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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, Alek-

sandras Stulginskis University (Lithuania) 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 econom-

ics, 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 that 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 
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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 (Lithuania), Latvia University of Agriculture and 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 agricultural economics, manage-

ment and rural development is advisable. The Editorial Board has the rights to decide 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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Cost of Equity Capital in Agricultural Organizations: Theoretical Approach 

and Empirical Analysis 

 

Vilija Alekneviciene
1
 

 

Aleksandras Stulginskis University, Lithuania 

 
The paper presents the methodology for estimation of the cost of equity capital in agricultural organizations. This methodology 

consists of two methods: modified CAPM and long-term ROE. The organizations in this sector of industry – family farms and agri-

cultural companies – are family controlled or closely held. Being undiversified investors the owners of such organizations assume to-

tal risk, not only systematic one. Considering the undiversification of investors, systematic risk is replaced by total risk in CAPM, 

and accounting information is used instead of market information. OMXBB index is chosen as a market portfolio. As it is dangerous 

to rely on one method, long-term ROE is applied as additional method. The cost of equity capital is calculated in all Lithuanian agri-

cultural organizations, in family farms and in agricultural companies. The research results show that modified CAPM is applicable 

for estimation of cost of equity capital in agricultural companies, but there are some problems with the application of modified 

CAPM in family farms. 

Key words: cost of equity capital, CAPM, long-term ROE, agricultural organizations. 

JEL classification: G12, G31, Q14. 

 
Introduction

1
 

 

The cost of equity capital is the opportunity cost of 

raising funds through equity. Opportunity cost is the im-

plicit cost associated with the highest-valued alternative 

opportunity. Abundance of methods and models used for 

estimation of cost of equity capital causes more problems 

than facilitates the process of estimation. Even large com-

panies whose shares are traded in the market may have dif-

ferent interpretations of cost of equity capital because it 

can be estimated using various methods. The results in 

some cases are still surprising, and the main reason of that 

is the diversity of factors on which these methods and 

models are based. The cost of equity capital is used in ap-

praisal of investment projects and valuation of the compa-

nies. If too high cost of equity capital is estimated, the pro-

ject or company will be underestimated, and vice versa. 

Choosing an appropriate method or model is important 

both from theoretical and practical point of view. 

Another problem arises when the cost of equity capi-

tal is estimated in family controlled or closely held busi-

ness organizations. Such organizations dominate in agri-

cultural sector. The owners of such organizations are ex-

posed to the total risk, not only systematic one, so the 

most popular CAPM can not be directly applied for esti-

mation of cost of equity capital. Moreover, this method 

requires market information, while agricultural organiza-

                                                 
1
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Field of Scientific Interest: Valuation of Company and In-

vestments. 
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tions lack this information. Other methods and models, 

such as dividend growth method, the APT-based models, 

the bond yield plus risk premium method also have some 

limitations in application. 

The object of the research is the estimation of cost of 

equity capital in agricultural organizations. 

The aim of the research is to base the methodology 

for estimation of cost of equity capital in all agricultural 

organizations and in organizations of different forms: 

family farms and agricultural companies. 

The tasks of the research are as follows: 1) to analyse 

and synthesize the methods and models of estimation of 

cost of equity capital, to highlight their advantages and 

limitations; 2) to base the methodology of estimation of 

cost of equity capital in agricultural organizations; 3) to 

estimate the cost of equity capital in all agricultural or-

ganizations and in organizations of different forms: fam-

ily farms and agricultural companies. 

Research methods: logical analysis and synthesis, 

comparison and calculation of ratios and indicators. 

Research assumptions and limitations. The historical 

cost of equity capital is calculated in agricultural sector, 

so it can not be directly applied for the discounting future 

cash flows of investment project or business organization. 

Relatively short research period (2003–2010) causes ad-

ditional risk in short run. The research period is limited 

by the lack of information presented in FADN and 

NASDAQ OMX Baltic. 

 

Literature Review 
 

Adams, Manners, Astrashan et al (2004) state that cost 

of equity capital always causes problems for business peo-

ple when turning from theory to practice. Even large, finan-

mailto:vilija.alekneviciene@lzuu.lt
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cially experienced companies whose shares are publicly 

traded may have different interpretations of cost of equity 

capital because it can be estimated using various methods: 

CAPM (Capital Asset Pricing Model), DCF (Discounted 

Cash Flow) model and the bond yield plus risk premium 

model. Although public companies have universally ac-

cepted theoretical justification for the use of these methods, 

results in some cases are still surprising. Different interpre-

tations of cost of equity capital using various methods are 

caused by different factors on which these methods are 

based. On the one hand, assuming the basic principle of fi-

nance – no additional risk is taken unless compensation 

with additional return is expected – risk is an important fac-

tor in estimation of cost of equity capital. On the other hand, 

it is a bit dangerous to trust one method. 

Agricultural organizations (family farms and agricul-

tural companies) are identified as privately-held (not pub-

licly traded) organizations from the public offering, market 

liquidity and investment diversification points of view. 

Various techniques of dividend growth method used for es-

timation of cost of equity capital (Gebhardt, Lee and Swa-

minathan, 2001; Claus and Thomas, 2001; Plenborg, 2002; 

Gode and Mohanram, 2003; Easton, 2004; Dhaliwal, Krull 

and Li, 2007) require share market price. This factor can 

not be identified in agricultural organizations, and this is 

the main reason why dividend growth method is not appli-

cable for estimation of cost of equity capital in privately-

held companies and in agricultural organizations: family 

farms and agricultural companies. 

Adams, Manners, Astrashan et al (2004) point out that 

the majority of businessmen have the opinion that in the 

short-term ROE (Return on Equity) reflects the cost of eq-

uity capital. It might be not a bad idea: if future investment 

reduces ROE, such investment should be rejected. It seems 

very simple, but the short-term ROE is easy to manipulate. 

Scientists are of the opinion that the cost of equity capital 

in long-term should be the target ROE, which depends on 

the target annual net profit growth and the payments for 

current needs (dividends, withdrawals). Researchers give 

logical theoretical justification, and the target ROE is ap-

plicable in agricultural organizations. 

Statman (1987) shows that a typical standard devia-

tion of the share is about 50 percent, while a diversified 

portfolio of about 20 percent. For this reason, the family-

owned business owner must require to earn more than the 

investor in a diversified portfolio of publicly traded 

shares. McConaughy (2009) argues that the owners of 

typical family-controlled company do not diversify the 

investments as investors in joint-stock companies do. For 

that reason they assume total risk, not only systemic one. 

So, in terms of capital market theory, the cost of equity 

capital in privately-held companies should be higher than 

that in the companies whose shares are publicly traded. 

The question is how much higher? The approaches of 

Statman (1987) and McConaughy (2009) are similar to 

that of Damodaran (2002) who indicates the cases when 

total risk should be measured rather than systemic risk: in 

the case of private firm valuation for initial public offer-

ing; for sale to a publicly traded firm; for sale to another 

private investor. Though some of the researchers (Cotner 

and Fletcher (2000); Almisher and Kish (2000)) look for 

the possibilities to base the calculation of beta coeffi-

cients on the accounting information, recently the idea 

that the investments of the owners of privately-held com-

panies are not diversified, and they assume total, not only 

systematic risk, has been increasingly supported. 

The CAPM, based on capital market theory, is sug-

gested for estimation of cost of equity capital in the pri-

vate companies. McConaughy (2009) proposes a specific 

capital market benchmark index, Sharpe ratio, which is 

used to determine the cost of equity capital in the private 

company. Both the CAPM and the Fama and French mul-

tifactor model measure systemic risk and are suitable 

only for liquid markets and the investors who diversify 

their investments. McConaughy (2009) proposes to mod-

ify the CAPM: to use the total risk, measured by standard 

deviation, instead of systemic risk, which is measured by 

the beta coefficient. When the modified CAPM is used, 

cost of equity capital depends on the following factors: 

risk-free rate, market portfolio return, standard deviation 

of market portfolio return and standard deviation of re-

turn of private company. 

Muller (2011) finds that, when private equity returns 

are measured either as the earnings rate or as capital 

gains, there is a positive and significant influence of ex-

posure on idiosyncratic risk. The researcher simply tests 

for a positive relation between the return on investing in 

private equity and the differential amount of idiosyncratic 

risk. Kerins, Smith and Smith (2004) and Pattitoni, 

Petracci, Poti et al (2012) state that a fully committed en-

trepreneur can not diversify the investments, thus his or 

her opportunity cost of capital depends on total risk. The 

researchers present the same CAPM based on total, not 

only systematic risk, as proposed by McConaughy 

(2009). Pattitoni, Petracci, Poti et al (2012) state that in 

case of partial-commitment, the entrepreneur’s opportu-

nity cost of capital is determined by assuming that the in-

vestor holds a two asset portfolio: an investment in the 

project and an investment in the market portfolio. Since 

the farmers and the owners of agricultural companies are 

fully committed investors, their opportunity cost of capi-

tal depends on total risk. 

One of the main factors in the CAPM is the risk-free 

rate. Risk-free rate is earned on the investment in the 

government securities (bills and bonds). According to 

Damodaran (2002), risk-free asset is the asset that meets 

two basic criteria. First, it does not have a default risk. 

Second, it does not have a reinvestment risk. In order to 

control the risk-free rate effect on the cost of equity capi-

tal, Collins and Huang (2011) use the ten-year govern-

ment bond yield for a specific date. Risk-free rate de-

pends on the maturity of government securities. The ma-
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turity of government securities should be as close as pos-

sible to the investment horizon. Moon and LeBlanc 

(2008), studying the market risk premium in the long-

term (1928–2004), use a 30-year maturity government 

bonds as risk-free assets. Scientists choose the longest 

maturity bonds in order to make the investment horizons 

as close as possible. Anderson, Byers and Groth (2000) 

emphasize that in the appraisal of investment projects the 

most common choice is 10, 20 or 30-year government 

bonds. This choice is based on the horizon of business 

investment. Summarizing the approaches to risk-free 

rates, it can be concluded that there are some problems 

concerning the reinvestment risk, because only zero cou-

pon government bonds meet this criterion. The first crite-

rion is also important. Recently governmental securities 

of some EU countries as Portugal and Greece have had a 

default risk. In such situation the investments in govern-

mental securities are not risk-free and returns on them are 

not applicable as a factor in CAPM. 

One of the fundamental questions in use of a modified 

CAPM is the choice of accounting return necessary for the 

calculation of standard deviation. The beta coefficient in 

the traditional CAPM is determined using the return based 

on the share market prices. The standard deviation in pri-

vately-held companies as well as modified CAPM can be 

determined only by using the return based on the account-

ing information. The problem arises due to the various re-

turn indicators used in the financial theory and practice. 

McConaughy (2009) states that there are different 

approaches to determination of standard deviation. One 

way is to calculate the standard deviation of returns of a 

very similar public company or the average standard de-

viation of returns of few similar public companies. An-

other approach is to estimate the volatility of private 

company’s cash flows. Volatility of cash flows can be 

based on the company’s past performance and projec-

tions, or based on the volatility of cash flows of similar 

public companies or a combination of the two. 

McConaughy and Covrig (2007) propose an application 

of Monte Carlo simulations of cash flows projections to 

determine the expected volatility for use in a certainty 

equivalent approach to valuation. 

The first and the third ways of calculation of the 

standard deviation, proposed by McConaughy (2009), are 

not applicable in agricultural organizations, because there 

are not public companies in this branch of business in 

Lithuania. The second way can be applied, but the type of 

cash flows is the problem. Moreover, the same return in-

dicator must be used for calculation of standard deviation 

of market portfolio return. 

Cotner and Fletcher (2000) raise the question of the 

cost of capital determination in the private companies 

when the market based information is absent. Scientists 

present several possible approximate methods. The es-

sence of the first method is calculation of beta coefficient 

of the public companies operating in the same branch of 

business as private company. The second method is ap-

plied to calculate the accounting beta of private company. 

Accounting beta is estimated regressing ROA (Return on 

Assets) against return on market index. According the re-

searchers, ROA can substitute ROE. Despite the system-

atic risk approach in estimation of cost of equity capital, 

the research results by Cotner and Fletcher (2000) are 

valuable due to the accounting return indicators used for 

calculation of standard deviation. Almisher and Kish 

(2000) calculate accounting beta by doing the correlation 

analysis between the ROA of private companies and all 

the companies included in the selected market index. Re-

turn on the market index is calculated by dividing net 

profit by total assets of all companies included in the 

market index. In the investigation of the market and ac-

counting betas Ismail and Kim (1989) use the following 

variables: net profit to equity, net profit plus depreciation 

to equity, net profit plus depreciation and deferred taxes 

to equity and net cash flows to equity, i.e. a number of ra-

tios showing the return on equity. 

Nekrasov and Shroff (2009) tested the APT (Arbi-

trage Pricing Theory) and found three fundamental betas 

by doing the regression of excess ROE against three fac-

tors: market ROE, SMB (Small Cap Factor) portfolio 

ROE and HML (High minus Low) portfolio ROE. Cohen, 

Polk and Vuolteenaho (2009) carried out the research and 

expressed a similar attitude towards risk measured by 

ROE covariance. Despite the fact that Nekrasov and 

Shroff (2009) and Cohen, Polk and Vuolteenaho (2009) 

searched for the accounting based factors influencing the 

excess return, their research is valuable in estimation of 

cost of equity capital in privately held companies because 

the ROE is substituted for market return, measured by the 

changes of share market prices. 

Despite the necessity to use accounting based infor-

mation rather than market based information in estima-

tion of cost of equity capital in privately held companies, 

recently an increasing attention has been paid to the inter-

action of two disciplines: accounting and finance. As 

Pope (2010) noticed, “an understanding of financial 

statement numbers and the accounting principles on 

which they depend – the accounting microstructure – can 

be important in developing better valuation and asset 

pricing models and in identifying relevant dimensions of 

risk. Therefore, finance research can benefit from assimi-

lating recent advances in accounting research. Similarly, 

accounting research relevant to evaluation and asset pric-

ing can benefit by adopting theoretical perspectives and 

empirical methods from finance research”. 
 

Research Methodology 
 

The idea that the investments of the owners of pri-

vately held companies are not diversified and these own-

ers assume total, not only systematic risk, is supported by 

Statman (1987), Damodaran (2002), McConaughy (2009) 
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and others. Since all agricultural organizations (family 

farms and agricultural companies) are privately-held, the 

modified CAPM, proposed by Kerins, Smith and Smith 

(2004), McConaughy (2009) and Pattitoni, Petracci, Poti 

et al (2012) can be applied for estimation of cost of equity 

capital. McConaughy (2009) suggests the following cal-

culation of the cost of equity capital or required return of 

the owners of privately-held companies: 

)rr)(
STDEV

STDEV
(rr fm

m

y

fyu  (1) 

where:  ruy – cost of equity capital; 

rf – risk-free rate; 

STDEVy – standard deviation of return on investment in 

privately-held company; 

STDEVm – standard deviation of return on market port-

folio; 

rm – return on market portfolio. 

 

As mentioned in the Literature Review, risk-free as-

set should meet three criteria. Two of them – absence of 

default risk and absence of reinvestment risk – are pre-

sented by Domadoran (2002) and the third criterion – 

closeness of the horizon of business investments and ma-

turity of government bonds – is supported by Anderson, 

Byers and Groth (2000), Moon and LeBlanc (2008) and 

Collins and Huang (2011). Since the Lithuanian Govern-

ment bonds are of very different maturity during the re-

search period and 8-year bonds are not issued each year 

in Lithuanian market, the arithmetic average of yields of 

the longest maturity bonds is considered as an estimate 

for risk-free rate. The range of maturity of bonds is from 

3 to 11 years during the research period. 

Before measuring the STDEVy in agriculture it is im-

portant to choose the right measure of return based on ac-

counting information. The researchers present two basic 

approaches to return as a substitute for market return: 

ROA and ROE. In this work the approach of Ismail and 

Kim (1989), Nekrasov and Shroff (2009) and Cohen, 

Polk and Vuolteenaho (2009) is supported – ROE is sub-

stituted for market return. The main reason is that ROE 

represents the return earned by the owners, and standard 

deviation of ROE – total risk (both business and finan-

cial) assumed by them. Traditionally, ROE is measured 

as net profit to equity ratio. Since Business Accounting 

Standards (BAS) are different for family farms, agricul-

tural companies and non-agricultural companies, the cal-

culations of ROE also differ. In family farms ROE is cal-

culated as farm gross profit plus subsidies to equity ratio. 

Farm net profit includes family remuneration. In agricul-

tural companies ROE is calculated as gross profit plus 

subsidies to equity ratio. Agricultural organization did not 

pay profit or income tax during the research period. Eq-

uity includes grants and subsidies in the balance sheet. 

Using annual ROE data, an arithmetic average and stan-

dard deviation are calculated during the research period. 

The problem also arises in choosing an appropriate 

market index as a market portfolio. Bodnar, Dumas and 

Marston (2003) define global market integration as a func-

tion of the portfolio choices of a company’s stockholders. 

They conclude that integration prevails when a company’s 

stockholders hold globally diversified portfolios, while 

segmentation prevails when a company’s stockholders are 

located and invest in the home country. According to 

Mishra and O’Brien (2005), for emerging market stocks 

the choice between the local or global market indexes 

makes a substantial difference in CAPM estimates. Their 

approach is supported by Bruner, Li, Kritzman et al (2008), 

who confirm that the choice of market portfolio is much 

more important for emerging market stocks than for devel-

oped market stocks. The choice of the market portfolio to 

be used in the regression – the home country or global in-

dex – depends on the level of global market integration. On 

the one hand, the farmers and the owners of agricultural 

companies are located and invest in the home country, on 

the other hand, Lithuanian securities exchange market has 

high regional integration with Latvian and Estonian securi-

ties exchange markets. For these reasons, the modified 

CAPM is applied using both local and regional market in-

dexes as market portfolios. 

Local market index is OMX Vilnius (OMXV). It is “an 

all-share index which includes all the shares listed on the 

Main and Secondary lists on the NASDAQ OMX Vilnius 

with exception of the shares of the companies where a single 

shareholder controls at least 90% of the outstanding shares. 

The aim of the index is to reflect the current status and 

changes on the Vilnius market” (NASDAQ OMX…). Re-

gional market index is OMX Baltic Benchmark (OMXBB). 

This “benchmark index is available on the Baltic level. The 

index consists of a portfolio of the largest and most traded 

shares, representing all sectors available on the NASDAQ 

OMX Baltic Market. The index serves as an indicator of the 

overall trend in the market and is intended to offer a cost ef-

fective index that an investor can fully replicate. The com-

position of the index is revised on a semi-annual basis to en-

sure that it offers high investability and low transaction 

costs. The weight of the constituent stocks is based on the 

market value adjusted by the free float, which means that 

only the part of the share capital that is considered available 

for trading is included in the index” (NASDAQ OMX…). 

OMXV index includes shares of 33 companies listed on 

the Main and Secondary lists, and OMXBB index includes 

shares of 29 companies representing all sectors available on 

the NASDAQ OMX Baltic Market. ROE of listed compa-

nies is calculated as net profit to equity ratio. The data of fi-

nancial reports is used to calculate annual ROE, an arithme-

tic average and standard deviation of each company and all 

companies in each year during the research period. 

As reliance on one method while estimating a cost of 

equity capital is a bit dangerous, it is important to decide 

which method could be additionally applied for privately 

held companies. As mentioned earlier, various techniques 
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of dividend growth method used for estimation of cost of 

equity capital require share market price. The APT-based 

models change over time and are different considering the 

economic conditions and features of the companies. The 

research on testing APT sometimes gives very controver-

sial results. The bond yield plus risk premium model re-

quires issue of bonds and credit rating of a company. 

