than in 

2008 due to the favourable weather and over 220 thousand 

tonnes of grapes were harvested. The demand was very 

low: processors bought about 127 tonnes of grapes in 2009 

which is about a tonne less than in 2008, but the yield was 

much higher due to the favourable weather. Prices were 

much lower than in 2008 (from 140 to 130 AMD) for those 

who were able to market it. However, strict rules were im-

posed on farmers in terms of quality and quantity. Produc-

ers did not accept even a kilo more than the amount stated 

in the contract or, if they did, they negotiated a very low 

price for the extra quantity. The quality checking process 

became stricter and more conservative. Moreover, many 

processors deceived the farmers about the quality of grapes 

and deliberately claimed it to be lower to pay less for it. 

Despite these stricter (and unfair) rules, farmers were 

happy that they are able to sell their product at 130 AMD. 

There are many farmers who were not able to sell because 

of the limited demand. Some processors offered just 70-

110 AMD per kilo which barely covered the production 

cost. Moreover, the processors often failed to make timely 

payments and farmers needed to obtain loans to continue 

farming. The availability of loans was limited by banks as 

a result of the crisis. Hence, most of the farmers used up 

their personal funds living at a subsistence level. 

 

Processors 

Prior to the crisis, the favourable economic condi-

tions were reflected in increased demand which attracted 

many new grape processors. However, the situation was 

changed drastically by the crisis. Many small companies 

went out of business; some were left on the verge of 

bankruptcy, while the big players in the market were sur-

viving with hope. The volume of cognac and other proc-

essed goods declined by about 30-50%. All the grape 

processors sell over 90% of the production outside of 

Armenia. Hence, the decline in sales volume was mainly 

a result of reduced foreign demand. Despite the crisis and 

reduced purchasing power of the buyers, many buyers 

shifted from cheaper to premium cognac/brandies. In fact, 

the demand for premium brandies even increased because 

of this structural change. The implication is that rich peo-

ple were not affected and only people with middle and 

low income levels were hit by the crisis. 

Interviewed processors used contracts with buyers 

but some failed to follow the contract obligations because 

of the low turnover and lack of short-term non-interest 

bearing loans. Some of those that sell at local supermar-

kets complained that retailers did not always pay on time. 

This phenomenon has not only been a result of the crisis, 

but bad retail management. Many processors stated that 

their costs increased due to high raw material prices, high 

inventory costs and expensive credit. AMD depreciation 

helped most of the grape processors as a large portion of 

their products were sold in overseas markets. However, 

the benefits did not exceed the losses they faced from 

loan costs. As a risk management tool, many tried to di-

versify products, retailers, farmers, export destinations, 

etc. Mixed answers were given regarding advertising: 

some reduced it completely to save money (MAP), some 

increased it to promote consumption (Vedi Alco, NOY) 

and some left it unchanged as they did not think it would 

make much difference (Yerevan Brandy). In general, 

most processors thought that if the situation in Russia 

improved, so would their business. That is because a sig-

nificant portion of their profit was received from exports. 

The long term outlook was good also because the small-

scale competitors had vanished from the market. 
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Traders 

Most of the traders are the processors who export 

their products. Armenian brandy has always been de-

manded by other countries, particularly Russia, and ex-

ports of brandies comprise nearly all the processor’s sales 

volume (up to 97%). Hence, even small changes in the 

export destinations will greatly influence the processors. 

The blossoming export markets dried up starting from 

2009 mainly due to the reduced foreign demand as a re-

sult of the crisis. 

The grape processors/exports did not use much credit. 

Yerevan Brandy Company, for example, used credit but 

not from Armenian banks, but through Pernod Ricard and 

international banks and did not face any difficulties or 

changes the credit terms. Most of the others either used 

personal funds or a limited amount from the banks. They 

claimed that the terms of credit had not changed because 

they had been good customers and in good relations with 

the lending institutions. All these exporters/processors 

benefited from the change in exchange rate policy. 

