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Foreword

The international scientific conference AEconomi
organized annually by  the Faculty of Ec onomics and Social Development of Latv ia University of
Agriculture. The proceedings of the conferenc e are published since 2000.

The scientific papers presented in the conference held on 23 -24 April 2015 are

publishe d in 4 thematic volumes:

No 37 Production and Cooperation in Agriculture
Bioeconomy
Finance and Taxes

No 38 Inte grated and Sustainable Regional Development
No 39 Rural Development and Entrepreneurship

No 40 Marketing and Sustainable Consumption
New Dimensions in the Development of Society

The proceedings contain scientific papers representing not only the science of
economics in the diversity of its sub -branches , but also other social sciences (sociology,
political science) , thus confirming inter  -disciplinary development of the contemporary social
science.

This year for the first time the co nfere nce includes the section on a new emerging kind
of economy - bioeconomy. The aim of bioeconomy is to use renewable biological resources in a
more sustainable manner. Bioeconomy can also sustain a wide range of publi ¢ goods, including
biodiversity. It can i  ncrease competitiveness, enhance Europe's self -reliance and provide jobs
and business opportuniti  es.

The Conference Committee and Editorial Board are open to comments and
recommendations concerning the preparation of future conference procee dings and
organisation of the conference.

Acknowledgements
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the Editorial Board as well as supporting staff for their contribution organising the conference

and prepar ing the proceedings . In particular we wish to thank associate professor Signe
Dobelniece, assistant professor Zenija Kruzmetra, lecturer Baiba Miltovica, lectur er Lana
Janmere, and assistant professor Juris Vuguls.

On behalf of the Editorial Board

Gunars Brazma

Associate professor of Faculty of Economics and Social Development
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Proceedings of the 2015 International Confer €E&LO® MEBMGBOBNOMI C S
Jelgava, LLU ES AF, 23 -24 April 2015, pp.15 -23

ECONOMIC AND SPATIAL ASPECTS OF OCCURRENCE OF EXTREME

EVENTS IN RURAL AREAS

Katarzyna Kocur  -Bera !",Ph.D., Maggor zat a DWdPhD.Eska
L2 University of Warmia and Mazury in Olsztyn
Faculty of Geodesy, Geospatial and Civil Engineering (GGCE)
Department of Cadastre and Spatial Management

Abstract.  Both rural and urban areas are exposed to the influence of the natural powers.
Extraordinary phenomena are difficult to predict as concerns the ti me and place disturbing
operation of the economy, transport, communication and they may also pose a risk to human
life. Rural areas, according to the general belief, are the areas characterised by the fact that
agricultural production is conducted there. T his approach to those areas focuses the attention
mainly on the products produced in those areas and their high sensitivity to climate disorders.

Global climate changes may lead to the higher risk of sudden floods, more frequent coastal

floods, increased e rosion of sea coast (more frequent storms and water level increase),
extinction of species in mountain areas, melting of glaciers, higher temperature (southern

Europe), drought as well as waves of heat and fires. The humanity has no influence on such

pheno mena although we are able to introduce adaptive actions. The concept of limiting

disasters contains the fundamental assumption that the influence of the disaster may be

limited if we expect such a situation during planning of investments, development of sp ace and
real property. The main aim of the research is an economic -spatial analysis of the losses
caused by extraordinary weather phenomena within rural areas of Warminsko -Mazurskie
voivodeship and correlation analysis. Studies have shown that attention sh ould be focused on
the area in a direct neighborhood of the Great Masurian Lakes because there is the most
sensitive area and the losses on the examined territory are correlated with the area (looses

and agricultural lands), soil quality and with the occur rence of the negative consequences of

plant wintering.  The information on the magnitude of the studied phenomenon complemented

with the spatial data on the distribution of the phenomenon represents an excellent tool for
taming management decisions in relat ion to the rural space.
Key words : rural space management, climate change, geoinformation

JEL code :R140

Introduction

Natural disasters, climate changes, anthropogenic threats to the space and natural

environment i nfluence the spdweasaveldas thehsociali n-bcanbmic ant s 6
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activities. Phenomena such as: floods, droughts, landslides, tornadoes, fires, frosts or illegal

landfil]l sites may l ead to crop failure, |l ack of s a
migration, pollution of the natur al environment and economic | osses
Currently, climate change phenomena and the occurrence of extreme weather phenomena

result from a number of factors among which one may count: melting of the ice cap at the

poles, glacier melt ing at the high mountains of Austria, Switzerland, Africa, increase in the

level of the seas (Feluch, 2011) as well as deforestration and desertification, urabnisation,

changes in the land use, greenhouse effect, increase in ozone depletion (Kocur -Bera,
Dudzi &s k a, 2014a) and many ot her reasons. Mor eover,
anthropogenic threats to the space, such as hazadrous landfill sites (Kocur -Ber a, Dudzi &EsKk:

2014b), or the growing number of transport vehicles emitting noxious substances to the

natural environment (Kocur  -Bera, 2014, Kocur -Bera et al., 2014), causes an increasing threat

to the space. Concentration of the effects is increasing also in farming and forestry (Kurowska

et al ., 2014) . Europe is one of t heivewuplitrsdd wodlarelr gest a
fibre (Olsen, Bindi, 2002). Rural areas and agriculture (among other economy sectors) are

most dependent on weather conditions. Climate change is expected to affect agriculture very

differently in different parts of the world (Par ry et al., 1999). There is a large variation across
the European continent in climatic conditions, soils, land use, infrastructure, political and
economic conditions (Bouma et al., 1998, Rabbinge and van Diepen, 2000, Olsen, Bindi,
2002 ). The resulting eff ects depend on current climatic and soil conditions, the direction of
change and the availability of resources and infrastructure to cope with change. Impacts from

natural disasters and climate change on agriculture, rangeland and forestry can be positive or
negative (Sivacumar et al.,, 2005). Climate change principally affects agricultural crop
production in six ways: (1) directly though effects on increasing CO2 concentration on crop
productivity and resource use efficiencies, (2) directly through effects of temperature, rainfall,
radiation, humidity etc. on crop development and growth, (3) indirectly through shifts in

suitability of different crops, primarily a northward expansion of warm -season crops, (4)
directly through damages caused by extreme events such as extreme heat waves, hail and
flooding, (5) indirectly through changes in crop nutrition and occurrence of weeds, pests and

diseases, and (6) indirectly through environmental pollution (e.g. nitrate leaching) or
degradation of the resource base (e.g . soil erosion) (Olsen et al., 2011). Positive impacts
include increased rainfall to inland areas from tropical cyclones along coastal areas, the fixing

of atmospheric nitrogen by thunderstorms, the germination of many native plant species as a

result of b ushfires and the maintenance of fertility of flood -plain soils due to flooding
(Sivacumar et al., 2005) as well as the possibility of tillage in the areas where it was not

possible so far (Olejnik, 2009). Also the influx of funds into disaster -relief acti vities after the
occurrence of natural disasters can sometimes be positive to local communities (Sivacumar et

al., 2005).
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Climate model for Europe, prepared by the European Commission, forecasts gradual increase
of precipitation amount during winter per iod and its decrease during summer period. It is
estimated that climate warming will cause a major augmentation of the need of irrigation
water consumption. Currently crop production in Poland is based mainly on meteoric waters
and water retention capacity of soils (aquifers), while irrigation is limited. In the future,
limitation of the access to water may pose an obstacle to farming development in Poland.
Currently, farming in Poland is the source of 74% of the total emission of nitrous oxide and of
23% o f the total emission of methane. Intensive farming is the cause of considerable
emissions resulting mainly from fertilisation, soil tillage and intensive livestock production.

Such a significant contribution to the emission of greenhouse gasses indicates t hat there is a
need of changes in agricultural engineering and in livestock raising methods. Within the last

two decades a 32% - reduction of greenhouse gasses from Polish farming took place. The total
emission of methane from farming sources decreased by 10%, while the emission of nitrous
oxide increased by 5%. There occurred an increase in the amount of humus, connected with

the increase of the level of fertilisation and of the amount of crop residues. A generally

beneficial balance of the influence of Po lish farming on climate changes sustains thanks to
rational land economy in agricultural production processes (Halasiewicz, 2011).

There is a need for better information to support adaptation planning over the next few
decades since this is an appropria te time horizon for considering and implementing practical
and policy options to deal with climate change (Falloon, Bets, 2010). Over the recent years,
new technologies have brought about an accelerated increase in our knowledge of the climate
system. Sate llites for monitoring aspects of the oceans and sparsely populated parts of the
Globe, ocean buoys and expendable bathythermographs for monitoring the physical and
chemical properties of the oceans, hundreds of specialty equipped commercial aircraft, and
manned and automatic feather stations on land, are all expanding the volume of data and
contributing to knowledge base (Sivakumar et al., 2005).