According to Adams, Manners, Astrashan et al (2004), 

if future investment reduces ROE, such investment should 

be rejected. Their approach is based on a long-term or tar-

get ROE, which depends on the growth of target annual net 

profit and the payments for current needs (dividends, with-

drawals). These researchers reject short-term ROE as it is 

easy to manipulate. The manipulation with growth of target 

annual net profit and the payments for current needs is also 

easy. The latter opinion is partly supported by Adams, 

Manners, Astrashan et al (2004), who recognize the diffi-

culties arising in targeting net profit growth and the pay-

ments for current needs. They also state that recognizing a 

firm’s cost of equity as its ROE can to some extent facili-

tate interdependence in goal setting. 

So, first of all, the owner’s required rate of return 

must comply with the risk, and secondly – it should be no 

less than long-term ROE. Estimation of long-term ROE 

as arithmetic average during the long period is suggested. 

 

Research Results 
 

Applying the CAPM, first of all a risk-free rate is es-

timated. As mentioned in the methodology, the longest 

maturity of the Lithuanian Government bonds is from 3 

to 11 years during the research period. An arithmetic av-

erage of maturity is 6.51 years, so a bit shorter than the 

research period. The Lithuanian Government bonds do 

not have default risk, but they have reinvestment risk be-

cause they are coupon bonds. Figure 1 shows that the 

Lithuanian Government bonds’ yield changes from 3.26 

to 7.63 during the research period. Risk-free rate (an av-

erage yield) is estimated to be 4.79 %. It was a slightly 

lower (4.1 %) during the economic growth period (2003–

2007). In comparison, Pattitoni, Petracci, Poti et al (2012) 

to assess how owner’s commitment to a firm influences 

the firm cost of capital (A Euro-Mediterranean perspec-

tive) use EMU Government Bond Index (10 years) yield 

during 2003–2007 which is in average is 4% as an esti-

mate for rf. This comparison shows the impact of com-

mon economic and monetary policy in EU countries on 

the return on risk-free investment. 
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Figure 1. Average Yields of the Lithuanian Government Bonds 

(3–11 Years Maturity) 

Source: the data of Bank of Lithuania 

 

Average ROE and standard deviations of ROE of 

market portfolio are calculated using both OMXV and 

OMXBB indexes. OMXV index is rejected as an appro-

priate for CAPM because average ROE is lower than 

risk-free rate (4.63<4.79). As Garvey (2001) emphasizes, 

the expected market return rm must be higher than rf. 

ROE and standard deviations of the companies in-

cluded in OMXBB index are presented in the Table 1.  

 

Table 1. ROE and Standard Deviations of the Companies included in OMXBB Index 

Abbreviations  

of the Title of the 

Company  

ROE (%) 
Average 

ROE (%) 

Standard Devia-

tion of ROE (%) 2010 2009 2008 2007 2006 2005 2004 2003 

1 2 3 4 5 6 7 8 9 10 11 

APG1L 11.9 -17.2 14.5 28.4 26.2 17.4 13.7 13.6 13.6 13.9 

IVL1L 26.2 -93.4 -51.5 28.7 20.5 11.4 17.9 4.2 -4.5 44.1 

KNF1L 5.7 8.4 6.8 2.2 3.2 2.6 4.7 6.3 5.0 2.2 

LDJ1L 7.7 4.8 3.4 5.4 3.1 2.5 11.2 14.4 6.6 4.3 

PTR1L 15 -15.2 27.3 36.6 25 28.1 9.3 4 16.3 16.7 

PZV1L 12.6 9.8 -3 21 15 13.4 13 14.2 12.0 6.8 

RSU1L 13.6 8.1 -10.5 14.7 6.7 10.8 14.2 7.5 8.1 8.2 

SAB1L -11.3 -14 5.4 9.1 22.6 8.2 12.1 7.4 4.9 12.1 

SNG1L -8.5 -128.5 -34.7 -12.5 -11.4 14.6 15.4 29.3 -17.0 49.4 

TEO1L 15.9 16.5 15.4 15.2 11.8 7.6 3 -3.2 10.3 7.2 

UKB1L -7.8 -17.2 9.3 15 11.3 8.4 5.2 0.5 3.1 10.8 

VBL1L 38.3 34.7 25.9 6.4 -20.3 9.7 22.5 22.5 17.5 18.8 

ZMP1L 15.9 10.6 -3.9 25.2 17.5 16.2 15.8 7.1 13.1 8.6 

GRD1R 12.2 7.0 18.9 18.4 20.9 18.3 2.8 12.0 13.8 6.4 
Continuation of the Table 1. 

1 2 3 4 5 6 7 8 9 10 11 
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MRK1T 0.8 5.2 14.5 27.3 36.6 40.0 41.1 39.8 25.7 16.6 

OLF1R 17.1 13.8 -9.8 2.1 5.8 6.6 -8.9 -3.6 2.9 9.9 

SAF1R 20.0 -18.7 -6.0 1.9 18.2 20.8 56.6 50.6 17.9 26.0 

TKM1T 12.9 -12.2 4.5 21.7 22.3 9.3 15.3 15.2 11.1 11.1 

TVEAT 22.4 24.4 23.1 22.5 21.5 16.4 17.3 11.6 19.9 4.4 

VSS1R 7.5 0.1 1.8 0.2 2.5 4.4 7.1 3.3 3.4 2.8 

AVERAGE 11.1 -8.0 2.9 14.5 12.7 13.1 14.3 14.4 9.4 8.0 

Source: the data of NASDAQ OMX Baltic 

 

OMXBB index includes only 21 companies as 8 

companies listed later than 2003. Average ROE of the 

companies varies from -17.0 % to 25.7 % and standard 

deviations of ROE varies from 2.2 % to 49.4 % during 

the research period. ROE and standard deviation of ROE 

of OMXBB index are 9.4 % and 8.0 %, accordingly. 

Change of economic situation during the research period 

has caused very high fluctuations of ROE. 2003–2007 

was the period of fast growth in the economy, and the 

economic crisis started in 2008. Baltic market risk pre-

mium (excess return) considering the Lithuanian Gov-

ernment bonds’ yield is 4.6 % (9.4–4.8) per annum. In 

comparison, Baltic market risk premium and standard de-

viation were 9.7 % and 0.8 % during the economic 

growth period (2003–2007). The excess returns per unit 

of total risk of market portfolio were 0.6 % (4.6/8.0) dur-

ing the research period and 12.1 % (9.7/0.8) during the 

economic growth period! Different results given in com-

parable analysis show that the estimation of cost of equity 

capital requires the longest possible research period, be-

cause it is very sensitive to macroeconomic changes. 

ROE and standard deviations in all Lithuanian agri-

cultural organizations, in family farms and in agricultural 

companies are presented in the Table 2.  

 
Table 2. ROE and Standard Deviations in Lithuanian Agricultural Organizations 

  

ROE (%) 
Average 

ROE (%) 

Standard 

Deviation of 

ROE (%) 
2010 2009 2008 2007 2006 2005 2004 2003 

In all Agricultural 

Organizations 
8.1 6.6 14.3 20.2 8.8 13.1 9.6 2.2 10.4 5.4 

In Family Farms 15.3 17.6 19.9 24.3 22.2 19.8 22.3 16.6 19.7 3.1 

In Agricultural 

Companies 
6.5 4.9 12.9 19.4 6.5 11.7 7.2 -0.5 8.6 6.0 

Source: the data of FADN Survey Results, Lithuanian Institute of Agrarian Economics 

 

ROE and standard deviation of ROE total in agricul-

ture are 10.4 % and 5.4 %, accordingly. Considering risk-

free rate of 4.8 %, excess return per unit of total risk is 

1.0 % (5.6/5.4) during the research period. The efficiency 

in agriculture is higher than the efficiency of investments 

in the Baltic market. At first sight it causes surprise, be-

cause OMXBB index as market portfolio is the best di-

versified one, but the demand of products from agricul-

tural sector is not highly sensitive to macroeconomic 

changes. This is one of the reasons why excess returns 

per unit of total risk are very similar. Another reason for 

low sensitivity is large subsidies. Average ROE in agri-

cultural companies is lower 11.1 percentage points if 

compared with that in family farms. Moreover, the risk is 

more diversified in family farms. Considering risk-free 

rate, excess return per unit of total risk is 4.8 % (14.9/3.1) 

in family firms during the research period. According to 

the data presented above, historical cost of equity in all 

agricultural organizations, in family farms and in agricul-

tural companies is 7.9 %, 6.6 % and 8.2%, accordingly: 

978449
08

45
84 .)..)(

.

.
(.ryu

 

668449
08

13
84 .)..)(

.

.
(.ryu

 

288449
08

06
84 .)..)(

.

.
(.ryu

 
The research results show that the cost of equity capi-

tal or required rate of return (7.9 %) of the owners‘ of ag-

ricultural organizations is significantly lower than the re-

alized rate of return (10.4 %). Different results are re-

ceived in the case of agricultural companies: required rate 

of return (8.2 %) is slightly lower than the realized rate of 

return (8.6 %). The application of modified CAPM 

causes some problems in family farms. As mentioned ear-

lier, family farms earn very high excess return per unit of 

total risk. One of the main reasons of too high ROE con-

sidering assumed risk in family farms could be deliberate 

or non-deliberate mistakes made in financial accounting, 

i.e. poor quality of accounting. In such situation we can’t 

support the approach that the CAPM, modified by 

McConaughy (2009), is applicable for estimation of cost 

of equity capital in family farms. 

As presented in methodology, the owners’ required 

rate of return must comply with the risk, and should be no 

less than long-term ROE. The cost of equity capital in ag-
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riculture based on two methods – modified CAPM and 

long-term ROE – is presented in the Table 3. The pre-

sented data shows that the cost of equity capital is 10.4 %, 

19.7 % and 8.6 % in agriculture generally, in family farms 

and in agricultural companies. As mentioned in the as-

sumption and limitations of the research, the cost of equity 

capital is historical cost, and can be directly applied for the 

discounting future cash flows of agricultural investment 

project or business organization only if the risk in the fu-

ture is the same as it is at present. 

 

Table 3. Cost of Equity Capital in Lithuanian Agricultural Organizations 
 

 Cost of Equity Capital (%) based on 

Modified CAPM Long-term ROE Both Methods 

In all Agricultural Organizations 7.9 10.4 10.4 

In Family Farms 6.6 19.7 19.7 

In Agricultural Companies 8.2 8.6 8.6 

 

The following possible directions of the future re-

search are: 1) testing the modified CAPM for particular 

agricultural company or family farm; 2) testing the modi-

fied CAPM for agriculture in the EU; 3) looking for bet-

ter market index as market portfolio. 

 

Conclusions 

 

Wide range of methods and models used for estima-

tion of cost of equity capital causes the problem of their 

application, because they are based on different factors, re-

quire market or accounting information, have different 

limitations of application. Agricultural organizations – 

family farms and agricultural companies – are family con-

trolled or closely held. The owners of such organizations 

assume total risk, not only systematic one, because they are 

undiversified investors. Since they assume total risk, the 

modified CAPM is proposed for estimation of cost of eq-

uity capital. In such model beta coefficient is replaced by 

the ratio of standard deviation of ROE in agriculture to 

standard deviation of ROE of market portfolio. 

A long-term ROE is proposed as additional method 

for estimation of cost of equity capital in agricultural or-

ganizations. When two methods are used for estimation, 

cost of equity capital should be calculated using CAPM, 

but it should not be less than long-term ROE. Such 

proposition is based on two reasons: cost of capital or re-

quired rate of return must meet the level of risk and to be 

not less than the realized ROE during the long-period. 

The latter is based on the idea that if future investment 

reduces ROE, such investment should be rejected because 

it reduces value of the organization. 

Average ROE and standard deviations of ROE of 

market portfolio are calculated using both OMXV and 

OMXBB indexes. OMXV index is rejected as an appro-

priate for CAPM because average ROE is lower than 

risk-free rate. 

When the modified CAPM is applied, historical cost 

of equity in agriculture generally, in family farms and in 

agricultural companies is 7.9 %, 6.6% and 8.2%, accord-

ingly. The research results show that modified CAPM is 

applicable for estimation of cost of equity capital in agri-

cultural companies. There are some problems with the 

modified CAPM application in family farms. Family 

farms earn very high excess return per unit of total risk. 

One of the main reasons of too high ROE considering as-

sumed risk in family farms could be poor quality of fi-

nancial accounting, i.e. not all costs are accounted. 

The required rate of return should be not less than 

long-term ROE, so the historical cost of equity capital 

based on two methods – modified CAPM and long-term 

ROE – is 10.4 %, 19.7 % and 8.6 % in all agricultural or-

ganizations, in family farms and in agricultural organiza-

tions. 

The research results also support the idea that the es-

timation of cost of equity capital requires the longest pos-

sible research period, because it is very sensitive to mac-

roeconomic changes. 

This research was funded by a grant (No. MIP-

016/2011) from the Research Council of Lithuania. 
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Social environment is complex and dynamic in its nature, while social welfare indicators can be highly diverse. Multicriteria 

evaluation methods can be applied for complex assessment of those indicators, as they allow ranking of the alternatives, i.e. the social 

welfare of countries, regions, organizations or the social benefits of social/public projects. The research problem follows from the 

diversity of social welfare indicators and the need for their complex assessment. This article examines and assesses the possibilities 

and weaknesses of multicriteria methods for social welfare evaluation, offers a logical scheme for a multicriteria evaluation of social 

welfare, and carries out a complex assessment of the welfare indicators in the Baltic States: Lithuania, Latvia and Estonia. 
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Introduction

1
 

 

The priority axis of sustainable development high-

lighted in numerous EU and Lithuanian strategy docu-

ments encompasses the sustainable development of so-

cial, economic, and environmental factors. Here social 

phenomena are among the most complex ones. Social en-

vironment is characterized by a large number of social 

welfare indicators, including the labour market, social se-

curity, health care, education, science, culture, civil pro-

tection, etc. This being the case, the assessment of social 

welfare must be performed in a complex way, by care-

fully selecting indicators that are most representative of 

the situation since a single indicator taken out of context 

fails to reveal social phenomena and the versatility of in-

dicators and thus leads to wrong conclusions and deci-

sions. The social welfare assessment process is aggra-

vated by the fact that it is necessary to take into consid-

eration the weight of the indicators, i.e. with a view to 

achieving the objectives of social welfare assessment, the 

indicators can be attached different levels of importance, 

as the case may be. However, social welfare indicators 

are sometimes difficult to quantify. 

The social environment assessment appears to weigh 

heavily in assessing the social welfare and development 

of countries and regions or the social benefits of so-

cial/public projects by comparing the assessed alterna-

tives. However, none of the generalized indicators covers 

all the aspects of the social welfare development or pro-

duces an overall/complex social welfare assessment, 

since the origin of the impact of various social phenom-

ena differs. Objective answers about the assessed social 
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welfare can only be received where the assessment is per-

formed in several dimensions rather than one and when 

more than one dominating indicator is used, i.e. by apply-

ing multicriteria assessment methods. 

Research object: multicriteria evaluation of social 

welfare. The problematic measurability and versatility of 

the social welfare indicators as well as the need to assess 

those indicators in a complex manner gave rise to the 

proposed objective of the article: to identify the possibili-

ties and weaknesses of a complex assessment of social 

welfare using multicriteria assessment methods and to 

carry out a complex assessment of the social welfare in-

dicators in the Baltic States. 

Research tasks: 

1) to perform analysis of the possibilities of the so-

cial welfare multicriteria assessment methods and to iden-

tify the problems and weaknesses of applying those meth-

ods in a complex assessment of social welfare indicators; 

2)  to provide a logical scheme for a multicriteria 

evaluation of social welfare; 

3)  to carry out a complex assessment of the social 

welfare indicators in the Baltic States (Lithuania, Latvia 

and Estonia). 

Research limitation. The methodology of selecting 

indicators used in a complex assessment is not examined 

by the research or covered by the article. 

 

Social Welfare Multicriteria Assessment Possibili-

ties and Problems 

Tasks such as an assessment and comparison of the 

social development in different countries or regions and 

selection of the best social investment project alternative 

call for a complex approach towards the assessed object. 

As often as not, social welfare cannot be described by one 

dimension or indicator as it is difficult to find an attribute 

which would integrate all the key aspects of the social 

environment. Social indicators are also special in that 

sometimes they are difficult to quantify. The difficulties 

mailto:jurgita.baranauskiene@asu.lt
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in assessing social projects can be described as immeas-

urability of the social benefit factors, irreversibility of ef-

fects, long-term indeterminate periods and moral beliefs 

(Hansjugen, 2004; Henderson and Bateman, 1995). 

Complex quantification of the social welfare indicators 

and social benefit is increasingly reliant on multicriteria 

methods (Figueira et al, 2005; Ginevicius, 2006; Gi-

nevicius et al, 2006; Ginevicius, Podvezko 2008a, 2008b; 

Podvezko, 2006, 2008). Social welfare manifests itself in 

many different aspects, which are transformed into sub-

targets aimed at achieving the overall goal of the social 

system. This creates the need for a multicriteria quantita-

tive assessment of social welfare. Each sub-target, not to 

mention the overall goal of the social development, can 

hardly be expressed by a single criterion, although it is of-

ten attempted. Using several complimentary criteria, which 

offer varied descriptions of each sub-target, rather than 

looking for a single and possibly non-existent criterion can 

resolve this problem. However this way involves some dif-

ficulties of combining criteria reflecting sub-targets into a 

single generalized value and of integrating those values 

into a numeric expression of the system condition. There-

fore, a multicriteria approach enables to arrive at adequate 

quantification of social welfare and social benefit resulting 

from social projects. That brings to the issue of the number 

of criteria. The important thing is not so much their quan-

tity as the fact that they should cover, as far as possible, all 

the key aspects of the analysed environment. On the other 

hand, to make sure that the assessment is accurate; their 

number should be kept to the minimum. This can be 

achieved where the criteria are independent and not interre-

lated, i.e. if they have different dimensions, they are not 

derived from each other, etc. (Ginevicius, 2009). Multicri-

teria evaluation methods give tools, which offer aid in 

making decisions by taking into consideration several as-

pects of the problem, which are often contradictory 

(Miranda Mota et al, 2009). Following Austrian example, 

Shmelev and Rodrkguez-Labajos (2009) performed a mul-

ticriteria evaluation of sustainable development by combin-

ing selected indicators in the short and long term. The theo-

retical and practical aspects of the multicriteria assessment 

were analysed by Zopounidis (1999); Bisdor (1999); Hites 

el al (2006); Frini et al (2012), and other authors from dif-

ferent countries around the world. 

The multicriteria evaluation methods merge the sub-

indicators of the analysed social welfare into a general-

ized indicator. Those methods are based on statistical in-

formation of the indicators, describing the compared ob-

jects (alternatives) Aj (j = 1, 2, …, n) or expert evalua-

tions and significance/weight of the indicators ωi (i = 1, 

2, …, m), here m – number of indicators, n – number of 

compared objects/alternatives. The aim of the evaluation 

is to rank the compared objects Aj against the goal using 

quantitative multicriteria methods. 

In the assessment of social/public projects, the 

evaluation criteria often have no precise mathematical 

quantification: in practice, the selected criteria often have 

predetermined values only, e.g. yes or no, etc.). The un-

certainty of criteria values is increasing and consequently 

there is an increasing risk of criteria misinterpretation and 

a significant evaluation result error. Therefore, in the as-

sessment of social projects, the multicriteria evaluation 

methods must be adapted to the particular situation. 