 

Retailers 

Surveys were conducted not only in retail supermar-

kets but also in specialised brandy shops. All surveyed re-

tailers recorded a decline in sales. Meanwhile both high 

and low priced imported brandies were not sold and some 

contracts were even terminated. For instance, Yeritsyan 

and Sons supermarket, which was the least affected re-

tailer, sold imported high priced brandies only once a 

month. The consumption of local brandies also changed 

in favour of low priced ones. The demand for premium 

“Ararat” brandy was higher during the summer as tourists 

preferred to buy it. Moreover, as one of the store manag-

ers noted, the consumers bought more wine and vodka 

rather than brandy although Armenians prefer brandy. 

 

Milk supply chain 
 

Input suppliers 

Neither of the interviewed milk input suppliers (the 

milking aggregate supplier and hay supplier) were af-

fected by the crisis. In fact, the demand for milking ag-

gregates and the price has increased not only relative to 

three years ago, but also during the crisis. The price of 

hay increased in 2009 as did the price of milking aggre-

gates. Moreover, the selling price of milking aggregates 

increased abruptly by about 20% as a result of a currency 

exchange rate policy change from fixed to floating on 3 

March 2009. The reason is that the milking aggregates 

are imported. The terms of loans which are largely used 

for financing the reserves have been unchanged under the 

crisis situation. This is explained by the fact that CARD 

Foundation includes various units, including the credit 

organisation, which cooperate extensively. Their outlook 

is quite positive both in short and long terms (about 40% 

increase in sales volume in the short term). However, the 

enhancement of government support was reported to be 

an important key to improving agriculture. 

 

Farmers 

The crisis has had perhaps the most impact on the farm-

ers: most of them were operating at a loss. Not only were 

farmers paid at lower rates for milk (lower milk prices), but 

also the payments were delayed by up to three months. Spe-

cifically, keeping cows for milking purposes was unprofit-

able. The supply of milk exceeded the demand, which re-

sulted in lower milk prices. In 2009 the price of milk de-

clined by about 20% (to 70-90 AMD) relative to 2008 and 

still there was a large surplus in the market. In addition, 

processors claimed that the milk grade was lower and delib-

erately paid lower prices to farmers. Moreover, processors 

reduced the purchase of milk due to the crisis and low world 

prices of milk powder. The latter is a substitute for milk and 

many processors were inclined towards making this struc-

tural shift. Farmers started finding ways to make profits 

from their cattle. Thus, a record number of cows were 

slaughtered in 2009 (about 20,000). Most of the remaining 

cows were held for production of calves rather than for milk-

ing purposes. This was more cost efficient and farmers ob-

tained more profit from meat than from milk. Also, there 

was a noticeable shift in cows from regions that have a 

longer winter feeding period to the ones with shorter win-

ters. If the trend continues and government support remained 

non-existent, there may soon only be a few milk producers. 

This poses a strategic threat to dairy sector in Armenia. 

 

Processors 

Over the years, more and more milk processors ap-

peared in the market. Moreover, most of the farmers who 

have cows and milk sources tend to make cheese and other 

processed food themselves in a poor hygienic environment 

either for barter or sale for cash. The number of such farm-

ers increased as a result of the crisis. Given the conditions 

and costs of making home-made cheese, the prices of these 

goods were much lower than those of large companies. 

Many consumers changed their buying behaviour as a re-

sult of the crisis. They preferred much cheaper and lower 

quality cheese or other milk products to more expensive 

and high quality ones. Consequently, the demand for 

home-made cheese was slightly higher. Overall, the de-

mand for processed milk products decreased by 20%-30% 

in the local market which caused the local cheese and other 

processed goods production to decline. 

Although milk prices declined in 2009 compared to 

2008, some socially responsible processors purchased 

milk at higher prices than the competitors. Many milk 

processors stated that their cost increased due to high cost 

of utilities, raw material (such as labels and bottles) 

prices and interest rates. In addition, the raw material 

prices increased in AMD as a result of the change in the 

exchange rate policy. The major investment most of the 

interviewed firms consider is the acquisition of a modern 
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technology that is energy efficient and will cut utility 

costs. In addition, some of them cut advertising costs, 

while others started vigorous promotion activity to stimu-

late consumption. For example, Biokat advertised inten-

sively, while Dustr Melanya reduced the funds allocated 

to product promotion. 