Availability of such information in advance significantly helps to take effective measures of
preventing and  mitigating loss of life and property as well as of mitigating human suffering.

The main aim of the research is to present the analysis of the losses caused by extraordinary

weather phenomena in rural areas of Warminsko -Mazurskie voivodship alongside with s patial
conditions of the phenomena (location and indicators describing space) and correlation

between the amount of the losses and chosen indicators describing rural space. The analysis

allows to extend the methodical and information range about extreme ev ents, especially on
areas where food is produced as well as to direct spatial design on vulnerable areas.

The study covered the Region of Warmia and Mazury, Poland. Its population density of 60.06
persons per km2 is one of the lowest in the country (th e national average is 123.24 persons
per km32), and its rural population density is estimated at only 25 persons per km2. Forests
occupy nearly 30% of the region's territory. Farmland spans the area of 1.3 million ha and

covers 55% of the region's territory (the national average is 61%). The remaining land -use
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types in Warmia and Mazury include land covered by trees and shrubs (32%), water bodies
(6%), developed land (3.5%) and other land types (3.5%). Rural areas occupy 2,359,600
hectares, i.e. 97.5% of the region's territory, and have the highest share in the country.
Warmia and Mazury comprises 21 counties which are divided into 116 municipalities, including
16 urban municipalities, 33 urban and rural municipalities and 67 rural municipalities. The
region is divided into three subregions (NTS 3) of Elblag (31% of the region's territory and
37% of the region's population), Olsztyn (43% of the region's territory and 4 3% of the region's
popul ati on) and Egk (26% of the region's territory ar
Poland and Europe, Warmia and Mazury is renowned for its rich nature and diverse natural
features such as varying land relief, lakes, forests and clean air. Nature conservation areas,
including areas that are part of pan -European programs (Natura 2000, CORINE), account for
half of the region's territory.

The study analyzed losses sustained by rural areas in the Region of Warmia and Mazury in
201 2 in consequence of extreme weather events as well as information regarding the use and
conditions of agricultural production. Losses totalling nearly 10 million EUR were recorded in
37 municipalities. Data were supplied by the Regional Agricultural Adviso ry Center in Olsztyn,
the Central Statistical Office and the Geographical Information System. The data also come
from tables regarding the agricultural evaluation of production space on the analysed area.
Data processed in the Statistica v.10 application. The analyzed features of rural space are
listed in Table 1. The assessed parameters were selected based on a review of literature, data

availability and the researcher's decisions.

Table 1
List of diagnostic features considered during the local study
NAME OF DESCRIPTION OF INDICATOR

INDICATOR

X1 VALUE OF GLOBAL LOSSESS [PLN]

X2 AREA LOSSES IN THE STUDIED COMMUNE [ha]

X3 EXISTING FROST

X4 EXISTING TORRENTIAL RAIN

X5 EXISTING HAIL

X6 EXISTING HURRICANES

X7 EXISTING LIGHTNING STRIKES

X8 EXISTING FLOOD S OR FLOODING

X9 SURFACE WATER FLOWING AND STANDING IN THE COMMUNITY [HA]

X10 AREA OF MARSHY AND SWAMPY [HA]

X11 THE AREA OF COMMUNE [HA]

X12 THE AREAS USED FOR AGRICULTURE [HA]

X13 THE AREA OF MEADOWS / PASTURES [HA]

X14 THE AREA OF WOODED AREAS, OVERGROWN WITH BUSHES AND
FORESTS [HA]

X15 INDICATOR OF SOIL QUALITY BASED ON BONITATIO N COMPLEXES OF
AGRICULTURAL LAND AND AGRICULTURAL SUITABILITY OF SOILS,
ESTABLISHED FOR THE PURPOSE OF ADJUSTMENT OF AGRICULTURAL
PRODUCTION AREA IN POLAND (SOURCE: Witek et al., 1981) [SCALE
100 -POINTS]

X16 CLIMATE INDEX, BASED ON CLIMATE INDEX TAKES INT O ACCOUNT
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THE REQUIREMENTS OF THE PLANT AND THE LOCAL CLIMATIC
CONDITIONS, ESTABLISHED FOR THE PURPOSE OF ADJUSTMENT OF
AGRICULTURAL PRODUCTION AREA IN POLAND(SOURCE: Witek et al.,
1981) [SCALE 16 -POINTS]