Due to their universality, multicriteria evaluation 

methods are becoming increasingly widespread, since 

they enable to quantify any complicated social phenome-

non expressed in multiple indicators. Moreover, they of-

fer the advantage of combining both maximizing and 

minimizing indicators expressed in various dimensions, 

i.e. indicators, the growth whereof leads to either im-

provement or deterioration of the phenomenon status, as 

the case may be, into a single generalized indicator. Such 

combining is possible thanks to normalization, where all 

indicators are transformed into non-dimensional, i.e. in-

ter-comparable indicators (Ginevicius and Podvezko, 

2008b). In all cases, normalization involves interlinking, 

in a particular way, the values of each indicator of the 

analyzed phenomena alternatives, e.g. i-th indicator. Such 

approach towards normalization stems from the multicri-

teria assessment objective (Ginevicius et al, 2005; 2006). 

The aim of the social welfare multicriteria evaluation 

involves prioritization of the analysed social environment 

alternatives, a complex comparison of the social envi-

ronment development, and identification of the expected 

social benefit. Such prioritization is necessary to decide 

on the best or one of the best alternatives or simply to 

compare social phenomena. That is to say, multicriteria 

evaluation methods are applied as a decision-making aid 

system, which enables to compare alternatives. Therefore, 

the use of multicriteria evaluation methods can tackle a 

large number of tasks dealing with social problems. 

A broad range of multicriteria evaluation methods, both 

qualitative and quantitative, which are essentially different in 

their complexity, can be used to evaluate the social welfare 

indicators (Hwang and Yoon, 1981; Figueira et al, 2005; 

Tamosiuniene, et al, 2006; Ginevicius, Podvezko 2008b, 

Podvezko 2006, 2008 Guitouni, Martel 1998). Qualitative 

methods are based on the opinion of specialists/experts and 

determine one of the best proposed alternatives or several 

best alternatives. Quantitative methods quantify each alter-

native and determine the differences between the obtained 

values of the compared alternatives. Multicriteria social wel-

fare evaluation methods can be divided into two groups: 1) 

simple (geometric mean, SAW (Simple Additive Weight-

ing) and total number); and 2) complex (TOPSIS, ELEC-

TRA, PROMETHEE, VIKOR, complex proportionate, sim-

plified complex, etc.) (Ginevicius et al, 2005). 

It is important that persons, who use the multicriteria 

evaluation methods, take an active part in the process of 

the scenario simulation from the identification of the initial 

data, selection of the indicators, identification of interrela-

tion and elaboration of all the other components to the de-
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cision-making process. Those reasons prompt a simpler, 

clearer and more transparent implementation of the multic-

riteria evaluation process (Mendoza and Martins, 2006). 

Logical Scheme for Multicriteria Evaluation of 

Social Welfare 

The stages of a complex multicriteria evaluation of 

social welfare are shown in Figure 1. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Fig. 1. Logical scheme of a multicriteria social welfare evaluation 

Source: concluded by the author. 

 

Stage 1 includes identification and formulation of the 

problem(s), the research object, analysis of social envi-

ronment factors, their interrelation, and establishment of 

the evaluation targets. The initial stage of the evaluation 

is highly important since the set objectives of the research 

are related to the selection of the evaluation indicators. 

Stage 2 covers producing a list of social welfare indi-

cators and designing a system of indicators, which have a 

major impact on social welfare in the particular case 

study. Social welfare cannot be described with a single 

value or indicator as it is hard to find a quality embracing 

all the analysed aspects. Social welfare indicators are 

consolidated into specific groups, e.g. indicators reflect-

ing the state of health, labour market, social protection, 

crime, etc. To describe social welfare in more detail and 

to achieve a more correct evaluation, it is vital to evaluate 

as many indicator groups as possible by choosing one or 

more indicator from each group, which offers the best 

representation of the group's objectives or problems, 

since in the case where a small number of indicators is 

analysed (or where the analysed indicators belong to the 

same group, e.g. the labour market only) there is a threat 

that important social environment aspects, which impact 

the overall evaluation objective, will remain unassessed. 

However too large a number of analysed indicators has a 

negative aspect: it is difficult to formalize the indicators 

or to measure their weight/significance. The selection of 

indicators should take into account the assessment tasks, 

the scope of the social environment investigation (evalua-

tion of the social development of a country, region or 

company; assessment of the impact of a social project), 

the expertise level of the assessors; the reliability of the 

available information, and other factors. Recommended 

principles for the selection and organization of the indica-

tors include: a) the indicators must be simple and have a 

clear structure and mathematical algorithm; b) the indica-

tors must be widely used in practice and known to the 

participants of the social phenomena evaluation and the 

users of the resultant information; c) it is vital to consider 

the reliability and completeness of the information used 

to calculate the indicator; d) it is essential to determine 

the smallest and largest number of the set of the assess-

ment indicators (Tamosiuniene et al, 2006). Where the 

number of indicators is high, it’s advisable to rank them. 

It is difficult to choose an indicator system for practi-

cal calculations and there is a margin for discretion. The 

indicator system should embody the components of social 

I. Situation analysis and setting evaluation objectives 

II. Selection and measurement of social welfare indicators 

III. Identification of indicator significance/weight 

IV. Selection of a social welfare multicriteria evaluation method 

V. Normalization of social welfare indicators 

VI. Consolidation of indicators into a generalized indicator 

VII. Analysis of evaluation results and decisions making 
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development, it should be concise, and the indicators in 

the system should be quantifiable and measurable. 

The research examined the possibilities of a multicri-

teria evaluation of social welfare and assessed the social 

welfare in the Baltic States. This practical research aims 

at a complex assessment and comparison of the social 

welfare indicators in Lithuania, Latvia, and Estonia. In 

order to attain the objective, it is necessary to choose in-

dicators representative of social welfare. Firstly, eight ar-

eas (indicator groups) representative of the welfare of a 

country are identified. Specific indicators are selected for 

evaluation of each area (Table 1). 

Stage 3 deals with the selection of a model for measur-

ing the significance of indicators affecting social welfare 

and determining the significance/weight of the indicators.

 

Table 1. Public social welfare indicators 

Areas representative of public  

social welfare (indicator groups): 
Indicators selected for evaluation 

Units of  

measurement 

Population health and health care 
Average life expectancy Years 

Infant mortality Percent 

Education, science Lifelong learning rate Percent 

Labour market 
Unemployment Percent 

Average earnings (net) EUR/year 

Social exclusion and living conditions At-risk-of-poverty rate Percent 

Social security Average old-age pension EUR/month 

Crime rate, law enforcement Crime rate per 100,000 population Number 

Culture Employment in the cultural sector, as part of total employment Percent 

Source: concluded by the author. 

 

Expert appraisal is recommended for measuring the 

significance of social indicators. It entails that upon pro-

viding a certain assessment of a social indicator, the ex-

pert must make a mental evaluation of the significance of 

all the other elements with regards to the objective of the 

analyzed social phenomena. If the number of the assessed 

indicators is not high, a qualified expert can rather pre-

cisely mentally weigh the importance of all the other in-

dicators, i.e. the expert evaluates the interrelation be-

tween the analysed elements rather precisely. If the num-

ber of analysed values increases, the situation becomes 

different. It becomes increasingly more difficult for the 

expert to grasp the interrelations. The assessment accu-

racy falls. Logically, there should be a limit, beyond 

which, irrespective of the expert's qualifications, the ex-

pert fails to take in all the assessed indicators. Literary 

sources say that such number amounts to 12-13, although 

no specific evidence is provided (Ginevicius, 2009). The 

significance/weight determined during the expert ap-

praisal has a very significant impact on the final result 

obtained from the multicriteria evaluation methods. 

Stage 4 involves choosing a social welfare multicrite-

ria evaluation method. 

The choice of a multicriteria evaluation method de-

pends on the circumstances of the analysed situation, 

which determine the methodology that is the most suitable 

for the assessed situation. Guidelines for selecting multicri-

teria evaluation method (Guitouni and Martel, 1998): 

 It has to be clear who is going to use the research 

results. Where that is a group of persons, it is necessary to 

decide on the framework for the use of the research re-

sults and decision-making. 

 The choice of the method depends on the deci-

sion-maker (e.g. whether the person is conservative think-

ing or the opposite). The selected method should be the 

one that is clearer and more suitable for the user. 

 It is necessary to identify the range of problems 

related to the situation, the objectives of the use of the 

findings, and whether the results in the ranking scale are 

satisfactory. 

 The selected multicriteria evaluation method 

should be based on sufficient good quality information. This 

is the key criterion for choosing an evaluation method. 

 The method must produce a return, i.e. a positive 

result: advice or explanation to the decision-maker. 

 The method must enable to verify the hypothesis. 

 The decision of the user of the evaluation results 

depends on the choice of the multicriteria evaluation 

method. The method must facilitate the decision-making. 

The multicriteria evaluation methods are similar and 

their choice mainly depends on the expert's experience 

and method awareness rather that on the advantages of 

the methods (Huang et al, 2001). 

Stage 5 includes identification and normalization of 

the values of the selected social welfare indicators, i.e. 

the indicators become non-dimensional and comparable. 

The normalization procedure depends on the multi-

criteria evaluation method. For instance, the Sj criterion of 

the widespread uncomplicated multicriteria evaluation 

method SAW links only the values of maximizing indica-

tors, therefore the minimizing indicators have to be trans-

formed/normalized into maximizing indicators using the 

formula: 
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here: rij – the value of the i-th indicator of the j-th alternative; 

       j

ijrmin

– the lowest value of the i-th indicator of the j-th al-

ternative. 

 

Upon data normalization in accordance with formula 

(1), the lowest value of the indicator will gain the highest 

value, equal to one. The SAW method also deals with 

transformation/normalization of the maximizing indicators: 

j

ij

ij

ij
r

r
r

max

~

                            (2) 

here: j

ijrmax

– the highest value of the i-th indicator of the j-th al-

ternative (Hwang and Yoon, 1981; Ginevicius and Podvezko, 

2008b). 

 

Stage 5 deals with the application of the selected 

method for consolidation of social indicators into a gen-

eralized value. 

Consolidation of indicators under the SAW method 

(Hwang and Yoon, 1981): 
m

i

ijij rS
1

~

                            (3) 

here: Sj is the value of the multicriteria evaluation of the j-th al-

ternative; ωi is the weight of the i-th indicator, 

ijr~
 is the normalized value of the i-th indicator for the j-th 

alternative.  

 

As the formula (3) suggests, normalized indicator 

values are required to arrive at the multicriteria evalua-

tion value. 

Stage 7 analyses the obtained social welfare evalua-

tion results, generates conclusions, and makes decisions 

based on the analysis results. 

The results obtained in the assessments of the same 

social welfare indicators using different multicriteria 

evaluation methods are slightly different. Although this 

difference is not central, it is recommended that several 

different evaluation methods are used in practice and the 

average of results obtained through different evaluation 

methods are used for the final result (Ginevicius and 

Podvezko, 2008a). 
 

Assessment and Comparison of the Social Welfare 

in the Baltic States 

An assessment of the social welfare in Lithuania, Lat-

via and Estonia aimed at comparing the social welfare in 

the said countries was performed in pursuance of the above 

logical scheme for a multicriteria evaluation of social wel-

fare using the SAW multicriteria evaluation method. 

The number of the assessed indicators was chosen to 

generalize all the areas representing the social welfare of 

the country, which did not exceed the optimal number of 

indicators for expert appraisal. 

Statistical data for the Baltic States for 2009 by Euro-

stat and the Department of Statistics of the Republic of 

Lithuania under the Government of the Republic of 

Lithuania were used to measure the chosen indicators. The 

indicator evaluation year was selected with respect of the 

availability of the same indicator statistical data in the three 

Baltic States (for example, Eurostat presents statistical data 

of crimes till 2009 years, later year data are not provided). 

Expert appraisal was used to determine the significance 

of the indicators of the social welfare of the Baltic States. A 

group of 10 experts included persons who work in the so-

cial field, shape the social policy in their country, and are 

engaged in scientific activities in social sciences. Those 

were social workers from Kaunas District neighbourhoods, 

representatives of the Social Service and Education De-

partments of Kaunas City Municipality, the Ministry of La-

bour and Social Security, and professors in social sciences. 

The significance/weight attributed to the indicators during 

the expert appraisal was not materially variant. 

The values of the selected Baltic State social welfare 

indicators and the aggregate results of the indicator sig-

nificance/weight attributed during the expert appraisal are 

shown in Table 2.  

The principle of the multicriteria evaluation is clearly 

and comprehensively revealed by the SAW method 

(Hwang, Yoon 1981). 

 

Table 2. Social welfare indicator values and significance rates in the Baltic States, 2009 

Countries 

Unemploy-

ment rate, 

% 

Average 

earnings 

(net) 

EUR/year 

Average  

old-age 

 pension, 

EUR/month 

At-risk-

of-

poverty 

rate, % 

Infant 

mortality, 

% 

Average  

life expec-

tancy, year 

Lifelong 

learning 

rate, % 

Employment in 

the cultural sec-

tor as part of 

the total em-

ployment, % 

Number of 

crimes per 

100 thou-

sand popu-

lation 

Lithuania 13.7 4522.84 235 29.5 4.9 61.1 4.5 2 2277 

Latvia 16.9 5137.18 256 37.4 7.8 56.1 5.3 2.3 2501 

Estonia 13.8 6353.39 305 23.4 3.6 59.2 10.5 1.8 3608 

Significance/ 

weight rates 
0.12 0.12 0.12 0.12 0.11 0.11 0.1 0.09 0.11 

Source: Eurostat and the Statistics Department of the Government of the Republic of Lithuania 
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This method firstly normalizes the indicator values, 

i.e. their dimensions are unified without changing the in-

terrelation between individual indicators: four indicators 

are minimized and five indicators are maximized.
 

Table 3. Normalized values of social welfare indicators in the Baltic States, 2009 

Countries 
Unem-

ployment 

Average 

earnings 

Average 

old-age 

pension 

At-risk-

of-

poverty 

rate 

Infant 

mortality 

Average  

life expec-

tancy 

Lifelong 

learning 

rate 

Employment 

in the cultural  

sector as part  

of total em-

ployment 

Number of 

crimes per 

100 thousand  

population 

Lithuania 1.0000 0.7119 0.7705 0.7932 0.7347 1.0321 0.4286 0.8696 1.0000 

Latvia 0.8107 0.8086 0.8393 0.6257 0.4615 0.9476 0.5048 1.0000 0.9106 

Estonia 0.9928 1.0000 1.0000 1.0000 1.0000 1.0000 1.0000 0.7826 0.6312 

Minimizing/ 

maximizing 

indicator 

min max max min min max max max min 

Source: calculation by the author. 

 

The social welfare in the Baltic States can be com-

pared by linking the normalized indicators and with re-

gard to their significance factors. Summarized indicators 

are reflected in Fig. 1. 
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Fig. 2. Results of the multicriteria evaluation of social welfare in the Baltic States, 2009 

Source: calculation and construction by the author. 

 

The performed complex assessment of social welfare 

in the Baltic States enables to compare the social welfare 

of the three countries by reference to the population 

health care, education, labour market, social exclusion, 

crime rate, social protection, and social security indica-

tors. The findings of the complex evaluation lead to a 

conclusion that in 2009 the best social welfare indicators 

were found in Estonia. i.e. in this country the social envi-

ronment is the most favourable. During the research pe-

riod, social welfare in Lithuania as assessed by reference 

to the selected indicators is in the second place among the 

three Baltic States. 

In conclusion, the complex investigation of the social 

welfare indicators in the Baltic States based on the mul-

ticriteria evaluation method SAW provided an opportu-

nity to rank the countries with reference to the selected 

indicators. It should be noted that the significance/weight 

attached to the evaluated indicators can have a major im-

pact on the evaluation results. However, in this research 

the weights of the evaluated indicators were not materi-

ally different. 
 

Conclusions 
 

Multicriteria evaluation methods enable to perform a 

complex assessment of the social welfare indicators of a 

country, region, and social institution or social/public 

projects by prioritizing the assessed alternatives. Alterna-

tive ranking, as a result of their multicriteria evaluation, 

proceeds from normalization of the social welfare indica-

tors, i.e. making the indicators non-dimensional and 

comparable. The multicriteria evaluation methods pro-

vide an opportunity to select indicators expressed in vari-

ous quantifiable units. 

With regard to the complex social welfare evaluation 

challenges, multicriteria evaluation methods have several 

key limitations/weaknesses. First, the said evaluation 
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methods do not assess individual alternatives: all they do, 

they rank them and consequently they are not suitable for 

a high quality assessment of a single alternative. 

Multicriteria evaluation methods affect the choice of 

indicators with a numeric expression. The evaluation of 

social/public projects is particularly difficult since their 

evaluation criteria often have no precise mathematical 

quantification. Therefore the evaluation of social projects 

requires adapting the multicriteria evaluation methods for 

the specific situation. 

In multicriteria evaluation methods the signifi-

cance/weight attached to the evaluated indicators has a 

major impact on the final result. Furthermore, a complex 

evaluation of sophisticated or specific social indicators 

can face another challenge: a lack of qualified experts 

who can perform an objective and correct appraisal of the 

social welfare indicators. 

A multicriteria evaluation is based on a framework 

logical scheme, which starts with the identification of the 

evaluation objectives, then representative indicators are 

selected and significance weights are attached thereto 

with respect of the chosen multicriteria evaluation 

method and finally the indicators are normalized and 

generalized into a single final expression. 

The performed complex evaluation of social welfare 

in the Baltic States gave an opportunity to assess in prac-

tice the possibilities of the multicriteria evaluation 

method and to compare the social welfare in Lithuania, 

Latvia, and Estonia. The complex evaluation of the indi-

cators showed that in 2009 Estonia enjoyed the best so-

cial welfare indicators among the three Baltic Sates. The 

significance/weight attached to the evaluated indicators 

did not have major impact on the results. 
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One of the most difficult steps in the process of service innovations development is the first – idea generation. Yet many agricul-

tural companies in their development programmers appear not appreciate the importance of this stage. An approach which has often 

been used to cover the idea generation stage and one which companies still follow is a procedure of random idea submission in which 

ideas are left to the people directly concerned in innovation development. So, many companies’ ideas arise without any aid of disci-

plined procedures. Although this may have a semblance of an approach it is basically a haphazard procedure which relies mainly on 

chance. This article describes a deep logical comparative and systematic analysis of the idea generation process. The use of content 

analysis also allows the best solutions to be found and for the model to be offered for the generation of ideas for agricultural service 

innovations. The suggested model provides clarifications of necessary procedures based on the researchers opinions, which are as-

sessment in terms of logic and adaptability. 
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Introduction

1
 

 

Agriculture is an important sector of any economy be-

cause it feeds the population and therefore carries a certain 

strategic importance, and this sector also provides the raw 

materials required to drive some of the key manufacturing 

industries. Agricultural research and extension programs 

have been built in most of the world's economies. 

Service innovation can be described as a reconfigura-

tion of resources in a service system with a business ef-

fect and it can be based on a new role for the customers 

as co-creators, a new customer interface, technological 

options or new ways of capturing value and business 

models. The term “idea” can be defined as something that 

is unrealized, unproven or untested. The meaning of in-

novation’s idea can be defined as a vague characteriza-

tion of a new individual object that tells the need to be 

fulfilled or the problem to be solved with it. It can be a 

new formulation of an old service or tangible object that 

is redesigned. In other words this means reconstruction, 

rearrangement, or substitution of the process that make 

them (Berry and Lampo, 2000). 