 

Traders 

Most of the traders are the processors who export 

their products. The growing economies in Russia and 

other neighbouring countries triggered the growth of the 

Armenian export industry. However, the foreign demand 

for Armenian dairy products has somewhat decreased 

over the years reaching its bottom during the crisis. 

Moreover, transportation of the dairy products to the ex-

port destination has been an obstacle since August 2008. 

The Russian economy has been highly influenced by the 

crisis. Given that it is the main destination of Armenian 

exports, the reduced demand by Russian customers put a 

downward pressure on the consumption of Armenian 

cheese. Moreover, the consumers’ buying behaviour 

changed and cheaper dairy products were preferred over 

expensive/premium ones. Therefore, the demand for Ar-

menian dairy products declined even more as the prices 

were higher (due to high costs) relative to other countries’ 

products. In addition, the recent restriction of dairy prod-

ucts to be shipped to Russia through Georgia created ad-

ditional problems for Armenian exporters. Now they ei-

ther export through Iran or by air and the costs are quite 

high. Two of the interviewed dairy exporters said that 

they exported insignificant amount of cheese which 

spoiled on the way due to border issues. 

The dairy exporters have not used much credit. More 

than 50% of the interviewed traders claimed they had dif-

ficulty in obtaining credit due to reduced collateral value 

and lack of guarantee that products will be sold in the 

market. The terms of credit definitely changed –interest 

rates were much higher, the screening was much stricter, 

and the collateral requirement was much higher. AMD 

depreciation also affected the exporters. The one that only 

exported benefited from the depreciation, while the proc-

essor/exporter was negatively impacted due to decrease in 

profits from selling as the contract was in RUR and the 

indirect impact of outstanding loans which were in USD 

(the loan amount increased by about 20% as a result of 

depreciation). All the above mentioned problems caused 

difficulties in making on-time payments. 

 

Retailers 

The growing Armenian economy from 2005-2008 in-

tensified the competition in many sectors with an increase 

in the number of supermarkets/grocery stores/specialty 

stores almost everywhere in Armenia. Varieties, value-

added services, aesthetics, reputation, location and prices 

have been updated continuously. The crisis did not pass 

this sector unnoticed. The decline of consumers’ dispos-

able income and loss of confidence shaped the new de-

mand for products. Some products suffered more than oth-

ers either due to price, necessity or variety. Moreover, most 

retailers suffered in a similar fashion except for the Yerit-

syan and Sons supermarket. This is related to the custom-

ers’ income level – those with high income levels consume 

nearly the same basket of goods, while consumers with 

middle and low income levels consume less with changed 

preferences. They now prefer cheaper products and the 

consideration of quality is not a top priority. Moreover, 

many buyers switched to smaller markets which tend to be 

cheaper due to the lack of additional services. In Armenia 

many consumers focus on the product and the price rather 

the brand name. Even so, the supply of products has not 

decreased; in fact, more producers and suppliers offer 

products now than before. To promote sales, producers of-

fer their products at lower prices, discounts and bonuses. 

The costs of the retailers increased as a result of in-

creased cost of utilities. They were not able to cut the fixed 

costs as the entire store had to operate. Therefore, the man-

agement cut the number of employees, reduced the salary 

or increased the responsibilities. Yeritsyan and Sons su-

permarket even changed the light bulbs from high voltage 

to low ones to minimise electricity consumption. Some 

others have decreased the number of value-added services 

as a cost cutting strategy. Operational costs increases as a 

result of the crisis potentially forced some of the small re-

tailers out of the market. One of the supermarket managers 

stated that some retailers which are competing for the same 

target market were likely to merge in the near future. He 

stated that there would be only one big retailer which 

would serve middle class consumers and one which would 

operate for upper class consumers. 