X17 INDICATOR RELIEF DEPENDS ON THE VARIETY AND G ROWING
CONDITIONS, ESTABLISHED FOR THE PURPOSE OF ADJUSTMENT OF
AGRICULTURAL PRODUCTION AREA IN POLAND (SOURCE: Witek et al.,
1981) [SCALE 5 -POINTS]

X18 INDICATOR OF HYDRATION DEPENDS ON SOIL MOISTURE,
ESTABLISHED FOR THE PURPOSE OF ADJUSTMENT OF AGRICU LTURAL
PRODUCTION AREA IN POLAND (SOURCE: Witek et al., 1981) [SCALE
5-POINTS]

Source: aut hordéds calculation

The gathered information which regarded specific locations (geoinformation) were to indicate
whether local environmental, geographic and climatic conditions influence the aggravation of

the effects of extreme events on rural areas. The research was conducted using quantitative

and spati al analysis of the | osses resulting from ext.|
correlation which enables the indication of the strength of relationship between two variable.
I n order to evaluate the strength of relationship J. G

Research results and discussion

Figure 1 presents the level of damages within the studied area i n 2012. The largest damages
in rural areas (losses in the urbanised and built up areas were not included) are caused by the
negative consequences of wintering (about 50% looses). Sudden ground frosts during the late
autumn, winter without snow, strong sola r radiation during the day and low temperature at
night as well as high air humidity coming from water reservoirs are the main causes for such
high losses. Hail is the second most arduous extreme phenomenon that in most cases
damages crops by hitting them strongly (about 36% looses). Plants that are already in the
mature stage of growth have little chance for recovery and as a consequence of that
phenomenon they are wasted and no full ripening of, e.g. the heads takes place. The

remaining 14% of the losses was caused by flood, lightning, hurricane and torrential rain.

frost

flood
lightning
hurricane

hail

torrential rain

0 2000 4000 6000

Fig. 1. Magnitude of losses from extreme weather phenomena in Warminsko -
Mazurskie voivodship in 2012 (in thousands of Euros)

Figure 2 presents the overall spatial distribution of loses resulting from occurrence of extreme

weat her phenomena -Mazurdke voivadshsp ik 2012 by commune.
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Fig. 2. Summary spatial distribution of losses in Warminsko - Mazurskie voivodship in
2012

The tendency for occurrenc e of the highest losses caused by extreme phenomena in the
central -eastern part of the covered area is clearly visible. That area covers the communes of
Budry, Reszel, Wegorzewo, Ketrzyn, Sepopol, Biskupiec Pomorski, Mragowo, Braniewo,
Bartoszyce, Korsze a nd Bisztynek. It is a region neighbouring with the Great Masurian Lakes.

It is characterised by a lot of lakes connected by cannals, a high rate of forest cover and varied

land relief. Figure 3 presents losses per 1 ha of agricultural land. The greatest lo sses were
recorded in communes: Bisztynek 1 105.05 EURO/ha, Korsze 1 58.43 EURO/ha, Biskupiec 1
34.20 EURO/ha, Mragowo (23.55 EURO/ha), Braniewo i 27.59 EURO/ha. The remaining

communes suffered the losses of less than 20 EUR per 1 ha of agricultural land.
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Fig. 3. Losses per the area of agricultural lands (Euro/ha)
The next step was to analyse the P e ar s o oofredation between the amount of the losses and
chosen indicators describing rural space. The F test for 17 independent variables and for 19

(N-m-1) cases equals F=62.40 (Fkryt. = 2.86) and consequently the hypothesis on the
insignificancy of the coefficients shall be rejected and an alternative hypothesis be adopted.
The l evel of signi fi canc eThewalailated edrrelation codfficion. 0 5. are

presented in Figure 4.
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Zmienna | X1 | X2 | X3 | % | ¥ | X6 | X7 | X8 | X8 [ ¥i0 | X1 | ¥z | ¥13 [ x4 | X15 | X6 | X7 | X18