Changes in the agribusiness environment, such as 

shift in consumer demand, technology, and others, may 
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encourage firms to be more innovative. The continuous 

hegemony of innovation and creativity arises from or-

ganizations recognizing that correctly harnessed creativ-

ity can offer companies a competitive advantage. Service 

innovation is important for the competitiveness of enter-

prises and agricultural and industrial sectors (Nieuwen-

huis, 2002). 

A major problem for agricultural industry is the high 

failure rate of innovations (Enzing et al., 2011). Many ag-

ricultural products have failed because of a rush to the 

market without shelf-life trails, with disastrous quality re-

sults. Companies can implement one or several ideas, but 

they can reveal one to be wrong and do not achieve cus-

tomers’ satisfaction. So, one of the most difficult steps in 

the process of innovations development not only in the 

agricultural industry, but on the whole is the first – idea 

generation (Drejeris and Tuncikiene, 2010). 

More often than not, result of “call for ideas” can be 

a flood of ideas; many people in the organization will 

have been waiting for an opportunity to bring forward the 

great idea they have had for a long time (Brown and Eis-

enhardt,1995). 

Therefore sometimes employees of agricultural or-

ganizations do not really know what kind of ideas is 

wanted and they often do not understand why their ideas 

are being selected or rejected. 

Some commercial and public companies manage to 

generate new ideas by using appropriate methods and ob-

tain right results, whereas many agricultural organiza-

tions’ (and scientific also) ideas arise without any aid of 

disciplined procedures. Not many organizations provide 

sufficient manpower to review and asses the flood ideas 

in a timely manner (Stamm, 2008). Not a few managers 

of agricultural organizations respond to customers and 
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their personal touches in order to find ideas for service 

innovations. The agricultural service context is well 

suited to the study, since agriculture can be considered an 

archetypal professional service (Hogg et al., 2003). Re-

cent efforts to provide an annual profile of the agricul-

tural production quality and to identify agricultural dis-

parities and use of agricultural services have served to 

stimulate design innovations. Idea generation is important 

step, because new idea or ideas are the starting point for 

service innovation developing. 

So, using of appropriate processes of generating inno-

vative ideas in agricultural sector are called as a problem of 

the article, there is still a lack of studies focusing on the 

specific aspects of such product development process. The 

aim of this article is to present a model of ideas generation 

process for service innovations in the agricultural sector, 

which would show the steps and order of ideas generation 

process. So, the object of present analysis is a process of 

creation innovations in agriculture. The following tasks 

shall be accomplished to achieve mentioned aim: 

1. to analyse opinions and approaches found in sci-

entific literature in relation to process of idea generation, 

to subject them for critical assessment and to develop ra-

tional solutions in order to determine content require-

ments for the process model;   

2. to propose a process model of ideas generation 

for service innovations of agricultural sector; and  

3. to discuss components of ideas generation proc-

ess model for service innovation of agricultural sector.  

The main method of research is synthesis of scientific 

opinions and results of studies, which connected with in-

novations processes. The article suggests the deep logical 

comparative and systematic analysis of the idea generation 

process. Systematic analysis was used for the process of 

selecting papers and reports which are relevant to the main 

topic, and for assessing the quality of each study. The re-

sults of this comparative analysis highlight the strengths 

and limitations of researchers’ opinions. It means that 

based on the results of the comparative analysis, it can be 

argued that temporal logic has advantages over others, 

which face some constraints. The use of content analysis 

also allows the best solutions to be found and for the model 

to be offered for the generation of ideas for agricultural 

service innovations. The content analysis technique allows 

social interactions to be examined based on texts. 

 

1. Requirements for the Process Model of Idea 

Generation for Service Innovations in Agriculture 

Nieuwenhuis (2002) defines innovation as an em-

bedded process within a knowledge context, in which the 

exchange of learning and technical sources is elementary, 

especially for a specific activity. Economic networks are 

the basis for transforming heterogeneous knowledge 

sources into useful “neue Combinationen”. Mentioned 

author too argues that successful innovative enterprises 

are more externally oriented and deal more proactively 

with externally-developed knowledge than do their com-

petitors who follow innovation. He explains that espe-

cially agricultural innovation is a complex process, based 

on interactive network learning and processes of trial and 

error on the shop floor. So, it means that it is need to de-

termine demand for innovations because of purposeful-

ness of potential high expenditures. 

Growing competition in the field of agricultural ser-

vices encourages companies to look for new ways in order 

to improve the satisfaction of the customer needs. The 

most appropriate service innovations will be those that help 

to meet customers’ needs more effectively than competi-

tors’ services, and are therefore preferred by more custom-

ers. It is note not only for business, but for public organiza-

tions also. Organizations need to identify those needs, and 

then generate ideas and solutions to address them. Agricul-

tural service users have specific needs and their problems 

are specific. The key characteristic considered to distin-

guish agricultural service innovations from other innova-

tions is in the peculiarities of their derivation. Kajanus 

(2000) also state, that peculiarity of agricultural services is 

that potential number of the users is not as high as agricul-

tural product users. Every idea can be totally new for the 

market or it can be new to its producer or to the focus 

group. So identification of customers’ problems and needs 

are necessary component of the model. 

Agricultural service innovations are considered under 

some specific conditions, because problems of agricul-

tural sector are quite specific also. But not every problem 

of the customers or all sectors can be resolved by the im-

plementing innovations. It depends of organizations’ pos-

sibilities and an amount of customers’ needs (Lovelock 

and Gummesson, 2004). So, problems screening is desir-

able and appropriate element of the process model. 

Agricultural innovations include technical, market 

oriented and socio-organizational solutions, the most of 

which are connected with external environment (Nieu-

wenhuis, 2002). For example, analysis of sufficiency ag-

ricultural production in the market can show that produc-

tivity is insufficient, so it has to be enlarged. Many ideas 

(service ideas also) can challenge such situation. In-

creases in farm productivity will depend critically on ag-

ribusiness efficiency in supplying farmers with improved 

seeds, fertilizer, herbicides, feed and veterinary services 

(Haggblade, 2011). Raising agribusiness productivity 

likewise increases efficiency and incomes in the nonfarm 

agricultural sector. Farmers (or entrepreneurs) can start a 

new kind of business in addition to traditional farming 

also. So, according example increase productivity can 

challenge many new product (or service) ideas, therefore 

outcomes analysis of their realization is necessary. 

The detailed investigation involved in-depth surveys 

of target users to determine the extent of agricultural in-

novations problems, to build a user profile, to gauge user 

perceptions, attitudes and usage and an evaluation of ex-

isting services. In this case agricultural ideas resources 
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would be exceptional, because scholarly march of scien-

tific institutions can be the most important information. It 

is necessary to be at one end of the scale the collection of 

information from the user and at the other end − active 

participation by the agricultural innovations staff. Then 

appropriate idea-generation techniques aided in the gen-

eration of service ideas. 

By and large, within the customer-as a-resource per-

spective, it is need to focuses on customers as a source of 

service innovation ideas. It is appropriate solution for ag-

ricultural organizations, because of their especially close 

relationship with their product users. 

Business companies create service innovations for 

variety of reasons, but usually in attempt to increase prof-

its. It must be remembered that innovations’ ideas need to 

create on the base of companies’ objectives and strategy 

suggestions (Kajanus, 2000). 

2. Model of Ideas Generation Process for Agricul-

tural Innovations 

Based on above presented arguments the process 

model of ideas generation for agricultural service innova-

tions analytically is shown in figure 1. It was found to fit 

in well with the new product context and local proce-

dures. The purpose of creating this model is for better de-

veloping an appropriative service system for successful 

service processes. This model provides a visual guideline 

for better managing the process of generating ideas for 

agricultural innovations, because of the identification of 

participants and their functions during the process. 

The linear construction of the model means that the 

actions are connected in series, which is necessary to 

achieve disciplined process making with better results. 

Every action proposed in the model is important and can’t 

be missed out. 

 

 

 

 

 

 

 

 

 

 

 

 
 

Fig 1. Model of ideas generation process for agricultural service innovations 

 

As highlighted earlier, the involvement of users and 

agricultural staff varies according to the stage of ideas 

generating. It starts with information gathering and 

moves quickly to ideas receiving. Users of agricultural 

service innovations become part-of this process eventu-

ally at the service innovations ideas receiving stage. It is 

quite important peculiarity of the development agricul-

tural innovations also. 

Proposed model can be used to guide the involve-

ment of users and agricultural staff in the process of new 

ideas generating. It also highlights the iterative nature of 

ideas development, which is shown by the arrow looping 

back into the first component. The model has to be useful 

to inform users and staff about necessity of their contribu-

tions and role in the process of ideas development and 

cooperation. According to many observers feedback of 

the suggested model means, that new product develop-

ment should be a continuous process, oriented toward the 

long term, i.e. it is a strategic issue of agricultural organi-

zation (Enzing et al., 2011). 

Further will be reasoned the content, necessity and 

sequence of the suggested model components. 
 

2.1. Determination Demands for Agricultural  

Service Innovations 

Agricultural companies that are not actively pursuing 

innovation are likely to lose in the competition. However, 

there is no single reason that encourages companies to in-

novate; each company has its own reason and motivation 

for innovating and these reasons are different in various 

situations. Companies tend to put forth constant efforts to 

satisfy the needs of their customers, they are considered 

to be creating products that comply with their customers’ 

preferences (Najib, Kiminami, 2011). Understanding 

business demand for new product or other innovations is 

a difficult and important task that has probably been over-

looked by both economists and policy makers (Muscio et 

al., 2010; Bivainis and Drejeris, 2007). 

Science and technology offer wide opportunities to 

change and improve taste of food products, preparation 

and nutritional characteristics, conditions for rearing, or-

ganizational solutions and many other elements for agri-

cultural industry, but the introduction of innovations in 

the agricultural sector is strongly influenced by demand 

conditions. Although final consumers are getting every 

day more interested in characteristics of agricultural pro-

duction and are showing greater willingness to pay for 

new and improved products, and some of they do not 

change substantially their alimentary regime (Meeus and 
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Oerlemans, 2000). Such circumstances challenge to de-

termine demand of any agricultural innovation. 

It follows that product innovations in the agricultural 

industry are hardly radical and much more often of in-

cremental nature. This feature makes innovation dynam-

ics as in the industry similar to those in other mature in-

dustries such as textiles, clothing and footwear and de-

spite its relevant innovation potential, it differentiates 

from other science-based sectors and the contribution of 

scientific institutions for innovations is important a lot in 

agricultural sector. 

Muscio et al. (2010) identify three main typologies of 

demand for innovations (real, latent, potential) and ar-

gued, that it is necessary to measure not only customers 

demand, but employees demand for innovations also. 

Mentioned authors present taxonomy of that measuring 

and conclude that innovative agricultural processing 

technologies can meet the needs of several other indus-

tries also, so other industries can challenge demand of ag-

ricultural innovations. It is commendable situation where 

increasing pressure for universities to raise research fund-

ing from industry and to contribute actively to industrial 

innovation. In a fast-changing environment, leaders can-

not predict what kinds of new product may be needed. 

Thus it is not clear what kind of new product structure 

and culture are needed for the customers, so that kind of 

analysis is necessary (Wood, 2007). 

Determination demand of service innovations is one 

of the most important stages and it is necessary with ideas 

generation as a first step of new product development 

process. Bivainis and Drejeris (2007) suggested quantita-

tive methodology for determining purposefulness of new 

service developing. Mentioned methodology became 

classical and is used in many service companies. 
 

2.2. Identifying Problems and Customers Needs 

Historically, firms organized research and develop-

ment internally and relied on outside contract research only 

for relatively simple functions or products underlying most 

such views are the assumption that customers are sources 

of information and that customer involvement can enhance 

product ideas effectiveness (Lundkvist and Yakhlef, 2004 

and other authors). However, researchers are not at one as 

to the relevance of involving customers in idea generation, 

arguing this will only lead to imitative, unimaginative solu-

tions (Ulwick, 2002). The role of customer in agricultural 

sector for idea generation has mainly been recognized in 

connection with incremental, continuous innovation. I 

means that role of customer is bigger comparing with other 

sectors. Although the processing of information, its recon-

figuration through sorting, re-categorizing, recontextualis-

ing and combining it with internal information may lead to 

the generation of new ideas and knowledge. Schuber and 

Ginsburg (2000) state, that uncovering explicit and latent 

customer needs and wants is still bedeviled in that it takes 

place at many removes from the customers’ tacit dimen-

sion, and is carried out in abstraction from their feelings 

and their emotion. 

Consumers are often innovators, especially users of 

agricultural services innovations. So, the best channels by 

which can be problems understood are personal face-to-

face meetings with farmers and other clients and visits to 

their farms and work places. The role of conversation, as 

a rich mode of interaction, has long been recognized by 

researchers. According to Tannen (1998), conversation is 

not a passive (cognitive) process where a person actively 

speaks then remains passive while another speaks; rather 

it is always engaging and active. Involvement in a con-

versation is created as much through a listener’s partici-

pation as through that of the interlocutor. Both listener 

and interlocutor become involved in the work of making 

sense and sharing and creating ideas. 

The most of cases potential users of agricultural ser-

vice innovations readily speak about their problems, es-

pecially about problems of organizing of some service 

process. In the case of customer involvement in innova-

tion-related activities, the conversation has included the 

various suggestions, feedback and various ideas. The text 

for discussions is not to be interpreted as a mirror or rep-

resentation of realities, but as a vehicle for bringing forth 

new ones. According Berry and Lampo (2000) it is in this 

sense that the text acts, it sanctions action, it intervenes in 

the organizational realities, and it does things. The role of 

conversation is double: First, it serves to make sense of 

the circumstances in which the interactants find them-

selves, and that is by translating those circumstances into 

available representations of how things are in the world; 

second, it serves to transform those interactants from two 

or several individuals into a collective purpose that “acts” 

on their behalf, becoming thus a sort of quasi-actor. It is 

only through this transformation into a collective actor 

that interactants become capable of dealing with the 

situation, as it has been interactively defined by them. 

This process of translation of circumstance into a frame 

of knowledge and new ideas, and of interactants into a 

collective purpose is realized in language, both in the 

sharing of perceptions of the situation and in generating a 

collective response to the circumstances where the inter-

actants are located (Lundkvist and Yakhlef, 2004). From 

the interviews it was possible to highlight that active 

learning happened during the interactions between exten-

sion advisors and farmers and between farmers where the 

more advanced farmers often provide assistance and 

guidance to other farmers (Zakaria and Nagata, 2010). 

Such circumstances allow identifying other kind of prob-

lems, which can be analyzed in the sequel and can chal-

lenge coming new ideas again. 

Public and business organizations frequently draw on 

consumers’ experiences, creative thoughts and usage be-

haviors for inspiration. The rationale for using consumers 

for creative solutions is that different individuals have 

different experiences, abilities, beliefs and needs (Shane 
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and Venkataraman, 2000, Webster et al., 2010). Such dif-

ferences lead to unique interpretations of existing func-

tional capabilities, possible product transformations to 

develop new solutions and novel conjectures for applica-

tions in new product areas (Zahra and Nielson, 2002). 

The field of agricultural innovations is heterogeneous 

as it covers various profession sandactivities. It means, 

that agricultural problems go global quickly. Winds blow 

rust spores from Africa to South America to the United 

States. Insects and other pests hitchhike with international 

travelers and trade, and migratory birds carry diseases 

across international borders. The loss of environmental 

quality and the degradation of rural landscapes are major 

contemporary challenges in European agriculture, which 

need to solve, and solve in the short run (Damianos and 

Giannakopoulos, 2002). 

Other situation can challenge conditions, when any 

implementation of innovation cannot get started without 

recognition that the organization faces a crisis that it can’t 

overcome without radical transformation. Leaders have to 

use the crisis to unfreeze the organization, weakening 

commitments to the status quo (Wood, 2007). So, prob-

lems for customers’ needs satisfaction can appear from in-

side of a company also, and some kind of such problems 

can be solved only by implementing certain innovation. 
 

2.3. Problems Screening 

According previous statements in order to be success-

ful, a service innovation should be based on customers’ 

needs (Edvardsson et al., 2010 and other). On more con-

crete level a new service is a solution for a problem that 

customers have and which they will not or can solve them-

selves. The problem should be identified in order to find 

solution for it. An important point to note, that some prob-

lems of the customers can be very large and complex; in 

which case, and there’s no question of creating some ser-

vice to solve them by service companies’ power. So, com-

panies’ experts have to decide about companies’ possibili-

ties to solve them by companies’ power. Again according 

to Argouslidis and McLean (2001) problems and needs 

should be clarified in an early phase of the development 

process in order to make sure that service/market fit, the 

most important success factor for the service innovations, 

is ensured. In this case information about markets, custom-

ers, and competitors can be compiled by market studies 

and experience (including that of the sales force) with ex-

isting products (Suwannaporn and Speece, 2000). 

To gain insights from consumers, various combina-

tions of data collection techniques have to be used in this 

stage. Consumers are brought into research laboratories, 

given trial service and their behaviors are observed or 

they are gathered together in focus group discussions and 

asked to respond with creative solutions to a particular 

problem or challenge given parameter constrained design 

choices (Crawford and Benedetto, 2011). According 

Webster et al. (2010) recent virtual technologies have al-

lowed consumer researchers to integrate different tech-

niques to engage consumers in actually designing new 

products. Some companies use a web portal with a virtual 

adviser to “listen in” to desired combinations of customer 

needs; following this, customers are offered a design pal-

ette with specified features of service that fulfils their 

unique requirements. 

It has been stated that customers are not always actu-

ally aware of their need and problems, especially of future 

problems. Some customers’ problems and needs can be fu-

ture oriented. In situation like this a service producer that 

has developed an offer based on certain needs can help the 

customer to define his needs and problems. A service pro-

ducer should therefore possess profound knowledge of the 

customer (Gustafsson et al., 1999). Patrıcio et al. (2011) 

even state that customers future needs can be modeling by 

the service company and they proved that proposition in 

their article. Sometimes failure of existing innovation and 

problems, which connect with it, can show a way for better 

decisions, also improved innovations and can offer new 

ideas again (Suwannaporn and Speece, 2000). 

According Jaakkola and Halinen (2006) foundation 

of innovations is the belief in the provider’s benevolent 

intent, and in the notion that the service provider can be 

counted upon to advance the client’s interests, rather than 

self-seeking interests such as profits or status, so a degree 

of altruism is associated with innovations. It means, that 

problems screening is not only difficult, but so important 

part of set processes in the road of arise of a new ideas. 

Agricultural firms are mainly process-innovation oriented 

and use new technologies developed by upstream indus-

tries. Innovation thus mainly occurs through equipment 

and capital goods investments (Capitanio et al., 2009). 

So, these can be one of the instrumentalities for deter-

mined problems solving. 

Japanese agriculture widely put in practices the “bot-

tom-up approach. This approach apparently allows farm-

ers to provide direct input to the development of the agri-

culture field. In addition, through this the extensions are 

able to gather firsthand information from farmers which 

are subsequently shared within the community and au-

thorities for further actions (Zakaria and Nagata, 2010). It 

can be stated that this approach is always topical not only 

in Japan, but for agriculture of other countries also. 

It must be remembered that even every problem and 

every of needs of the customers have be considered sig-

nificant and analyzed on this stage. 
 

2.4. Outcomes Analysis of Problem Solving 

According to the definition, the agricultural service 

innovations problems should also indicate for the critic 

the central outcomes of the service. Central outcomes can 

be defined as technical economic and process outcomes. 