All interviewed retailers, except for Yeritsyan and 

Sons supermarket, used credit heavily. However, access 

to the credit was not the same as in the pre-crisis period. 

Although these retailers are very well-known in Armenia 

and have good credit histories, they still had difficulties 

to get loans from banks or credit organisations. More-

over, the interest rate offered by the banks increased by 2-

3% compared to 2008 which made credit more expensive. 

This may be the reason for difficulties in making timely 

payments to their suppliers. Retailers changed the pay-

ment conditions extending the payment cycle to the sup-

pliers. The explanation for this change was the reduced 

consumption and lower turnover, which potentially in-

creased the need for more credit. 

For specific information about dairy products retail-

ing we interviewed dairy specialty stores. The consump-

tion of dairy products changed but not significantly as 

they are necessity products. The sales of sour cream and 

matsoun (traditional Armenian yogurt) were nearly un-

changed. Sales of ice cream and premium cheeses such as 

Swiss and Dutch cheeses suffered most. Customers 

changed not only their preferences of consumed cheese, 

but also the store they purchased from. Many consumers 
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shopped at cheap and low-class stores rather than super-

markets. Therefore, both the processors and retailers de-

creased the selling price of dairy products to stimulate 

consumption. This was related not only to crisis, but also 

to new entrants to the market (tougher competition). 

 

Banks/lending institutions 
 

The banking industry in Armenia was on a continuous 

rise until the crisis hit the economy. The positive trend en-

abled the growth of many businesses. However, the picture 

changed significantly in the post-crisis period. Most banks 

stopped providing consumer credits and the conditions of 

credit became stricter. The perceived risk was much higher, 

therefore the interest rates charged increased, the terms of 

credit were shortened (preference was given to the short-

term loans), the screening and monitoring conditions be-

came stricter, the loan/collateral ratio decreased, etc. All of 

these measures were taken to reduce the risk of potential de-

linquency by the firms/farmers. Most businesses encoun-

tered difficulties in making their loan payments on time, 

and consequently ended up paying fines. Banks also in-

creased the rate of deposits as a way of competing with 

other banks for possible sources of money. The number of 

depositors decreased, while the demand for loans increased 

as a result of much stricter rules and regulations (fewer pro-

vided loans) and reduced credit in the banking sector. 

ACBA-Credit Agricole was an exception in this sector, as 

they did not reduce the amount of credit available and did 

not change the interest rates charged. The only change as a 

result of the crisis was the stricter screening and monitoring 

rules. Most banks were able to provide more loans to agri-

businesses because the government provided funds specifi-

cally for the agricultural sector at a lower interest rate. 

 

The government sector 
 

The Armenian government had several programmes 

which were targeted at lowering the negative impact of the 

crisis on the agri-food sector. The objective was to inten-

sify the support to agricultural producers. As such, the fi-

nancing from the state budget is to be taken into serious 

consideration to implement useful programmes that aim at 

alleviating the impact on agriculture of the crisis. However, 

the current level of financing from the state budget is 

nearly three times lower than the projected level (3.5 bln 

AMD currently vs. 9.4 bln AMD – Agrolratu, 2009). The 

ongoing programmes in the sector of agriculture include: 

• Seed development; 

• Plant protection; 

• Agricultural animal grafting; 

• State support to the agricultural land users; 

• Provision of the agricultural animals at different 

payment terms; 

• Credit programme to agricultural enterprises and 

small-scale agricultural traders; 

• Credit programme for economic development of 

rural areas; 

• Requirement for dairy producers to include the 

proportion of milk powder and natural milk in the labels. 