1.000000 0983114 0451910 0.241802|0,205554 0044792 0,042355 0,013760 -0,123436/-0.123295 0.173501 0353574 0,045165 -0.124026 0.377706 0.128834 0.231096 0247520
X2 0.983114 1,000000 0,485821 0,255335 0,206549 0,100432 -0,050214 0,046426 -0,082067 -0.093795  0,176206 0,354794/0,065989 -0,125530 0.375864 0,093648 0.207139 0.237174
X3 0.451810 0.465821) 1,000000 -0,194035 0,142860 0346825 -0.117154  0.171234 -0,200909 -0,020387  0,015091 0,198164 0,069048 -0,172235 0435399 -0,102215 0331297 0395114
X4 0.241802 0,2565335 -0,194035 1.000000 0,022792 0,138587 -0,086080 -0,080508 -0,190771-0.036385 -0,149344 -0.043960/0,040010 -0.179635 0.140283 0.158610 0.147773 0.179756
X5 0,205554 0,206549-0,142880 0,022792 1,000000 0,130655 -0,032527 -0,137620 0,052250 -0,172190  0,222295 0,1485780,110098 0,151782 0,101835 0,307675 -0.336344 | -0,054638
X6 -0,044752 .0,100432 -0,3455825 -0,138587 0,130655 1,000000 0,123861 -0,101430 0,048663 0,102000 0,019546 -0,054475/0,002960  0,120522 -0.370326 -0,016345 0,025759 -0,313746
X7 0,042355 0,050214 -0,117154 -0,086080 0,032527 0,123861 1,000000 -0,087538 -0,191941 -0,023548| 0,006883 0,055824/0,022312 -0,017038 -0.021616 -0.089057 -0.042920 -0,032719
X8 0,013760 0,046426 0,171234 -0,080508 0,137620 0,101430 -0,087538 1,000000 -0,091410-0,097484 -0,120418 -0,159778/0,111717 -0,076516 -0,023233 -0,260620 -0,052383 0,076779
X9 -0,123436 0,082067 -0,200909 -0,190771/0,0562250 0,048683 -0,191941 -0,091410 1,000000 0,084991 0405149 0,106304/0,359866  0,322840 -0,070348 -0,116352 -0,323339 -0,088059
X10 -0,123295 0,093795 -0,020387 -0,036385 .0,172190 0,102000 -0,023545 -0,097484  0,084991 1,000000 -0,092078 0,115329 0,146160 -0.298289 0,055541 -0.010186 0,148315 0.080901
X1 0,173501 0,176206 0,019091 -0,149344 0,222295 0,019548 0,006863 -0,120418 0405149 -0,092078| 1,000000 08170490, 745616 0744683 0,155550 -0.028703 -0.157094 0,166816
X12 0.353574 0,354794| 0,198184 -0,043960 0,148578 0,054475 0,055824 -0,159778 0,106304 0,115329 0.517049 1,0000000,709269 0,295663 0,372532-0,007829 0.081854  0,312215
X13 0,045165 0,065989 0,069048 -0,040010 0,110098 0,002980 -0,022312 0111717 0359866 0146160 0745816 0.709269 1,000000 0435516 0,225003 -0.212226 0.014274) 0333282
X4 -0,124026 0,125530 -0, 172235 -0,179635 0,151782 0,120522 -0,017038 -0,076518| 0,322840 -0,298289 0744683 0,295653 0.435516| 1,000000 -0,1468106 -0,061203 -0,369192 -0,091466
X15 0377706 0375864 0,435399 0,140283 0,101895 0,370326 -0,021616 -0,023233 -0,070348  0,055541  0,156560  0,3726320,225003 -0,148106 1,000000 0.404383 0,287454 0.830301
X16 0,128834 0,093648 -0,102215 0,158610 0,307675 0,018345 -0,089057 -0,260620 -0,116352-0.010186 | -0,028703 -0,007829/0,212226 -0,061203 0.404383 1,000000 0.356654 0,299982
xar 0,231096 0,207139 0,331297 0,147773 0,336344 0,025759 -0,042920 -0,0562383 -0,323339 0,148315 -0,157094 0,081854 0,014274 -0.369192 0287454 0356654 1,000000 0477264
X18 0.247520 0,237174 0395114 0,179756 0,054638 0,313746 -0,032719 0,076779 -0.068059 0.080901) 0.166816 0.312215/0.333292 -0.091466 0880301 0.299982 0477264 1.000000

Fig.4. Correlation matrix

Relationships between the amount of the losses (X1) and the indicators chosen for the
research had both positive and negative correlation. The range of correlation varied between
negligible correl ation (r=0.014) and almost strong correlation (r=0.983). The relationships of