Through technical outcome the experts evaluate technical 

possibility to solve that problem by the employees of the 

agricultural service company. A single designer or even a 
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team of them can’t have knowledge on all aspects of at-

tempts. It would not be feasible to acquire expertise in all 

required areas; therefore it is necessary to turn to other 

sources for knowledge and ideas. Results analysis can 

call new challenges and directions for deeper research 

also. On the process of innovation development Wood 

(2007) this stage named as a creation future goals of in-

novations. He stated that goals need to convey manage-

ment’s willingness to commit resources, which can be 

need for future development. 

The process outcome tells how smooth and pleasant 

the problem has been from customers’ point of view. The 

economic outcome and through it the economic quality 

reveals to the customer quality reveals whether he had re-

ceived the economic benefits that he had expected. Ap-

propriate economical outcome is topical for the service 

company also. Determining of economical outcome is 

important on the case, when company determine future 

problems and needs of the customers. According that 

analysis is possible to determine the market fit of future 

service innovations. The description of process outcomes 

is very difficult because it would mean assessments of 

changing processes, actions and situations. So, it has to 

be made by qualified experts of the company. According 

Patrıcio et al.(2011) customers experience influence of 

outcomes and appropriate results of a such analysis influ-

ence of further service success. Industry growth repre-

sents an important push for organizations into increased 

renewal activities, while the perception of growth mar-

kets potentially offering entrepreneurial opportunities can 

pull organizations into increased entrepreneurial activities 

(for example, high market growth may be related to cor-

porate start-up success). Environmental hostility can also 

stimulate problems in the market, which can be solved by 

innovation activities. Environmental hostility tends to 

create threats for the organization stimulating the pursuit 

of innovativeness and the adoption of innovations 

(Karimi et al., 2011). 

Several studies have examined the role that universi-

ties and research institutions play in terms of facilitating 

firms’ innovation. They contend that cooperation with re-

search institutions is the most effective means to achieve 

innovation intended to open new markets and segments 

(Najib and Kiminami, 2011; Nieuwenhuis, 2002). Prob-

lem-solving techniques such as modeling, simulation, op-

timization, and network analysis have been used exten-

sively to help agricultural scientists and practitioners un-

derstand and control requirements of service innovation 

developing. Researchers will need such technologies to 

solve problems never before solvable and find new ideas 

for this purpose. As a result of outcomes analysis may be 

decision for application to some scientific institution, 

government or other organization for cooperation in some 

approach. 

It is useful establishing rules for further processes of 

creating service innovations and staffing also during this 

stage according results of previous analysis. Appropriate 

procedures of this stage not only enabled each firm to in-

novate repeatedly, but also highlight a reason to believe 

each organization’s routines were particularly suitable for 

that firm (Wood, 2007). Creating database for different 

problems integration, simulation and optimization integra-

tion, and certainty in integrated systems are the methods 

for analysis of this stage (Whittaker and Thieme, 1989). 

Using of them can help to identify significant trends, im-

pacts, and opportunities in their areas of expertise. 
 

2.5. Methods Used for Ideas Generation and  

Determination Ideas Resources 

There are a number of approaches for organizing, as-

sessing, manipulating new ideas. Some of these ap-

proaches are described in Pahl and Beitz (1988) classical 

papers (systematic combination, combining with the help 

of mathematical methods) and Hyman (1998) works 

(morphological boxes and charts). The use of checklists is 

another one technique for creative thinking and manipu-

lating appropriative ideas. Except mentioned below is 

presented some the most popular methods for new agri-

cultural innovations ideas generation: 

 Periodically screening existing agricultural ser-

vice innovations of organization and comparing them 

with the firms’ products on purpose to improve attributes 

and combine the features/benefits of several separate 

products into a single new service. The most of cases 

these methods apply for organizational changing of exist-

ing services in order to improve their performance. 

 Examining users' un-met needs that are not be-

ing satisfied by competitive agricultural innovations. 

Only conversations with customers can suggest ideas for 

agricultural service innovations in commercial and public 

organizations on this case.  

 Using idea-generation, such as brainstorming, to 

create a list of possibilities, and then evaluate each idea's 

feasibility and relevance to the organization's mission. 

This method is appropriate for generating ideas for agri-

cultural innovations in commercial and public organiza-

tions also. 

 Improving product of other organizations’ upon 

introduction could be the least expensive, fastest, and less 

risky way to introduce innovation to market. The group 

of such methods can be used in scientific organizations 

and commercial, public firms also. 

Not all ideas of agricultural innovations can be di-

rectly adopted to form part of the design solution. Often 

only elements of ideas are used and these must be organ-

ized and combined to develop new, feasible ideas. Some-

times, ideas that at first do not appear to be workable, 

may in fact become practical solutions when modified or 

combined with other ideas. 

New product development literature has gone to 

some length to emphasize the significance of new product 

idea generation and overall fuzzy front-end stages of 



 

29 

Vol.8, No.2, 2012  ISSN 1822-3346 Economics and Rural Development 

NPD (new product development) process (Brown and 

Eisenhardt, 1995 and other authors). One of the focuses 

of this literature stresses the importance of various 

sources of new product ideas. A resource means anything 

that can be thought of as being strength or a weakness of 

an enterprise (Kajanus, 2000). A review of the extant lit-

erature reveals a multitude of sources that can be catego-

rized as being either internal or external to the firm. For 

example, research and development departments, venture 

teams, new product committees, and marketing depart-

ment reports are considered useful internal sources of 

new product ideas, while consumers and lead users, dis-

tributors, suppliers, competitors, and government depart-

ments are considered useful external sources. The ap-

proach adopted by firms usually reflects their basic orien-

tation toward NPD. Suwannaporn and Speece (2000) em-

phasize, that worldwide suppliers are increasingly becom-

ing the source of technology and information about tech-

nology particularly in the food-processing industry. Sup-

plier expertise in basic technology is one consideration 

when agricultural companies select vendors. Suppliers 

play a major role in developing new packaging or raw 

materials, as well as processing equipment. Taylor 

(2006), Stanton and Burkink (2008) maintain also, that 

suppliers provide an essential external source of ideas and 

technology transfer in agriculture. 

In addition to agricultural service innovations idea 

sources, the importance of interaction with relevant 

stakeholders across various stages of NPD process is re-

flected in the growing body of interdisciplinary research 

on this topic. So, there is likely to be heterogeneous bun-

dling of resources of innovations ideas. Ideas generation 

methods can’t be differed as appropriative only for busi-

ness or only for public agricultural organizations, because 

sources of ideas are almost similar. The question for de-

termining best methods of idea generation is widely de-

scribed in Drejeris and Tuncikiene (2010) paper. The 

quantitative methodology for determining, which method 

is the best on existing business circumstances and accord-

ing different business situations is suggested in it. 
 

Conclusions 
 

1. Agricultural service companies and agricultural 

public organizations do not have any comprehensive 

model for service innovations idea generation, which 

would be developed on scientific foundations. A deep 

logical comparative and systematic analysis of the idea 

generation process makes it possible to highlight the re-

quirements for the model of idea generation and to dis-

cover the main directions in which focus on composing 

models for idea generation of services innovations in ag-

riculture is needed. 

2. Suggested model provides clarifications of neces-

sary procedures based on the researchers’ opinions, which 

are assessment in terms of logic and adaptability for agri-

cultural field. Proposed model consist of 5 functional com-

ponents. The first component suggests determination of 

demands for agricultural service innovations, second des-

tines identification problems and the needs of agricultural 

service users and organizations’ employees, third dictate to 

screen determined problems, fourth component orders to 

analyze outcomes of problem solving and fifth component 

of proposed model directs to choose method for ideas gen-

erating and determining new ideas recourses. 

3. All the components of suggested model are proved 

and discussed with description of interaction effects among 

components in the article. The model will help maintain a 

systematic approach, thus reducing the risk of failure and 

providing early information on service user acceptance. It 

can help reduce the uncertainties of the fuzzy front-end, 

prevents wasteful spending or effort on areas that are not 

relevant to the particular agricultural service being devel-

oped and is both user as well as service staff-oriented. De-

veloped model for idea generation of agricultural service 

innovations will allow superiorly predict this performance 

and to implement it in more appropriative way, regularly 

and to get better results with less expenditure. Suggested 

model is appropriative in various conditions: for business 

and public agricultural organizations. 
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The share of private label (PL) sales in the retail trade is increasing worldwide. In this paper we analysed the situation is in Hun-

gary and how this phenomenon influences the relationship between the suppliers and retailers in the food market. Owing to lack of 

statistical data we used in-depth interviews conducted with experts of five retail and 24 supplier companies. The most important re-

sult of our research was that the Hungarian food suppliers have already developed their PL production strategies. We could distin-

guish a defensive, an offensive and an innovative strategy which depended on the characteristics and possibilities of the related firms. 

It was also an important result that the increase in PL products brought not only disadvantages but also benefits for the suppliers. Al-

hough it increased their vulnerability and reduced their profitability, it also improved their capacity utilisation, covered their fixed 

costs and in some cases opened new markets for the suppliers. 
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Introduction

123
 

 

The share of private label (PL) sales in the food retail 

trade has increased remarkably during the past five years, 

amounting to a considerable proportion throughout 

Europe, taking 10 to 45% of the total market from the 

manufacturer brands. In Hungary, the share of the store 

brand products already approaches one quarter of the 

sales volume of the domestic market. Store brands are not 

spreading in a uniform manner in all product groups; they 

have the highest penetration in the so-called ‘utilitarian’ 

product category, where customers have no emotional at-

tachment and therefore these products are less suitable for 

branding by manufacturers. These product groups include 

pet food, frozen food, breakfast products, basic milk and 

meat types, where already almost half of the market is 

dominated by private labels, including in Hungary. But 

even the category of ‘hedonic’ products, such as sweets 
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and alcoholic drinks, previously considered a secure 

stronghold of the manufacturers, is no longer exempt 

from the competition of private labels. 

Distinction constitutes the primary purpose of brands, 

thus evidencing a product’s individual and irreproducible 

character. Brands have therefore become a condensed 

symbol of the benefits granted by the goods to customers. 

They constitute one of the most important marketing 

tools and, if sufficiently strong, an embodiment of inde-

pendent market value. 

The evolution of private labels has already passed 

through several stages, and this also meant that the value 

of these products has increased (Maurer, 2006). The so-

called first generation PL products were of low quality 

and their price was 30-50% lower than the price of 

branded products. The further development from the gen-

eration of ‘economic’ cheap mass products to the high 

standard, innovative ‘individual’ category resulted in the 

third and fourth generation PL products providing real al-

ternatives for any possible customer demands and seg-

ments, thus becoming an efficient instrument available 

for the retail trade in bringing down the bargaining posi-

tions of suppliers with strong manufacturer brands. 

We have identified four factors that have encouraged 

the spread of store brand products. These include: con-

centration of the food retail trade through establishment 

of scale efficiency conditions; spreading of the heavy dis-

count stores, owing to large volume sales of own-brand 

products; commercial pricing advantageously influencing 

the consumer price that has become a significant benefit 

due to the effects of the economic crisis; and finally the 

increasing level of acceptance by customers thanks to the 

constantly improving quality of PL products. 

The main driving force of spreading of PL products 

is the demand of consumers. Though it is impossible to 
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characterise the typical consumers of PL products by 

socio-demographic criteria, it is widely accepted in the 

literature that the consumers of PL products are well in-

formed, rational, price-sensitive persons who do not listen 

to advertisements. According to Quelch and Hardling 

(1996) the spreading of PL products and the economic 

situation follow opposite directions. Nandan and Dickin-

son (1994) showed that consumption of PL products in-

creases in an economic recession. Lamey et al. (2007) go 

further, stating that the consumption level never re-

establishes after a crisis. 

International and also Hungarian researchers have 

tried to describe the typical suppliers of PL products. City-

group Smith Barney (2005) found three main categories: 

 Big producers, which produce both PL and 

branded products; 

 middle-sized or small producers which are special-

ised in producing PL products; 

 Retailers and wholesalers which within their own 

plants or in vertical integration produce PL products for 

themselves. 

Dobos (2007) and Bunte et al (2010) confirmed that 

the retailers preferred the bigger companies as suppliers 

of PL products. Nevertheless it is important to underline 

that all three studies found that the role of middle-sized 

and small companies has increased in the production of 

PL products. 

The effect of PL products on innovation was one of 

the most important questions in our research. The interna-

tional literature underlines the negative effects: 

 the lower income of the suppliers owing to lower 

price of PL products impedes effective innovation (Ol-

brich et al., 2005); 

 the new products are copied so fast by the PL 

products that the branded goods do not have enough time 

to earn the cost of innovation and this restrains innova-

tion (Olbrich et al., 2005; Bernitz, 2009). 

Both Hungarian and international researchers found 

positive effects as well: 

 The source and motivation of the innovation is the 

demand, so the increasing demand for PL products cre-

ates innovation on the production side (Czibik-Mako, 

2008; Dobos, 2007); 

 The new generations of PL products are not just 

copies of branded products, some of them are real new 

products created by the retailers and suppliers in co-

operation, as the retailers know very well the consumers’ 

desires from their vast databases (scanned data, retail 

cards etc.) (Chunling et al.; 2008, Maurer, 2006); 

 In the case of large producers innovation may 

speed up as their PL products compete with their own 

manufacturer brands (Competition Comission, 2007). 

The aim of this paper is to explore the theoretical 

background of the history and development of private la-

bel products within Hungary and across Europe, analyse 

the aspects and strategy of both the suppliers and retailers 

with special regard to food innovation, and investigating 

the opinion of consumers. We tried to judge this phe-

nomenon objectively as we have encountered many false 

opinion and information about PL products. 
 

Methodology 
 

The starting point of the research was the exact defini-

tion of PL, exploring the sub-categories within this term, 

and how the meaning and quality of PL products have 

changed during recent decades. In order to explore the 

strategy of Hungarian suppliers and retailers regarding PL 

products we used three main methods during the research: 

 reviewing of Hungarian and international literature 

in the field of food retail; 

 in-depth interviews conducted with experts of five 

retail and 24 supplier companies; and 

 data collection of prices and other information 

available from retail leaflets and web pages in order to 

analyse the pricing policy of PL products. 

Data collection covered the first half of 2010. In 

some product groups, we have also tried to assess the 

share of the private label and manufacturer brands, allow-

ing conclusions to be drawn concerning the probable in-

tensity of price competition as well as the share of store 

brands within the total sales. The interviews were also 

conducted in 2010; in the first half of the year we inter-

viewed the retailers and small food industrial enterprises, 

in the second half we concentrated on larger supplier 

companies. 
 

Results 
 

Consumers’ Estimation of Private Label Products 

The analyses of retail experts indicate that, although 

it is hard to establish on the basis of socio-demographic 

criteria the identity of the consumers inclined to purchase 

store brand products, sales of private label products are 

principally increasing among well-informed rational and 

price-sensitive consumers, less impressionable by promo-

tions. Both experience and the international trade litera-

ture allow the conclusion that the demand for store brands 

increases during an economic crisis and this increased 

demand does not return to the previous level even after 

the crisis period. 

Although we did not carry out our own consumer 

market research, we asked the opinion and experiences of 

the interviewed experts about consumption trends. It is 

clear from their answers that in Hungary the consumption 

of PL products has increased significantly. It was also 

widely accepted that this trend will probably continue as 

the consumers nowadays encounter the third and fourth 

generations of PL products which give offer favourable 

price/value ratios, so they do not have any reason to 

switch back to branded products. 
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The interviewed experts from both the retail trade 

and supplier side mentioned the price sensitivity of the 

Hungarian consumers as an important factor, although 

this factor was more stressed by the retail trade side. Both 

sides agreed that the quality of private label products is 

improving and this strongly depends on the consumers’ 

requirements. Also domestic customers show a growing 

demand for Hungarian products; as a result, an increasing 

number of commercial chains indicate in a distinct man-

ner the domestic origin of their private label products. 

 

Retailers’ Strategy on Private Label Products 

With the spreading of PL products the importance of 

category management has increased in the retailers’ strat-

egy. But there are great differences among the rates of 

store brand product distribution by the different commer-

cial chains operating in Hungary, as this is strongly con-

nected with their product range and price policies. Tesco 

(a British retail company) had a leading role in selling 

private label products for nearly five years, until 2007. 

Even although the rate of private label products during 

this period doubled, by the end of the decade Tesco had 

lost its leading position, which was assumed by Lidl (the 

quickly expanding German hard discounter) which sells 

mainly store brand products. 

In response to the spreading of discount stores and 

private labels, all major domestic retailers reacted 

through expansion, deepening and diversification of their 

store brand portfolio. The ‘economic’, ‘mid-price’ and 

‘premium’ brand lines appeared, but more companies 

mentioned that the lowest category PL products caused a 

bad image for the retailer, so nowadays they try to quit 

these and advertise their more valuable PL products. 

The good image of PL products is important for the 

advertisement of the retailer, for increasing the sales vol-

ume and for gaining bigger market share. This is why that 

the retailers are very rigorous about the quality and safety 

of their PL products. Their suppliers must meet high level 

food safety requirements, must invest in adaptation of 

food safety systems etc. 

According to the interviewed experts of the retailers, 

it is a very important strategic question as to which prod-

ucts are sold as PL products, as a successful product 

group can bring in many new consumers. (For example 

the good quality but cheap baby care products of Tesco 

increased the sales volume of the firm). In the case of in-

ternational retailers the decision on the assortment policy 

of PL products is also international. The centre finds the 

products and tests the market, and if the product is suc-

cessful it will be placed on the market of other regions. 

In the case of regional PL products the suppliers are 

usually chosen in (electronic) tenders. This can increase 

the level of imports but also provides opportunities for 

Hungarian firms. Unfortunately most of the Hungarian 

food industry firms are too small to supply a regional 

market so they are rarely successful in these tenders. 

In the case of foods where the national taste and tra-

dition are more important, it is more common that the re-

tailer develops PL products especially for the domestic 

market, in many cases in co-operation with a national 

supplier who is a leader in the domestic market or has a 

strong national brand. This are gives more opportunities 

for the Hungarian food industry companies. 

 

Suppliers’ Strategies 

The rate of spreading of PL products is so high that it 

is impossible to stay out from their production. Neverthe-

less the rate of PL products within the food industry 

firms’ production structure ranges widely. All of the 

firms in our sample produced PL products; the average 

rate of their production was 43%. The larger companies 

produced fewer PL products, the smaller firms more, but 

the spreading was extremely high in the case of small 

firms (Figure 1). 
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Figure 1. The Rate of Private Label Products from the Sales 

Volume in the Interviewed Firms (percents) 

Source: own survey 

 

The food industry companies apply different strate-

gies in this context. The first strategy we have called 

‘joining in order to save my market share’, meaning a de-

fence solution. The second strategy was the opposite of 

this: it was typical in the case of smaller, follower firms 

which tried to gain market by winning the production 

rights of PL products, imitating the products of a big food 

industrial firm. This is a typical offensive strategy which 

we called ‘joining in order expanding my possibilities’. 

We have found some examples of innovative small firms 

which still resist the production of PL products, but these 

companies valued their strategy hardly sustainable. 