The successful completion of these programmes re-

quired sufficient amounts of state funding and support 

was essential. The interviewees indicated that besides the 

state financing, they received money from GFK and the 

World Bank. However, the total funding was still quite 

low. In fact, the projected 2010 budget about less than 

AMD 4 billion which was a record low figure. The Min-

istry of Agriculture expressed intentions of helping the 

sector overcome the crisis, but was unable to do much 

because of the level of financing that it received from the 

state budget. The actual spending was nearly three times 

lower than projected. So far, the government policies had 

only helped the wheat sector via land subsidies for wheat 

farmers. The other chains were left untouched were not 

directly supported by the government. The government 

favoured the residential construction sector which does 

not provide value-added services. 

 

Discussion 
 

The results of this work are consistent with the find-

ings of Csaki and Buchenrieder (2011), who identified 

five interconnected issues related to the impact of the fi-

nancial crisis on the agri-food sector in Europe and Cen-

tral Asia, namely: (1) a reduction in income elastic food 

demand and commodity price decline, (2) loss of em-

ployment and earnings of rural people working in urban 

centres, implying also costly labour reallocation, (3) ris-

ing rural poverty originating mainly from lack of oppor-

tunities in the non-farm sector and a sizable decline of in-

ternational remittances, (4) tightening of agricultural 

credit markets, and (5) the collapse of sectoral govern-

ment support programmes and social safety-net measures 

in many countries. 

The crisis conditions were projected to continue for 

the rest of 2009 and the entire year of 2010 (World Bank, 

2009). Thus, general statements by many government of-

ficials including the prime minister, Tigran Sargsyan 

(Government of the Republic of Armenia, 2009) affirm-

ing the importance of the agri-food sector are alone not 

enough. During the crisis, Swinnen and van Herck (2010) 

identified three main groups of policy responses by gov-

ernments in the region: (1) increased intervention in 

trade, (2) increased intervention in the supply chain (price 

control) and (3) increased support for the agricultural sec-

tor. Based on our interviews in three different supply 

chains, banks and government officials, the following 

specific policy responses for mitigating the effects of the 

present and any future crises are recommended: 

• Greater availability and accessibility to loans at 

lower interest rates which government can ensure through 
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banks (i.e. provide loans under several concessional terms 

and purchase equity); 

• Technological support to farmers and processors 

who use mostly outdated and worn-out machinery that re-

sults in production loss (for example, for wheat farmers 

the percentage of loss due to worn-out machinery was 

about 13-17%); 

• Subsidies to wheat farmers of all regions of Ar-

menia in 2010; 

• Simplified and supportive tax laws which could 

motivate more entrepreneurs to do business in Armenia. 

Also, a more relaxed tax environment will stimulate busi-

nesses; 

• Support to farmers in creating farm associations, 

cooperatives and agricultural enterprises; 

• A solid insurance system against natural disasters, 

such as hail, rains, etc; 

• Various forms of government intervention, such as 

subsidies, loan rates, price ceiling and floor, tariffs; 

• Establishing trade associations or export groups 

which will ease the process of exports; 

• Provision of transportation support to exporters 

(i.e. either fund the transportation fully for the first ex-

port, and then partially, or other ways that would cut the 

potential costs and risks of exporters); 

• Deferral of the VAT payment period for machinery 

importers (i.e. pay VAT not right at the border, but rather 

after the production and/or sale of the imported product); 

• Support local producers vs. importers (i.e. increase 

the importing costs with the purpose of discouraging im-

ports and promoting local produce); 

• Support animal breeders in decreasing the diseases 

(i.e. help the farmers to decrease the food and mouth dis-

ease of cows). 

These ideas are compatible with the policy recom-

mendations made by Swinnen and van Herck (2010), 

namely to (1) enhance investment, (2) stabilise the finan-

cial sector, (3) continue the economic and institutional re-

form process, (4) enhance rural infrastructure, education 

and R&D, (5) facilitate the introduction of farmers into 

modern supply chains, and (6) avoid short-term policies 

that conflict with long-term goals. 

The validity of our research methodology (seeking 

the views and perceptions of stakeholders) is shown by 

the work of von Davier et al. (2010) which supported the 

idea that there is no objective market environment for ag-

ribusiness firms. Instead, market developments are, at 

least to a certain degree, constituted by the perceptions of 

supply chain actors. They therefore suggested that inter-

ested parties could try to actively manage the expecta-

tions of supply chain actors. By, for instance, publishing 

information that influences addressees’ perceptions, it is 

possible to influence how farm and firm managers react 

and what strategies they choose. 

 

Conclusions 

 

The impact of the crisis on the agro-food sector in 

Armenia was reflected in the reduction of both supply 

and demand. From the supply side, farmers used less land 

because input prices were higher and the available funds 

(remittances) for many farmers were lower, the resulting 

production was lower. The limited access to and the costs 

of loans limited the possible actions of the farmers and 

agricultural processors. This threatened the sustainable 

rate of employment in the sector over time. From the de-

mand side, reduced remittances for local consumers, their 

confidence level, and also the reduced purchasing power 

of foreign consumers all resulted in reduction of demand. 

In other words, both imports and exports decreased. 

The milk and grape supply chains were strongly in-

fluenced by the crisis. The main problems occurred at 

both ends: farmers/growers and processors/retailers. 

Farmers were generally affected by the higher prices of 

inputs and reduced demand for their products, while the 

processors were affected by the lower demand in local 

and international markets. Almost no significant policy 

was devised by the government to alleviate the adverse 

affect of the crisis. The outlook of the sectors was unclear 

and in the case of grapes largely depended on the global 

economic situation. 

The wheat supply chain was not influenced much by 

the financial and economic crisis. The reason was that the 

self-sufficiency level of wheat in Armenia was quite low 

and international prices declined over the past year. Also, 

flour and bread are strategic products and necessities. The 

demand for these products is inelastic and does not de-

crease very much in case of price changes. Moreover, 

wheat was imported and the processed products were 

barely enough for the local demand. Thus, wheat prod-

ucts were not exported, except for vodka. Hence, import-

ers are analysed as traders. This is the chain that includes 

oligarchs and those who set prices in the market. 

The banks and lending institutions raised the interest 

rates, tightened the screening process and reduced the 

available credit. These risk management tools signifi-

cantly alleviated the impact of crisis on banks’ operations 

by passing it through the customers. 

The Armenian government devised anti-crisis poli-

cies and programmes to mitigate the unfavourable effect 

on the economy. This was a package of coordinated ac-

tivities which covered almost all sectors of economy. 

However, the Ministry of Agriculture was unable to do 

much because of the financing that it received from the 

state budget. The actual spending was nearly three times 

lower than projected. However, it is known that the key 

to revitalising the agricultural sector which is essential for 

developing countries and in-transition countries is finan-

cial and other types of support to the players in the sector. 
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Vilma Atkociuniene

1
 

 
Relevance of the theme

1 
 

Farming in post-industrial societies is highly sophis-

ticated and commercialized activity based on high 

amounts of investment capital and specialized knowl-

edge. Besides the investments into infrastructure and 

business development, the investments into the develop-

ment of human potential are provided in the European 

Union incentive and action programmers orientated to-

wards the sustainable development of rural areas. All the 

EU member states have established their household advi-

sory services’ system. This is necessary to help the farm-

ers to meet modern and high quality agricultural stan-

dards related to environment and animal protection, plant 

protection, food harmlessness, animal well-being and 

good agricultural and environment conditions. The advi-

sory service suppliers have to be active in the market, but 

farmers often express dissatisfaction with advisory pas-

sive service adaptation to the market needs, claiming 

concern of its inability to provide competitive and market 

driven advisory services. In these situations it is neces-

sary to create the quality evaluation system. This shows 

us that the problem of thesis is topical and well founded. 

 

Objectives and structure of the thesis 
 

There exist a number of investigations on service qual-

ity assessment but a systematic approach for the evaluation 

of rural advisory services quality, assurance of customer 

guided services’ quality at rural advisory centres in Latvian 

case is a fresh and novel contribution with own develop-

ment. In order to face that challenge Gunta Grinberga-

Zalite formulated the main aim of her thesis – to develop a 

customer guided training services’ quality assurance model 

and approbate in the rural advisory centres in Latvia. 