According to the Hungarian food industry firms the 

most important benefit of the production of PL products 

is capacity utilisation: the continuous, predictable produc-

tion volumes, which is important for the companies both 

technologically and for financial reasons (liquidity, pre-

dictable selling and income). It is also an advantage that 

in the case of those companies which produce PL prod-

ucts in large proportion or exclusively there is no need for 

marketing activity or merchandising and this means lower 

costs for the company. Lower back conditions, closer co-

operation with the retailers and advantageous in-listing of 
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other products were also mentioned as positive effects of 

PL products (Figure 2). 
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Figure 2. Benefits of the Production of Private Label Products 

According to the Suppliers (Scores) 

Source: own survey 

 

Defencelessness and uncertainty have been cited as the 

most important and overall disadvantage by the suppliers 

interviewed, caused by the full replacability of the product 

and of the manufacturer. The danger of replacing supplier 

and of de-listing the product exists in the case of private 

labels without customers’ reaction, if there is no quality 

change. At the same time, losing a large volume order of 

store brand products may cause serious difficulties for a 

supplier, especially if packaging material or even private 

label products that have already been manufactured and are 

therefore not marketable elsewhere remain in stock. In the 

case of online tenders generally used for procuring store 

brand products, several objective problems have emerged 

at the domestic companies, including for example their in-

sufficient capacity. However they often mentioned that 

even in the case of having sufficient capacity and proper 

quality they were not invited to submit tenders in the Cen-

tral-European countries, while manufacturers of the 

neighbouring countries may participate in the domestic 

tenders as competitors (Figure 3). 
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In the case of manufacturer brands of insufficient 

brand value, it emerged several times that the store brand 

produced by the supplier raised competition against the 

supplier’s own manufacturer brand. As several people 

noted, the commercial chain’s private label production 

‘cannibalised’ the market potential of their manufacturer 

brand. This danger is also increased by the fact that the 

composition and quality of the private label brand is often 

very similar to that of the manufacturer brand and custom-

ers quickly get to know this through the rational-minded 

(non brand-dependent) and ‘curious’ consumer groups. 

From among the commercial practices mentioned in 

the domestic and international trade literature, the enter-

prises interviewed confirmed the importance of the differ-

ent pricing, the less extensive background conditions and 

the more advantageous shelf positioning. At the same time, 

they did not consider typical the comparative marketing. 

 

Effects of Private Label Products on Innovation 

Neither the trade literature nor our own research con-

firmed that the innovation in the European or the domestic 

food industry was at a very low level. However, there are 

already some warning signs – the low proportion of real 

innovations or the falling innovation rate in Spain – that 

forecast possible negative effects of the further expansion 

of the private label brands to the introduction of new prod-

ucts under a certain combination of market conditions. 

Many food industry firms had the opinion that PL 

products increase innovation. They gave two main rea-

sons for this: firstly, the classical imitating of other firms’ 

brands is a kind of innovation. Secondly, that innovation 

can be one of the most important defence strategies 

against the rapid spread of PL products: if the food indus-

try develops new products with better quality and new 

functions this can save their own brands for a while. But 

it is an important fact that just innovation is not enough! 

Good marketing and market research policy are also es-

sential factors in the pre-flight, offensive strategy. 

It is also true that the strong competition and the new 

desires of retailers for creating PL products bound the 

sources of the food industry firms and no sources and en-

ergy remain for ‘real’ innovation (Figure 4).  
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It also discourages the innovation that the smaller 

profit from due to lower prices of PL products reducing 

the financial resources of the firms. 

Probably the picture is not only black or white. The 

innovation strategy and how it is affected by PL products 

depends on the characteristic of the firms. Large compa-

nies with enough capital and/or with strong brands try to 

continue their innovation policy, while the smaller firms 

may concentrate on ‘staying alive’ by copying other brands 

or winning tenders for the production of PL products. In 

these cases we cannot speak about real innovation. 

 

Limitations of the Research 

One of the main limitations of our research is the low 

number of the interviewed experts, especially among the 

retailers. On the other hand the chosen method (in-depth 

interviews with many open questions where we wanted to 

learn their opinions and experiences about the PL prod-

ucts as a phenomenon) did not allow us to meet many 

more experts. In the case of food industry firms we were 

successful in covering all of the sub-sectors, every type of 

firm were represented in our sample, except the producers 

of pet foods who were not willing to give their opinion. 

In the case of retailers the sample is not only small 

but some types of retailers are not represented at all, 

though their role in PL sales is important (for example 

foreign discount chains, foreign supermarket chains). Un-

fortunately the policy of these companies usually does 

not allow them to give out information even for scientific 

research. 

We also aimed to investigate and analyse the price 

policy of the retailers regarding PL products (compared 

to ‘normal’ product prices and ‘sales’ prices of branded 

products), but this turned out to be impossible as in Hun-

gary the available public databases (HCSO and AKI 

PAIR consumer price collections) do not differentiate be-

tween prices of retail and manufacturer brands. Therefore 

we have used the promotional leaflets of the commercial 

chains for comparing prices. 

 

Evaluation of Results and Conclusions 

One of our purposes was to evaluate the PL products 

as a phenomenon from the point of view of consumers, 

retailers and suppliers. We wanted to judge it: if it is a 

‘good’, ‘useful’ thing or ‘bad’ for the different actors of 

the food supply chain. By the end of our research we 

learnt that it is impossible to give a simple evaluation for 

PL products: it depends on several aspects (the strategy, 

the characteristics of the actors); for some of them it is 

disadvantageous, for others it is a success story, again 

others can live with it. 

At first sight, from the point of view of the retailers 

the benefits of the spreading of PL products is clear, as 

the retailers created them and push them but, investigat-

ing the details, we have found the disadvantages, too. The 

retailers receive less margin and refunds on PL products. 

There are also a lot of disadvantages and advantages 

associated with PL products for the suppliers. The most 

important is that most of the Hungarian food suppliers 

have already developed their PL production strategies and 

thus they cannot adapt to this new challenge. We could 

distinguish a defensive, an offensive and an innovative 

strategy which depended on the characteristics and possi-

bilities of the related firms. 

It was also very hard to give any advice for the policy 

makers regarding PL products, but even so we tried to 

compose suggestions for improving the positions of sup-

pliers in market situations dominated by store brands. 

The first package of suggestions consists of two parts 

and has been entitled ‘raising consumers’ awareness’. On 

the one hand, we suggest elaborating an information pro-

gramme calling the attention of consumers to the produc-

tion and origin of food in general. During this campaign, 

the benefits of locally produced food could be empha-

sised, together with the importance of knowing the iden-

tity of producer and the origin of the ingredients. The 

second package includes a scheme elaborated after the 

pattern of the ‘Fair Trade’ trade-mark. This would pro-

vide a guarantee that on the one hand the trademarked 

products provide ‘fair’ revenues for suppliers and on the 

other hand the consumers can be sure about buying from 

fair suppliers as the trademark guarantees the strict and 

regular self- and independent control of suppliers regard-

ing their compliance with all legal obligations (tax, labour 

and quality-related regulations). 

Support policies providing assistance to the supplier 

side could be an efficient instrument in the medium term. 

Maintenance or even expansion of the already existing 

R+D competitions (for example within the framework of 

the Szechenyi Scheme or from European Union funds) is 

considered of outstanding importance: The same applies 

to restarting basic food industry research, perhaps 

through encouraging active co-operation between the ex-

isting research centres and universities and enterprises. In 

addition, based on the failures of launching innovative 

products, we emphasise the importance of having avail-

able funds under the R+D competitions for supporting not 

only the development but also market introduction and 

marketing activities related to the product. Under the cur-

rent conditions of abundance of goods neither the retail 

trade nor the consumers would accept new products 

without effective advertising campaigns! 

Our purpose is to continue the research by interview-

ing more companies, especially in the field of retail. In 

2008/2009 we analysed the pricing policy of retailers, in 

2009/2010 we investigated the food safety systems as an-

other important aspect of the connection of suppliers and 

retailer. Next year we will research the logistic of foods 

in Hungary and our long-term aim is to connect these re-

searches into one mega-study which could give a good 

and correct picture about the food chain in Hungary. 
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Corporate Budgets and their Limitations: a Case Study of Meat and Poultry 

Producers 

 
Marija Vaznoniene

1 

 
At an enterprise, numerous functions are attributed to the budget and therefore for years now it has been the cornerstone of each and 

every organisation. However, in the last few years budgeting has attracted increasingly more criticism. Some scientists argue that budget-

related problems arise because the budgets are used improperly, while others maintain that budgeting as such contains deficiencies. 

Results of scientific research have been self-contradictory. Although budgeting is widely criticised by scientists, most enterprises do 

use it and are happy with it. Meanwhile in Lithuania only one of the key budgeting weaknesses has been analysed, i.e. inflexibility. 

Therefore, this study seeks to look into the prevalent types of budgets in Lithuanian organisations and what budget limitations the com-

panies refer to. In order to achieve this objective, the employed methods include analysis and synthesis of scientific literature, induction, 

deduction, and comparison. The data received during the empirical research were processed using econometric methods. 

The results of the study show that budgeting is practised only by a small proportion of organisations. Small businesses find budget-

ing too expensive and not that important. Even though most organisations do not practice budgeting, all businesses believe that budget-

ing is beneficial for the enterprise. In the opinion of the companies that establish their budgets, the budgeting limitations conform to 

those discussed in scientific literature. 

Keywords: budget, budgeting, traditional budget. 

JEL classification: M 290, M410, M490. 

 
Introduction

1
 

 

Both in science and in practice the budget of an or-

ganisation is perceived as one of the key instruments in 

the business management process. According to Arnold 

(1996), Hansen et al. (2003), and Blumentritt (2006), the 

budget is not only the basis of operational control but also 

of the whole enterprise. This is because budgeting serves 

many purposes that differ from company to company. 

The results of the study by Elkhol and Wallin (2000) 

showed that approximately 80 percent of enterprises use 

their budgets to control and evaluate, about 70 percent to 

plan, and about 30 percent to motivate their employees. 

Enterprises analysed by De With and Dijkman (2008) 

claimed that the budget was mainly used for planning 

(84.2%), measuring the business performance (86%), 

evaluation of the managers’ performance (84.1 %), and 

allocation of resources (77.3 %). 

Even though the budget is clearly important for an 

organisation, recently it has attracted increasingly more 

critical publications in scientific literature. Scientists ar-

gue that the object of their criticism is the traditional 

budget, which is understood as a current fixed budget. 

Such budget covers a period of one year only and it is not 

adjusted within the year subject to changes in the circum-

stances that give rise to variations in budgetary indicators. 

                                                 
1 M.Sc., assistant Marija Vaznoniene 

Field of Scientific Interest: Management Accounting, Finan-

cial Accounting. 

Mailing address: Institute of Economics, Accounting and Fi-

nance, Aleksandras Stulginskis University, Universiteto street 

10, LT-53361, Akademija, Kaunas district, Lithuania. 

E-mail: marija.vaznonienė@asu.lt 

According to Hansen et al. (2003) and Libby and 

Lindsay (2010), for many years academicians have criti-

cized the budget by pointing out “faulty” cases of budget-

ing and asserting that all budget-related problems can be 

resolved. In 1998, practitioners also started voicing criti-

cism of the budget. They said that science fails to suggest 

how to eliminate the deficiencies of the budget. Conse-

quently, the Consortium for Advanced Manufacturing In-

ternational (hereinafter referred to as the CAM-I) in 

Europe initiated a research project called Beyond Budget-

ing Round Table. Hope and Fraser (1999) were the first to 

suggest that budgeting should be abandoned. In their opin-

ion, budgeting is among the key barriers denying the pos-

sibility of effective competition between organisations in 

the market. Hansen et al. (2003) argue that according to 

those who support this approach the budget is a suitable 

tool for planning and allocating the enterprise resources, 

but it is completely unsuitable for enterprise performance 

evaluation, nor it focuses on the corporate goals. Hope and 

Fraser (1999) suggested that organisations should give up 

budgeting in favour of Beyond Budgeting (hereinafter BB) 

that would help enterprises to adapt to the changing envi-

ronment and consequently to be more competitive. 

Unlike in Europe, in the USA CAM-I was in favour 

of the budgeting process. In order to improve the budget-

ing process, scientists suggested using Activity Based 

Budgeting (ABB) (Mak and Roush (1996), Stevens 

(2004), Libby and Lindsey (2007, 2010), Uyar (2009), 

Bengu (2010)). According to those scientists, budgeting 

firstly performs the function of planning, the accuracy 

whereof determines the implementation of other func-

tions of budgeting. Thus, the principles of Activity Based 

Costing allow more precise planning of the costs. 

mailto:marija.vaznonienė@asu.lt
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Following the publication of Hope and Fraser’s case 

studies, several surveys were carried out to check out 

whether the described budgeting weaknesses were rea-

soned and whether other budget alternatives were used by 

organisations. Such empirical studies were conducted by 

Ekholm and Wallin (2000), De With and Dijkman (2008), 

and Libby and Lindsey (2010). Ekholm and Wallin (2000) 

surveyed 650 Finnish enterprises. In their analysis of cor-

porate budgeting, the scientists divided the companies into 

two groups: conservative and radical enterprises. In con-

trast to the conservative companies, the business of radical 

organisations is driven by continuous technology devel-

opment and new inventions. The research aimed to find out 

the approach towards budgeting taken by enterprises oper-

ating in different fields. The most striking result to emerge 

from this research is that only 6.0% of enterprises have 

abandoned budgeting and most companies (60.7%) are sat-

isfied with their budgets. According to the analysed enter-

prises, a properly implemented budgeting process repre-

sents an excellent tool since it allows considering the future 

operations of the organisation. 

De With and Dijkman (2008) interviewed 134 compa-

nies listed on the Amsterdam Stock Exchange. Most of the 

organisations (70.7%) are satisfied, 2.4% are very satisfied 

and 17.1% are moderately satisfied with their budgets. 

Large listed companies have better possibilities to invest in 

budgeting; therefore the budgets are more relevant to their 

needs. The above was also proven by Mann–Whitney and 

Spearman tests, which determined that the answers to the 

questions depend on the organisation size. 

Juozapaviciute and Stonciuviene (2008) interviewed 

54 enterprises of Kaunas District. This study set out with 

the aim of to find out how many enterprises are using 

flexible budgets and what problems are faced by organisa-

tions with fixed budgets. It was found that 65% of the or-

ganisations are engaged in budgeting, including 23% of 

companies with flexible budgets. Only 10 enterprises 

claimed that fixed budgets do not offer an adequate picture 

of the performance of the organisation and its staff. How-

ever the study did not provide an exhaustive coverage of 

all the budget limitations discussed in scientific literature. 

Libby and Lindsey (2010) interviewed 346 Canadian 

and North American companies. The results of the study 

showed that 15% of the organisations have introduced and 

are using the BB method, while 85% of the companies are 

budgeting, including 46% of the enterprises that are willing 

to improve their budgetary system rather than abandon it. 

A study conducted by Ekholm and Wallin (2011) can 

be distinguished from other empirical studies. The scien-

tists interviewed 1000 largest Scandinavian production 

companies. The aim of the study was to find whether or-

ganisations benefit from the fixed budget. Surprisingly, 

the nonparametric hypotheses showed that the budgeting 

is beneficial in both cases: fixed or flexible. 

Research Object: corporate budgeting 

Research Problem: Although scientists criticize 

budgets and suggest abandoning them, the results of the 

latest studies show that many organisations make budgets 

and are satisfied therewith. Consequently, a research was 

needed to analyse the budgeting practices in Lithuania. 

Research Objective: to identify the types of corpo-

rate budgeting and the budgeting limitations seen by or-

ganisations. 

Research Aims: 

 to reveal budgeting limitations; 

 to conduct a study of budgeting practices and to 

analyse its results. 

Research Methods and Sources. The methods used 

to analyse the weaknesses of budgets included analysis 

and synthesis of scientific literature, induction, deduction, 

and comparison. The materials used by the study included 

monographs, scientific articles, and conference materials. 

 

Research Methodology and Data Sources 

 

To achieve the research objectives, the study was 

based on a structured telephone interview. According to 

Tidikis (2003), an interview is one of the most efficient 

methods of qualitative research since it guarantees higher 

reliability in comparison with the questionnaire or other 

survey methods. That is one of the most common types of 

mass surveys. During the structured telephone interview a 

respondent is given closed questions by strictly observing 

their sequence. The structured interview enables the re-

searcher to arrive at a more efficient comparison of the ob-

tained results. 

The study chose to survey enterprises engaged in 

production of meat and poultry-meat products according 

to Subclass 10.13, Section C, Manufacturing, of the Clas-

sification of Economic Activities. This industry was cho-

sen because a considerable number of enterprises of vari-

ous sizes are engaged in this business. On the basis of the 

Internet catalogue Visa Lietuva the population of enter-

prises in this field was established. This website groups 

companies by certain fields of activities. The field of 

meat and its products was chosen for the study. It was 

found that 461 companies and their branches are working 

in this field. The list of the companies engaged in the 

business of meat and its products included 239 branches 

of companies, which were removed from the research 

population. Alongside with the branches of companies, 

enterprises dealing only with the production of raw meat 

and slaughterhouse services were also removed from the 

population as in the Classification of Economic Activities 

those activities are assigned to Subclass 10.11, Produc-

tion and Preserving of Meat.  There were 63 such enter-

prises. Furthermore, sole proprietorships (58 enterprises) 

were also removed from the population, as their account-

ing is very limited. Consequently, the final number of 

population was 101 enterprises. 
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The sample was calculated according to the formula 

provided by Rudzeikiene (2005).  

qp,)N(

qp.N
n

22

2

9611

961  

where: N – size of the population; 

p – predicted event end point probability that the inves-

tigated indicator will manifest in the analysed popula-

tion, most commonly p=0.5; 

q – probability that the investigated indicator will not 

manifest in the analysed population; 

 – desired accuracy, most commonly =0.05; 

1.96 – corresponds to 95% confidence level for the 

standard normal distribution. 

 

The sample size calculation established that at 95% 

confidence level it is necessary to survey 80 enterprises. 

The data obtained during the structured interview 

were analysed using the methods of qualitative research 

analysis, including correlation matrices, factor analysis, 

and the CHAID method. The correlation matrices meas-

ure the homogeneity of two variables and the relation be-

tween them. Chi-squared criterion (
2
) is used for non-

parametric tests of the hypotheses of the homogeneity of 

variables. To perform the test, the null hypothesis, which 

states that variables are homogeneous, and an alternative 

hypothesis asserting that variables are not homogeneous 

are established. A p-value of the 
2
 criterion less than 

0.05 results in the rejection of the null hypothesis and the 

conclusion that the variables are not homogeneous. Cor-

relation matrices also help to establish whether there is 

relationship between the variables and the strength of 

such relationship. If the value of the correlation coeffi-

cients p<0.05, the relationship is considered statistically 

significant (Leonaviciene, 2007). 

The factor analysis is aimed at grouping the measured 

variables that depend on a directly unobservable factor. It 

focuses on the link between a set of intercorrelated vari-

ables. The Bartlett Test of Sphericity is used to test for the 

presence of statistically significant correlations among the 

variables and to examine the hypothesis that no variables 

are correlated. If the value p< 0.05, the factor analysis can 

be performed. The Kaiser-Meyer-Olkin (KMO) measure of 

sampling adequacy is an index used to examine the appro-

priateness of the factor analysis. It is a comparative index 

of correlation coefficients and partial correlation coeffi-

cients. If KMO<0.5, the factor analysis is inappropriate 

(Pukenas, 2009). When the factor analysis is deemed ap-

propriate, the factors are rotated. Factor rotation facilitates 

factor differentiation. Such factor rotation is called or-

thogonal rotation which is usually based on the Varimax 

method (Cekanavicius, Murauskas, 2004). 