In order to reach that goal 5 main objectives have 

been indicated. They all have been explored in 4 chapters 

of the Doctoral thesis. 

The first objective was to investigate the theoretical 

aspects of service provision. This objective was explored 

in the first chapter of Doctoral thesis, which comprised 17 

pages of text. Gunta Grinberga-Zalite analysed various 

service concepts in different time periods, examined vari-
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ous theoretical aspects of service and formulated her own 

definition “commercial service is an activity and results 

created by customer’s and provider’s interaction, which is 

guided to satisfy the customer’s needs consisting of both 

tangible and intangible benefits”. From this definition 

comes clear that the activity of any service is to satisfy the 

needs of a customer, and it depends from the objective and 

subjective components and this complicated relationships 

causes wide possibilities for service activities. Analyzed 

contemporary service paradigms show the mechanisms of 

the development of service industries and help to realize 

their possible further development scenarios. 

The second objective was to analyze service quality 

evaluation methods. This objective was explored in the sec-

ond chapter of Doctoral thesis, which comprised 19 pages 

of text, illustrated by 9 figures and 1 table. Gunta Grin-

berga-Zalite after analysis of the existing theories of quality, 

Western Europe quality procedures, admits that they are 

rather based on quality as improvement, but not as compli-

ance with standards, and could be classified as adherent and 

modified variant of the version “compliance with aim”. She 

comes to the conclusion that for service providers is very 

important is finding out in which quality dimension exactly 

improvements are necessary, and then exactly this one di-

mension of the service should be reorganized according to 

the customers’ needs. But in practical way it is very com-

plicated? In chapter 2.3 was described the methodology for 

service quality evaluation by fourth main frameworks: per-

formance only evaluation (SERVPERF), disconfirmation 

model (SERVQUAL), importance – performance analysis 

(IPA), composite models for evaluation of customer satis-

faction. The second objective was met. 

The third objective was to study the importance of 

rural advisory and training services in the context of Lat-

via regions’ social and economic development. This ob-

jective was explored in the third chapter of Doctoral the-

sis, which comprised 46 pages of text, illustrated by 18 

figures and 11 tables. Gunta Grinberga-Zalite starting 

from analysis of development of rural advisory and train-

ing services in the world and admits that the countries 

have gone different ways to develop rural advisory and 

training models, which are not so universal that could be 

easily and invariable introduced for other countries advi-

sory and training systems management. The author has 

performed analysis of social and economic indicators of 

Latvia regions to improve the quality of the service focus-

ing them more precisely on the needs of rural population, 

which would favour the social and economic situation in 

rural areas. This chapter also looks to the respondents’ 

opinion of Latvian Rural Advisory and Training Centre 

of (LRATC) further education services.  The authors’ 
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survey gives evidence that according to respondents’ 

view point the best providers of further education ser-

vices necessary for rural population and consider that 

farmers’ intention to reduce their dependence on pay-

outsourced services and wish to master the necessary 

skills themselves. In chapter 3.7.3 was analyzed the qual-

ity assurance problems of training services provided at 

LRATC and conclude that each regional officer evaluates 

his/her regional office work very positively and considers 

that all the previously implemented measures in particular 

regions so far have been successful. Thus, any changes in 

the further work processes regional LRATC officers re-

gard sceptically. But provision of LRATC training ser-

vices in Zemgale shows that competition among service 

providers’ in Zemgale motivates LRATC to search for 

new possibilities, how to make their services and ser-

vices’ quality assurance systems more guided to the cus-

tomers. The third objective was met. 

The fourth and fifth objectives – to evaluate the quality 

of service provision at rural advisory centres, compare the 

research results of Zemgale region with the aggregated re-

sults of Latvia regions; to develop a quality evaluation 

model for assurance of training services’ quality at rural 

advisory centres. This objectives were explored in the 

fourth chapter of Doctoral theses, which comprised 31 

pages of text, illustrated by 13 figures and 5 tables.  In this 

chapter the author adapted and practically tested the three 

service quality models, which were theoretically described 

in the second chapter – SERVPERF, SERVQUA and IPA 

to detect their suitability for the evaluation of training ser-

vices provided by rural advisory and training centres. 

Analysis of service quality of a training service based on 

five quality dimensions: tangibles (appearance of physical 

elements), reliability (dependability, accurate perform-

ance), responsiveness (promptness and helpfulness), assur-

ance (competence, courtesy and security), empathy (easy 

access, good communications and customer understand-

ing). To detect customers’ priorities regarding the five 

quality dimensions, the author used a hierarchical analysis 

method for decision – making. The pyramid of LRATC 

training service elements’ dominants was drown. Consider-

ing the advantages and disadvantages of the service quality 

evaluation models the author concludes that all the three 

models can assist LRATC service providers to evaluate 

and ensure the quality level of their services. For the cus-

tomer-guided training services’ quality assurance at rural 

advisory centres the author propose to use a composite 

model, which combines both evaluation of customers’ ex-

pectations regarding the service, evaluation of importance 

of the service quality criteria and finally evaluation of the 

real service performance after receiving of a service. The 

fourth and fifth objectives were met, this chapter is well 

written and findings are well presented. Just two questions 

we need to answer: How often rural advisory centres need 

to use the customer – guided model for evaluation of train-

ing services’ quality and how long and costly it is? What 

are the strengths and weaknesses of customer guided 

model for evaluation of training services’ quality which we 

have to keep in mind as scientists? 

 

Research methodology 
 

Gunta Grinberga-Zalite in her Doctoral thesis was us-

ing various research methods: monographic, analysis and 

synthesis, statistical (SERVPERF, SERVQUAL surveys), 

qualitative research, logically constructive, Pearson corre-

lation coefficient, hierarchical analysis, Palmer’s quad-

rant analysis modified by the author. The thesis repre-

sents a good combination of qualitative and quantitative 

methods, including various types. The author has used 

quality evaluation models developed by the worldwide 

leading scientists and quantitative evaluation of impor-

tance of rural advisory and training services in the context 

of social and economic development of Latvia regions. 

Among others methods of empirical data collection 

through survey studies and expert interviews are used, as 

a general framework, inductive and deductive research 

methodology is used. 

 

Final remarks 
 

The results of the Doctoral research have been pub-

lished in 10 scientific proceedings acknowledged by the 

Scientific Council of Latvia and in 10 international scien-

tific conferences. The approbation of research results was 

implemented in scope of conducting informative seminars 

and lectures. In the thesis are supplied main problems and 

their possible solutions are important for practical use. 

The thesis is well written represent very comprehen-

sive scientific work in the area of assurance of customer-

guided training services’ quality at rural advisory centres. 

There are number of novelties of this scientific work. 

The main novelties of the Doctoral thesis in my personal 

opinion are that author has used quality evaluation mod-

els developed by the worldwide leading scientists to 

elaborate her composite customer guided model for 

evaluation of training services’ quality, which: contains 

five dimensions with in total 22 criteria, forming the 

quality of a training service; offers evaluation methodol-

ogy, which is specially designed for detecting the quality 

of rural advisory and training services; is easy to adapt 

and use for evaluation of any other training service. Also, 

the current research to fill the gap of rural advisory ser-

vices quality assessment. 

I declare that I find the Doctoral thesis of Gunta 

Grinberga-Zalite original and it contributes significantly 

to the research field in which she works. The thesis re-

flects a Doctoral candidate’s competence in analyzing 

scientific literature, ability to develop models, draw con-

clusions and reflect on systematic changes needed. The 

Doctoral thesis also proves a Doctoral candidate’s ability 

of arranging research methodology and empirical re-

search. In my opinion, The Doctoral thesis meets the offi-

cial requirements for arranging dissertations in the fields 

of social sciences and I recommend Gunta Grinberga-

Zalite for the scientific degree Dr. Oec. 
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