According to Pukenas (2009), the principle of the 

CHAID method is the possibility to classify the available 

data and to predict the dependent variables based on the 

known dependent variables. That is a tool of investigating 

and confirming discriminant analysis. The aim of discrimi-

nation is to establish attributes that help to discriminate the 

groups of the investigated objects and to assess the quality 

of discrimination. Discrimination is related to the analysis 

of the dependence structure through the evaluation of the 

grouping reliability (Cekanavicius, Murauskas, 2004). A 

solution tree allows understanding the hierarchical depend-

ence of the variables and establishing specific categories. 

The results obtained during the structured interview 

were processed with Microsoft Office Excel and a pro-

gramme of statistical analysis and data processing SPSS 

15.00. 
 

Limitations of traditional budgeting 

The budget is one of the most important systems of an 

enterprise. However, many enterprises are not satisfied 

with their budgets and are actively seeking changes. Nelly 

et al. (2003) points out that up to 80 percent of enterprises 

are not satisfied with their budgets. This generates interest 

among scientists and budget improvement has become one 

of the priority areas in business management. 

Hope and Fraser (1999) were the first to speak about 

the traditional budgeting limitations. They conducted a 

case study of companies that had abandoned budgets. 

The said study identified and described 12 budgeting 

limitations and the budget was labelled as an “unneces-

sary evil”. Later, Nelly et al. (2003) divided the budget 

limitations into three principal groups (Table 1). 
 

Table 1. Limitations of traditional budgeting 

Groups Limitations 

Related to com-

petitive strategy 

Budgets are not related to the strategy 

 Budgets are used to reduce costs 

rather than create value 

 Budgets are inflexible 

 Budgets add little value to the organi-

sation 

Related to the 

business process 

Budgeting is time-consuming and ex-

pensive 

 Budgets are improved and updated not 

often enough 

 Budgets are based on unsupported as-

sumptions and speculation 

 Budgets encourage cheating and false 

results 

Related to orga-

nizational skills 

Budgets are strong only in terms of 

vertical management and control 

 Budgets are not applicable in chang-

ing environment 

 Budgets strengthen barriers between 

divisions 

 Budgets make employees feel under-

estimated 

Source: compiled by the author according to Nelly et al. 2003 

 

In scientific literature, the supporters of Hope and Fra-

ser’s approach have started analysing budget limitations 
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and the possible ways of their elimination (Nelly et al., 

2003; Hansen et al., 2003; Max, 2005; Taylor, 2009 et al.). 

According to those scientists, the main weakness of budg-

ets is their inflexibility. Budget inflexibility is related to 

their inability to adapt to the rapidly changing environ-

ment. Due to this reason, budgeting is difficult because it is 

impossible to precisely plan future circumstances. The re-

sults of Libby and Lindsey’s (2010) study showed that 65 

percent of enterprises on average agree with the statement 

that the budget becomes outdated very quickly. This is 

conditioned by inaccurate future forecasts.   

In a competitive environment it is difficult to project 

future events, therefore organisations should use flexible 

budgets that are adjusted in the course of the year (Libby 

and Lindsay, 2010; Hallinan, 2006; Juozapaviciute and 

Stonciuviene, 2008). However, according to Libby and 

Lindsey (2010), 24 percent of respondents claimed that 

when any change in the circumstances occurs it is difficult 

to amend the budget while 54 percent claimed that it could 

be revised. In the opinion of Juozapaviciute and Stonciuvi-

ene (2008), enterprises that do not adjust their budgets in 

the course of the year fail to make a correct evaluation of 

the employee performance and the efficiency of the opera-

tions of the organisation and have no possibility to imple-

ment an accurate budget control.  According to Frow et al. 

(2010), a flexible budget is essential to correctly assess the 

performance of the employees, because the largest part of 

the employees’ pay depends on the actual and planned 

budgetary targets. If the budget of an organisation fails to 

be adjusted, the employees do not feel motivated and are 

forced to falsify the actual budget results. The results of the 

surveys carried out by Libby and Lindsey (2010) showed 

that actual results of a budget are falsified by up to 80 per-

cent of the company employees. 

Uyar (2009) argues that one of the major budget 

weaknesses is the lengthy time required for budgeting. 

Budgeting is a time-consuming process because it usually 

involves a lot of employees. Nelly et al. (2003) and Libby 

and Lindsey (2003) claim that budgeting takes about 20 

percent of the managers’ work time and it lasts about 5 

months. However, as information technologies advance, 

the budgeting time is becoming shorter. Frezatti (2004) 

states that in order to speed up the budgeting process or-

ganisations annually spend approximately one million 

USA dollars on information technologies. Libby and 

Lindsey (2010) say that budgeting in Canadian and North 

American organisations takes approximately 6 weeks, 

and the correlation between the contribution to budget 

preparation and budgeting duration is positive. 

Most scientific articles have criticised the ritual of 

budgeting as an improper way of planning to achieve the 

strategic goals of an organisation. Kaplan and Norton 

(2001) suggest that most organisations they were working 

with managed to adjust budgeting to the strategic goals 

only to a minor extent. The results of the studies conducted 

by Elkholm and Wallin (2000) and Libby and Lindsey 

(2010) showed that approximately fifty percent of organi-

sations are integrate their strategic goals into the budget. 

However, Orlando (2009) and Wall et al. (2011) have 

a different opinion of budgeting. According to those sci-

entists, budgeting as a system could function efficiently; 

however, its limitations are resultant from technical, hu-

man and organizational hindrances. Orlando (2009) 

claims that quite often employees represent the greatest 

obstacle in budgeting. Unit managers are usually not will-

ing to assume the responsibility, to be accountable for the 

part of the budget assigned thereto and to take part in 

budget upgrade. Furthermore, employees often do not 

even realize why budgets are necessary and consequently 

the budgeting is delayed while the data are unfeasible. 

The lack of tools takes the second place on the list of 

budgeting limitations. Most organisations (81%) use Mi-

crosoft Office Excel for budgeting. However, this pro-

gramme is criticized because here it is rather difficult to 

make changes, budgeting is highly time-consuming, there 

are frequent mistakes and it does not provide a possibility 

for a scenario „What if?“ 

It is difficult to measure the limitations of budgeting 

because the process is closely related to the staff behav-

iour and a lack of tools. The budgeting process is often 

aggravated by the fact that the employees are not familiar 

with the objectives of the organisation, they are not 

taught to work with the budgeting tools and therefore 

budgeting takes a lot of employees’ working time. 

In summary, budget deficiencies and practical budg-

eting experience have been studied by foreign scientists 

for many years. The study performed in Lithuania ana-

lysed only one limitation of the budget, its inflexibility. 

Therefore, it presupposed the need to conduct a more 

comprehensive study of corporate budgeting. 
 

Analysis of budgeting practices 

The study of budgeting practices was designed to 

find what budgets, if any, are used, what budgeting prin-

ciples are employed, and what budgeting limitations are 

recognised by the organisations. Small and medium busi-

nesses prevail in Lithuania. Therefore, the study included 

questions designed to find whether organisations estab-

lish their budgets or not, and if they don’t – why. It also 

aimed at finding whether the organisations that do not 

practise budgeting still find budgets useful. 

The telephone interview included 80 enterprises rep-

resented by the chief accountants or the chief financiers 

of the companies. 

In the analysis of the research findings, the respon-

dent organisations were divided by their size pursuant to 

the Law on the Development of Small and Medium-sized 

Business of the Republic of Lithuania. According to their 

income, enterprises were grouped as following: very 

small (up to LTL7m), small (up to LTL24m), medium 

(up to LTL138m), and large (over LTL138m). The inter-
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viewed organisations included 87.50% very small, 6.3% 

small, 2.5% medium, and only 3.8% large enterprises. 

Later on, the research looked at the numbers of or-

ganisations that budget, do not budget, or use budget al-

ternatives (Figure 1). 

It was found that as many as 87.50% of organisations 

do not use budgets, 3.75% of companies use alternatives, 

and 8.75% of enterprises use budgets. 

Subject to such trends, it was important to find out if 

there is any relation between using/establishing the 

budget and the size of the organisation.  

 
Figure 1. Distribution of enterprises according  

to the formation of the budget 

Source: compiled by the author 

 

The analysis of budgeting and the size of an enter-

prise revealed that the value of the 
2
 criterion test is 

p<0.05. It can therefore be established that the use of a 

budget is statistically significantly dependant on the 

amount of the income generated by the organisation. In-

creasing revenues (the growth of an organisation) result 

in most enterprises establishing their budgets. Spearman 

correlation coefficient revealed that there is a weak posi-

tive dependence (0.438) between an increase in the in-

come and the use of the budget. Organisations earning up 

to LTL24m establish either budgets or their alternatives. 

In this income category, 40% of enterprises form budgets 

and that makes 28.6% of all organisations, which make 

budgets. Enterprises generating revenues exceeding 

LTL24m make budgets rather than use budget alterna-

tives (Appendix 1). 

The analysis of the respondents’ opinions on the rea-

sons behind not budgeting was conducted using the factor 

analysis. Bartlett’s Test of Sphericity showed that the fac-

tor analysis was possible because p<0.05 and the KMO 

value was 0.614. The factor analysis helps to distinguish 

three factors that determine the reasons why organisations 

do not make budgets (Table 2). The first factor can be 

identified as a factor of the lack of budgeting need, the 

second can be called a factor of the external environ-

ment impact, and the third is a factor of restrictions on 

financial ability (Appendix 2). 

Further, the research analysed the benefits of a 

budget to the organisations. This question was given not 

only to those enterprises that make budgets, but also to 

those that do not. 

 

Table 2. Matrix of factors after rotation 

Reasons Factors 

1 2 3 

1. Non-imperative under the law  0,781  

2. Lack of information on budgeting  0.696  

3. Other enterprises do not make 

budgets 
 0.677  

4. Owners of the organisation find 

budgeting unnecessary 
0.780   

5. There is no staff capable  

of budgeting 
0.889   

6. Budgeting would be very  

time-consuming 
0.835   

7. The organisation cannot afford to 

hire an extra employee(s) in charge 

of budgeting 
  0.745 

8. The scope of business of the  

organisation is not large and it does 

not employ many staff 
  0.654 

Source: compiled by the author 

 

The aim of the above was to find out whether organi-

sations that do not appear to be able to make budgets still 

think that budgets are useful in business activities. An 

analysis of the budget benefits revealed that 17.50% of 

organisations believe budgets to be useless, 62.50% think 

that they are moderately useful, 16.30% find them useful, 

and 3.8% consider them very useful. On the basis of the 

correlation matrix approach the value of 
2 

criterion test 

was set at p<0.05. Thus it can be argued that a statisti-

cally significant relationship exists between the use of 

budgets and their benefits. The Spearman correlation co-

efficient shows that there is a weak positive dependence 

(0.329). That demonstrates that organisations using budg-

ets take a more positive view of their beneficial effects 

than those that do not use budgets (Appendix 3). 

All organisations were asked what functions deter-

mine the benefits provided by budgets (Table 3). In the 

respondents’ opinion, the most significant function is 

planning (97.50% find it highly significant). The organi-

sations also find the control function significant (45.00%) 

while the significance of all other functions was deemed 

to be moderate (neither significant nor insignificant). It is 

worth noticing that none of the budget functions was de-

noted as completely insignificant. 

The analysis of the budget function evaluation trig-

gered a need to clarify whether the evaluation of the 

budget function significance or the fact that enterprises 

establish their budgets has a major impact on the benefits 

provided by budgets. The CHAID method was used for 

this purpose (Appendix 4). 

8.75 
87.5 3.75 

0 20 40 60 80 100 
Percent 

Use budgets 
Do not use budgets 
Use alternatives 
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Table 3. Budget function evaluation, % 

Functions 
Highly  

significant 

Significant 

 

Neither  

significant 

nor insignificant 

Insig-

nificant 

Completely  

insignificant 

Total 

 

Planning 97.50 2.50 0.00 0.00 0.00 100.00 

Coordination 0.00 20.00 35.00 45.00 0.00 100.00 

Allocation of responsibilities 0.00 7.50 67.50 25.00 0.00 100.00 

Communication 0.00 3.80 50.00 46.20 0.00 100.00 

Motivation 16.30 13.80 67.50 2.50 0.00 100.00 

Performance assessment 10.00 17.50 47.50 25.00 0.00 100.00 

Performance control 15.00 45.00 40.00 0.00 0.00 100.00 

Source: compiled by the author 

 

The produced solution tree leads to a conclusion that 

the benefits provided by the budget firstly depend on the 

performance control function. However, budgeting also 

has a serious impact in the organisations that rate the per-

formance control function as more important than aver-

age (neither significant nor insignificant). Respondents 

that do not establish budgets find budgets moderately 

useful, while those who use budgets or their alternatives 

think that budgets are useful or very useful. The CHAID 

results showed that the budget functions, which the or-

ganisation finds significant, have a greater impact on the 

evaluation of the budget benefits than the fact that budg-

ets are used by the organisation. This is further proof that 

organisations understand the benefits of budgeting; how-

ever they lack financial possibilities to use budgets in 

their operations. 

Later the research addressed only the organisations 

that undertake budgeting. First, it looked into the budget-

ing approaches. The results showed that none of the or-

ganisations are using bottom-up budgeting. Most of the 

respondents (57.10%) are using the top-down approach, 

while the others (42.90%) are using a combined ap-

proach. This illustrates that enterprises do not trust their 

employees and the management of an organisation tend 

to prepare budgets at their own discretion. As a result of 

the top-down budgeting, the employees may fail to un-

derstand the budgeting system that might be coupled with 

the failure to understand how they are rewarded for the 

achieved results. 

In most cases, budget limitations revealed by scien-

tists are closely related to the corporate budgeting types 

(e.g., problems related to the inability of a budget to adapt 

to the changing environment). Therefore, the study aimed 

to reveal the types of budgets used by the respondent or-

ganisations. The results of the study are presented in Ta-

bles 4 and 5. 

The research results showed that nearly 43% of or-

ganisations have fixed or changing budgets and 14.30% of 

enterprises establish continuous budgets. This demon-

strates that quite many enterprises still prefer fixed budget-

ing. This brings about a number of problems related to the 

analysis of the budget implementation results, employee 

motivation, and performance evaluation and control. 

 

Table 4. Types of budgets by budgeting methods 

Types Structure, % 

Fixed (static) 42.90 

Changing (flexible) 42.80 

Continuous 14.30 

Activity-based 0.00 

Total 100.00 

Source: compiled by the author 

 

Table 5. Types of budgets by their duration 

Types 3-10 years 

(strategic) 

Annual 

(tactical) 

Shorter  

duration 

(operating) 

Specified 28.60 100.00 14.30 

Non-specified 71.40 0.00 85.70 

Total 100.00 100.00 100.00 

Source: compiled by the author 

 

Furthermore, scientific studies showed that organisa-

tions often do not link their budgets with the corporate 

strategy. This study demonstrates that only 28.60% of or-

ganisations develop strategic budgets. Furthermore, only 

14.30% of them establish operating budgets. Therefore, it 

can be considered that organisations do not plan their op-

erations and do not thoroughly analyse their performance. 

That can also cause great difficulties to the organisations 

since at the end of the year only do they assess the key 

developments of their operations that determine the per-

formance. Meanwhile, operating budgets would enable to 

consider the changes in the course of the year and to en-

sure that action can be taken in good time to counteract 

the problems and thus unsatisfactory corporate results. 

Since scientists are criticising budgets for very long 

budgeting time, the study analysed how long budgeting ac-

tually takes. The study revealed that budgeting takes from 

1 to 8 weeks. It takes 1-4 weeks in 42.90% and 5-8 weeks 

in 57.10% of organisations. This could be related to the 

budgeting tools used by the organisations. The results of 

the correlation matrix demonstrate that the relationship be-

tween the budgeting time and the budgeting tools is statis-

tically insignificant at the p>0.05 level (Appendix 5). 
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It was expected that the produced questionnaire will 

enable to perform a factor analysis based on the statements 

determining limitations of budgeting, and thus to identify 

several factors that determine such limitations. However, 

where it was found that budgets are made by only 8.75% 

of organisations, available data were insufficient for a fac-

tor analysis. Therefore, the study analysed the breakdown 

of the opinions on the said statements (Table 6). 
 

Table 6. Evaluation of statements referring to budgeting limitations,% 

Statements 

Completely  

agree and 

agree 

Neither 

agree  

nor dis-

agree 

Disagree  

and  

completely  

disagree 

Budgets are not related to the corporate strategy  71.5 14.3 14.2 

Budgets are not adjusted during their implementation  42.8 14.3 42.9 

Budgets are subject to the top-down approach that does not encourage initiative  70.2 1.2 28.6 

Budgeting is time-consuming and expensive 38.9 57.1 4.0 

The system of budgets is rarely upgraded 42.0 14.0 44.0 

Employees try to prepare a budget that is easier to implement 20.2 27.2 52.6 

Employees report false budget implementation results  66.2 5.8 28.0 

Budgets encourage unreasonable spending 56.5 28.6 14.9 

Employees do not understand the budgeting system 4.8 65.4 29.8 

Budgeting tools are inconvenient 50.0 24.3 25.7 

There is not enough educational literature on budgeting issues  84.8 15.2 0.0 

Source: compiled by the author 

 

In the opinion of the respondent organisations, the 

budgeting limitations are mainly determined by the fact that 

budgets are not related to the strategy of the organisation, 

they are imposed using a top-down approach that does not 

encourage initiative, leads to employees presenting false 

budget implementation results, and also because there is not 

enough educational literature on budgeting issues. Most re-

spondents agreed or completely agreed with those state-

ments. The lack of educational literature on budgeting 

proves the need for more comprehensive studies in this area. 

The following statements can be assigned to the 

moderate level of agreement (neither agree nor disagree): 

budgeting is time-consuming and expensive and employ-

ees do not understand the budgeting system. Most enter-

prises did not agree or completely disagreed with those 

statements: budgets are not adjusted during their imple-

mentation, the system of budgets is rarely upgraded, and 

employees try to prepare a budget that is easier to imple-

ment. However, it should be taken into consideration that 

many of the interviewed enterprises make flexible budg-

ets (43%). Therefore, those enterprises find insignificant 

the statement that the failure to adjust budgets in the 

course of the year may lead to their limitations. The same 

is true for the statement that employees try to prepare a 

budget that is easier to implement, since 57.10% of or-

ganisations use the top-down approach in budgeting. 

This study has found that only a small percentage of 

organisations have budgeting possibilities. This is gener-

ally determined by the size of the organisations which de-

termines the need of budgeting and the financial possi-

bilities of the enterprise to take up budgeting. Organisa-

tions earning higher incomes can afford to invest more in 

evaluation and planning of their work. The respondent 

organisations see the same limitations of budgeting that 

are discussed in scientific literature. 
 

Conclusions 
 

1. Scientists criticize budgeting referring to 12 key 

limitations: irrelevance to the strategy; lengthy budgeting 

time; inflexibility; data falsification; use for cutting down 

expenses and rather than creation of value; budgeting 

based on speculation; lack of employees motivation, etc. 

In view of those limitations some scientists suggest that 

budgeting should be upgraded, while others argue it 

should be abandoned. The results of scientific studies 

show that budgeting is wide-spread and there are no in-

tentions to abandon it. 

2. The study of budgeting practices showed that budg-

ets are made by merely 8.75 percent of organisations. 

There is a weak positive dependence (0.438) between the 

size of the organisation and budgeting. The factor analysis 

revealed that budgets are not established because their im-

portance is not appreciated and due to the influence of the 

external environment and financial constraints. It was 

found that there is a weak positive dependence (0.329) be-

tween the use of budgets and the benefits provided thereby. 

The most significant budgeting functions are those of plan-

ning and control. Nearly 43 percent of organisations make 

fixed or flexible budgets. Only 28.60 percent of enterprises 

make strategic budgets, and only 14.30 percent of compa-

nies use operating budgets. This proves that organisations 

do not plan their work in detail. Respondent organisations 

encounter the same budgeting limitations that are discussed 

in scientific literature. 
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Appendix 1 

Income and Budgeting Correlation Matrix 
 

  Budgeting Total 

   yes no alternative yes 

Income up to LTL7m Count 0 70 0 70 

  % within income .0% 100.0% .0% 100.0% 

  % within budgeting .0% 100.0% .0% 87.5% 

  % of Total .0% 87.5% .0% 87.5% 

 up to LTL24m Count 2 0 3 5 

  % within income 40.0% .0% 60.0% 100.0% 

  % within budgeting 28.6% .0% 100.0% 6.3% 

  % of Total 2.5% .0% 3.8% 6.3% 

 up to LTL138m Count 3 0 0 3 

  % within income 100.0% .0% .0% 100.0% 

  % within budgeting 42.9% .0% .0% 3.8% 

  % of Total 3.8% .0% .0% 3.8% 

 over LTL138m Count 2 0 0 2 

  % within income 100.0% .0% .0% 100.0% 

  % within budgeting 28.6% .0% .0% 2.5% 

  % of Total 2.5% .0% .0% 2.5% 

Total Count 7 70 3 80 

 % within income 8.8% 87.5% 3.8% 100.0% 

 % within budgeting 100.0% 100.0% 100.0% 100.0% 

 % of Total 8.8% 87.5% 3.8% 100.0% 

 

 

Chi – squared Test 

  Value df Asymp. Sig. (2-sided) 

Pearson Chi-Squared 114.286(a) 6 .000 

Likelihood Ratio 65.770 6 .000 

Linear-by-Linear Association 26.459 1 .000 

N of Valid Cases 
80   

 

  

Symmetry Measurements 
  

 Value 

Asymp. Std. 

Error(a) Approx. T(b) Approx. Sig. 

Interval by Interval Pearson's R .579 .181 6.267 .000(c) 

Ordinal by Ordinal Spearman Correlation .438 .278 4.306 .000(c) 

N of Valid Cases 80    
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Appendix 2 

KMO and Bartlett's Test of Sphericity 
 

Kaiser-Meyer-Olkin Measure of Sampling Adequacy 

.614 

Bartlett's Test of Sphericity Approx. Chi-Square 135.622 

df 28 

Sig. .000 

 

  

Matrix of Factors after Rotation 
 
 

 

Component 

1 2 3 

Not required by the law  .781  

Lack of information  .696  

Owners find unnecessary .780    

No budgeting at other enterprises 
 .677  

No staff .889   

Budgeting would be too time-consuming 
.835   

No possibility to hire an employee 
  .754 

Not required by the law   .654 
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Appendix 3 

Benefits of Budgeting 

  Frequency Percent Valid Percent 

Cumulative Per-

cent 

Valid useless 14 17.5 17.5 17.5 

moderately useful 50 62.5 62.5 80.0 

useful 13 16.3 16.3 96.3 

very useful 3 3.8 3.8 100.0 

Total 80 100.0 100.0   

 

 

Benefit provided by Budgets and Budgeting Correlation Matrix 
 

  

What benefits budgets provide for the organisa-

tion Total 

  useless 

moderately  

useful useful 

very  

useful useless 

Budgeting yes Count 0 0 4 3 7 

  % within Budgeting .0% .0% 57.1% 42.9% 100.0% 

  % within What benefits budg-

ets provide for the organisation 
.0% .0% 30.8% 100.0% 8.8% 

  % of Total .0% .0% 5.0% 3.8% 8.8% 

 no Count 14 49 7 0 70 

  % within Budgeting 20.0% 70.0% 10.0% .0% 100.0% 

  % within What benefits budg-

ets provide for the organisation 
100.0% 98.0% 53.8% .0% 87.5% 

  % of Total 17.5% 61.3% 8.8% .0% 87.5% 

 alternative Count 0 1 2 0 3 

  % within Budgeting .0% 33.3% 66.7% .0% 100.0% 

  % within What benefits budg-

ets provide for the enterprise 
.0% 2.0% 15.4% .0% 3.8% 

  % of Total .0% 1.3% 2.5% .0% 3.8% 

Total Count 14 50 13 3 80 

 % within Budgeting 17.5% 62.5% 16.3% 3.8% 100.0% 

 % within What benefits budg-

ets provide for the enterprise 
100.0% 100.0% 100.0% 100.0% 100.0% 

 % of Total 17.5% 62.5% 16.3% 3.8% 100.0% 

 

Chi –squared Test 
 

  Value df Asymp. Sig. (2-sided) 

Pearson Chi-Square 52.278(a) 6 .000 

Likelihood Ratio 37.114 6 .000 

Linear-by-Linear Association 12.515 1 .000 

N of Valid Cases 80     

 

Symmetry 
 

  Value 

Asymp. Std. 

Error(a) Approx. T(b) Approx. Sig. 

Interval by Interval Pearson's R .398 .157 3.832 .000(c) 

Ordinal by Ordinal Spearman Correlation .329 .159 3.074 .003(c) 

N of Valid Cases 80       
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Appendix 4 

 

 



 

48 

Vol.8, No.2, 2012  ISSN 1822-3346 Economics and Rural Development 

Appendix 5 

Budget Duration and Tools Correlation Matrix 
  

   What tools are used Total 

    

Microsoft 

Office Excel 

Accountancy and fi-

nance management in-

formation system 

Microsoft 

Office Excel 

How long does the 

preparation of the an-

nual budget take 

1-4 

weeks 

Count 

2 1 3 

  % within How long does 

the preparation of the an-

nual budget take 

66.7% 33.3% 100.0% 

  % within What tools are 

used 
50.0% 33.3% 42.9% 

  % of Total 28.6% 14.3% 42.9% 

 5-8 

weeks 

Count 
2 2 4 

  % within How long does 

the preparation of the an-

nual budget take 

50.0% 50.0% 100.0% 

  % within What tools are 

used 
50.0% 66.7% 57.1% 

  % of Total 28.6% 28.6% 57.1% 

Total Count 4 3 7 

  % within How long does 

the preparation of the an-

nual budget take 

57.1% 42.9% 100.0% 

  % within What tools are 

used 
100.0% 100.0% 100.0% 

  % of Total 57.1% 42.9% 100.0% 

 

Chi-squared Test 

 

  Value df Asymp. Sig. (2-sided) Exact Sig. (2-sided) Exact Sig. (1-sided) 

Pearson Chi-Square .194(b) 1 .659   

Continuity Correction(a) .000 1 1.000   

Likelihood Ratio .196 1 .658   

Fisher's Exact Test    1.000 .629 

Linear-by-Linear Association 
.167 1 .683   

N of Valid Cases 7     

  

Symmetry 

 Value Asymp. Std. Error(a) Approx. T(b) Approx. Sig. 

Interval by Interval Pearson's R .167 .369 .378 .721(c) 

Ordinal by Ordinal Spearman Correlation .167 .369 .378 .721(c) 

N of Valid Cases 7    
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Every single generation at the junction of the past 

(the experience gained by the mankind over years) and 

the present being (designation of commitments relevant at 

a certain period) has been considering the prospects of the 

future (the continuity of natural evolution) and the future 

being (the progress of human activities) and tries to deal 

with them using various techniques and methods. 

The entire development of political and social 

mind from the Greek to Roman times can be understood 

as the community’s aspiration for dialogue, partnership 

and sense of community. 

Globalization that emerged in the XX century is 

one of the piercing factors that has the strongest influence 

on nations, businesses, labour markets, communities and 

human lives in general. Information technologies, 

communication means, travel and trade unite the world 

and thus make quite a revolutionary impact on the world 

itself and affect the communal lifestyle. 

The basis of co-existence in the European 

civilization is considered to be interactive thinking, which 

is determined by the sense of community as a qualitative 

expression of communal lifestyle shaped by:  

 the way of thinking – the basis of sharing is the 

culture and history determined by a person's education 

and intellect, which shapes the mentality and cultural 

values of the nation; 

 the lifestyle – the basis of sharing is the tradition 

and statehood determined by the family, the local 

community, and the society, which shapes the communal 

lifestyle and the attitude towards the status of a citizen; 

 the way of acting and cognition – the basis of 

sharing is the profession as well as individual and 

community wisdom determined by an institution, a 

corporation or an organisation, which shapes the 

organisational culture and the attitude towards the status 

of a professional worker; 

 the type of governance (self-governance) – the 

basis of sharing is the residential area determined by the 

local and state affairs and consistency, which shapes the 

attitude towards the status of local resident. 

The rural areas of Lithuania are still confronting 

some issues of the co-operation and entrepreneurship, the 

ability of self-governance and independency, while the 

problem of sense of community, employment and occu-

pation is becoming ever more relevant. 

Recently, in attempt to address the rural issues, much 

emphasis has been placed on the development of com-

munities and their entrepreneurship. 

A number of foreign and some Lithuanian 

scientists have been analysing community-based 

entrepreneurship which influences the development of an 

organisation. However, the management science lacks 

complex research of community-based entrepreneurship 

in the light of territorial development. Thus, the novelty 

of the work is rooted in the idea that the formation of 

community-based entrepreneurship in rural areas is 

related to a new form of social culture determined by a 

dialogue, partnership and cooperation coupled with 

responsible social behaviour as an instrument for 

adaptation and a guarantor for cohesion between 

investments and territorial development, where: 

 the formation of community-based entrepre-

neurship in rural areas is analysed from the holistic-

system point of view (formation of the sense of 

community, setting-up autonomy and activation of 

professionalism); 

 the formation of community-based entrepre-

neurship in rural areas is comprehensively analysed from 

the point of view of marketing studies (development of  

community-based organisation, development of activities 

that bring organisations together, and strengthening of 

territorial competitiveness); 

 the formation of  community-based entrepre-

neurship in rural areas is analysed in the context of 

priority directions influencing the development of rural 

areas in Lithuania (repetitiveness of the living conditions, 

vitality of the residential area, and improvement of the 

quality of life). 

Researches have shown that the activities of 

territorial rural communities are mostly oriented towards 

the social affairs and they are not strong enough to 

implement rural development in a complex way. 

Thus, the fostering community-based entrepreneur-

ship is one of the most important tools for the develop-

ment of rural areas in Lithuania, which empowers rural 

communities and organisations to commit and take re-

sponsibility for the future of their own territory. 
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Guide for Authors

 
Description of Papers 

Economics and Rural Development publishes papers 

covering philosophical, methodological and empirical re-

search on the development and implementation of agri-

cultural and rural development, rural development policy 

and its implementation; agricultural competitiveness; 

economics of resources and its management; strategic 

management of rural organizations; finance, accounting, 

statistics and analysis of rural development; rural sociol-

ogy; rural education and studying; development of infor-

mation and knowledge based society in rural areas. 
 

Submission of Manuscripts 

1. The submitted papers shall be original and not being 

published elsewhere. 

2. For the initial submission authors are requested to 

transmit the manuscript in RTF format to the Editor-in-

Charge by e-mail. 

3. All papers will be reviewed by two reviewers. The Edi-

tor-in-Charge will blot out the author names and short 

additional information concerning the author(s) presented 

in the footnote for double-blind refereeing process. 

4. Any manuscript not complying with the requirements 

set out below may be returned to the author(s) for 

necessary revision. 

5. After final acceptance, the paper in RTF format shall 

be transmitted to the Editor-in-Charge by e-mail and will 

be transformed into a format suitable for publishing, up-

loaded into a special ftp area and asked the author(s) will 

be asked to confirm its correctness and to transfer the 

copyright of the paper to the publisher. 

6. The confirmation of correctness and the copyright 

transfer shall be done by signing the printed version of 

the paper by the author(s) bellow the following statement: 

“This version of the paper is final. I (we) agree to publish 

it in the journal “Economics and Rural Development” and 

sending it to the Editor-in-Charge by post. 

7. The author is responsible for editing of the paper. 
 

Preparation of Manuscripts 

1. Manuscripts shall be written in English and edited. 

2. No formal limit is set for the length of the paper, but 

the Editor-in-Charge may recommend condensation 

where appropriate. 

3. Manuscripts should be typed using A4 format. Margins 

from the top should be 20 mm, from the bottom – 20 mm, 

from the left side – 25 mm, from the right side – 15 mm. 

Manuscripts should be prepared using 12 pt text, and 15 

paragraph spacing. 

4. Every page of the manuscript including the first page, 

references and tables, should be numbered in the lower 

right-hand corner. However, in the text no reference 

should be made to page numbers: if necessary, one may 

refer to sections. 

5. Manuscripts in general should be organized in the fol-

lowing order: 

Title 

Name(s) of authors(s) 

Affiliation(s) (name of institution and state) 

Note. Any (short) additional information concerning the 

research grants, fields and address (es) of authors(s) should 

be included at the end of the title (first) page as a footnote. 

After this information it is necessary to include a complete 

correspondence address to which the proofs are to be sent.  

Abstract (clear, descriptive and between 100 and 200 

words in length). 

At least one classification code, according to the Classi-

fication System for Journal Articles as used by the Jour-

nal of Economic Literature http://www.aeaweb.org/ jour-

nal/jel_class_system.html  

Key words that will be useful for indexing or searching 

(normally 3-6 items). 
 

Introduction 

Text (material studied, area descriptions, methods, tech-

niques, results and summarizing notes). 

Evaluation of results and conclusions 

Acknowledgements (not essential, according to au-

thors(s) preference) 

References 

Tables 

Illustrations 

6. SI units should be used. 

7. Material from international journals should be cited in 

the papers. 

8. The publisher reserves the right to returning to the au-

thor for revision accepted manuscripts and illustrations that 

are not in accordance with the form given in this Guide. 
 

Tables 

1. Large tables should be avoided. If many data are to be 

presented, an attempt should be made to divide them over 

two or more tables. Reversing columns and rows will of-

ten reduce the dimensions of a table. 

2. Tables should be numbered according to their sequence 

in the text. The text should include references to all tables. 

3. Column headings should be brief, but sufficiently ex-

planatory. Standard abbreviations of units of measure-

ment should be added between parentheses. Vertical lines 

should not be used to separate columns. 

4. Number and title should be at the top of the table and 

in the same row. Any explanation essential for under-

standing the table should be given as a footnote at the 

bottom of the table. For example: 

Table1. Foreign investments…. 

5. Each table should be typewritten on a separate page of 

the manuscript and should have number and a brief and self-

explanatory title. Tables should never be included in the text: 

only the point of table in the manuscript may be shown. 

 

Illustrations 

1. Illustrations should be designed in accordance with the 

format of page of the journal bearing in mind that the size 

of the lettering is big enough to allow a reduction of 50% 

without becoming illegible. Use the same kind of letter-

ing throughout and follow the style of the journal. 

http://www.aeaweb.org/journal/elclasjn.html
http://www.aeaweb.org/journal/elclasjn.html
http://www.aeaweb.org/%20journal/jel_class_system.html
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2. Photographs are only acceptable if they have good con-

trast and intensity. Sharp and glossy copies are required. 

Colour illustrations cannot be included.  

3. Illustrations should be numbered according to their se-

quence in the text. The text should include references to 

all illustrations. 

4. Number and title should be at the bottom of the illus-

tration and in the same row. Any explanation essential for 

understanding the illustration should be given between il-

lustration and its title. For example: 

Figure1. Dynamics of … 

5. Each illustration should be typewritten on a separate 

page of the manuscript and should have number and a 

brief and self-explanatory title. Explanations should be 

given in the typewritten legend. Illustrations should never 

be included in the text: only the point of illustration in the 

manuscript may be shown. 
 

References 

1. All publications cited in the text should be presented in 

a list of references. The list of references should be ar-

ranged alphabetically according to authors’ names, and 

chronologically per author. 

2. Case when the reference is in other language than Eng-

lish, they should be transliterated to Roman script. Aside 

in the parenthesis should be presented translated refer-

ence in English. 

3. In the text of the manuscript a reference only to the au-

thors(s) last name and year of publication, and if neces-

sary, appropriate pages should be made. For example: 

“Brust and Gryna (2002) pointed out that some coun-

tries…” or “The costs of quality failures can amount to 

more than 20% of sales (Feigenbaum, 2001, pp. 26)”. 

4. Where the reference has no author(s), in the text of the 

manuscript one or more words should be used that will 

identify the reference and year of publication, for exam-

ple: “Lithuania was among the most developed and in-

dustrialised economies...“ (OECD information..., 1996). 

5. Not more than two authors may be cited per reference; 

“et al” should be used after the name of the first author. 

However, this indication should never be used in the list 

of references where all the authors of publication should 

be mentioned. 

6. The following system should be used for listing refer-

ences: 
 

a. For books 

Author(s), year of publication, title of book, edition, pub-

lisher. For example: 

Knott G. (1998). Financial Management,3
rd

 ed., Palgrave, 

New York. 
 

b. For periodicals 

Author(s), year of publication, title of publication, title of 

periodical, number of periodical, pages of publication in 

the periodical. For example: 

Aharony J., Swary I. (1980). Quarterly Dividend and 

Earnings Announcements and Stockholders’ Returns: An 

Empirical Analysis. Journal of Finance 35, pp.1-12. 

c. For Web sites 

Title of organisation, year of publication, title of 

publication, full Web site address. For example: 

National Stock Exchange of Lithuania (2004). Start of a 

public sale of shares. Available at http://www.nse.lt/ 

nvpb/index_en.php?page=BPzyn&unq=3530 
 

d. For essays in conference proceedings 

Author(s), year of publication, title of publication, title of 

conference proceedings, pages of publication in proceed-

ings, institution by which the conference was organised. 

For example: 

Bugina V., Baraskina I. (2003). The Development of Co-

operation in Agriculture of Latvia. Proceedings of the In-

ternational Scientific Conference “Rural Development 

2003”, pp.64-65, Lithuanian University of Agriculture. 
 

e) For research reports and doctoral dissertations 

Author(s), year of publication, title of publication, re-

search report or doctoral dissertation, department and in-

stitution in which the report is made or dissertation is 

written. For example: 

Gargasas A., Ramanauskas J. (2003). Investigations of 

Possibilities to Restructure Farms Using SAPARD Sup-

port. Research report, Faculty of Economics and Man-

agement, Lithuanian University of Agriculture. 

 

f) For unpublished reports, departmental notes, etc. 

Title of unpublished report or note, year when the results 

were carried out, department and institution in which the 

results were carried out. For example: 

Annotations of Results of the Research carried out at the 

Faculty of Economics and Management during 2003. 

Faculty of Economics and Management, Lithuanian Uni-

versity of Agriculture. 

Note. When the report or note is written by named au-

thor(s), primarily name of the authors(s) and year when 

the results were carried out should be shown. 
 

Formulae 

1. Formulae should be written using Microsoft Equation. 

2. Subscripts and superscripts should be clear. 

3. The meaning of all symbols should be given right after 

the equation in which they are first used. 

4. For simple fractions the solidus (/) should be used in-

stead of a horizontal line, for example R/2 rather than .
2

R  

5. Equations should be numbered serially at the right-

hand side in parentheses. 

6. Levels of statistical significance that can be mentioned 

without any further explanation are indicated as follows: 

*P<0.01. 
 

Footnotes 

Footnotes should only be used if they are essential. In 

most cases it is possible to incorporate them in the text. If 

used, they should be numbered into the text, indicated by 

superscript numbers, and kept as short as possible. 
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