18 variables, 1 dependent variable and 17 independent variables were examined. The analysis
proved that the amount of the losses (X1) is correlated in a statistically significant way with:
the area of the losses (X2), the occurrence of the events caused by the negative consequences

of winter cereals overwintering (X3), the area of agricultural lands (X12) and the indicator of

the quality of the soils (X15). The remaining independe nt variables were of weak or negligible
correlation and were statistically insignificant. The created correlation matrix included the

losses in agricultural production on rural areas and the gathered data concerned crop
production (crops: barley, corn, leg ume mixtures, wheat, rye, sugar beet, tobacco, potatoes,
etc), vegetable and fruit production, and livestock production. The matrix showed an almost

strong correlation with the area of the cultivated lands and thus one may conclude that most

of the losses concerned crop production. The amount of the losses has a moderate positive
correlation with the X3 feature connected with the occurrence of the events causing negative
consequences of wintering such as: frosts once vegetation has begun, long snow cover
duration and plant putrefaction underneath and dry, snowless winters damaging winter crops.

The amount of the losses is also correlated in a moderate positive way with the area of the
agricultural lands on the given territory (X12) and the indicator of the q uality of soils (X15).
This means that the better the soils and the greater the area of the agricultural lands with
agricultural production in the commune, the bigger the financial losses. The amount of the
financial losses connected with the occurrence of extraordinary weather events has a very low
correlation with existing torrential rain (X4), hail (X5), hurricanes (X6), lighting strikes (X7),

floods or flooding (X8) and such spatial attributes as the size of surface waters (X9), marshy

and swampy (X10), area of commune (X11), meadows, pastures (X13) and forests in the
commune (X14) as well as with the features connected with farming conditions (agroclimate

X16, the rate of land relief I X17, soil hydration 7 X18,). Considering the analysed events at a
local scale, one may observe that the losses tend to occur on an area with large water bodies,
swamps and depressions, and be caused by lingering layers of cold air. Hopfer and Urban

(1986) presented recommendations for avoiding such locations regarding or chards and other
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multi -annual crops. Correlations between the independent variables (intragroup) are low and
intermediate - level or absent. The average correlation between the independent variables

most commonly refers to a statistically insignificant var iables.

Conclusion

The main aim of the research was the spatial -economic analysis of the losses connected with
the occurrence of extreme weather events on rural areas as well as the analysis of the
correlation between the indicators describing rural space and the occurring losses. The
research showed that within the analysed area there occur such events as: frosts, lightning

strikes, hurricanes, hail, flooding, torrential rains. Accumulation of these phenomena takes

place in the central part of the voivods hip, in a direct neighborhood of the Great Masurian
Lakes. From the analysis of the correlation it results that the losses on the examined territory

are correlated with the area of the looses, soil quality and the area of agricultural lands in the
commune as well as with the occurrence of the negative consequences of plant wintering that

affect crops on the examined area most often and in a most severe way. It is recommended

that adaptation activities, which may effectively reduce losses resulting from thes e events, are
introduced on these territories. These activities involve, among others, the introduction of the

varieties of the plants which are better adapted to climate changes, shifting the sowing date,

introducing buffer strips and keeping balks, etc.
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Abstract.  The objective of the paper was to recognize development of milk market in the
United States. The production of milk is an important branch of agricultural production. The
authors presented spatial differentiati on of milk production in United States and they
recognized that the leading states for milk output is California, Wisconsin and ldaho. The
consumption of whole milk decreased from 66 pound per capita in 2000 to 44.9 pounds per
capita in 2012. The authors u sed descriptive, graphical and trend methods to analyze the
changes in milk production in United States. The authors also calculated ADF test, ARMA model
and finally elaborated milk market prognosis for U.S. The authors estimated prognosis of the

developme nt of milk production, milk per cow and milk consumption until 2020 in the USA.

Key words:  milk market, milk production, milk yield

JEL code : Q11, Q14

Introduction

Dairy production and milk processing is an essential part of the agribusiness sector aroun d
the world. Raw milk is a product often manufactured to produce consumer dairy products. Milk
production creates jobs in linked branches and new opportunities in and outside agriculture
(Borawski P., Dunn J. W., 2014). The trade of milk and small price fl uctuations have an impact
on competitiveness development in the market (Pietrzak M. et al., 2010). Milk is the source for
activity of dairy enterprises, which creates competition on markets (Zietara W. et al., 2013).
According to Smigla M. (2014) milk prod uction is determined by factors such as resource,
prices, costs, and investments activities. The location of farms and regions, the economic size
of dairy farms, and milk production efficiency impact the activity of dairy farms. The conditions
for the deve lopment of dairy farms are changing. Most dairy farms increase their scale of

production because of increasing labour costs and faster growth of production means in

Corresponding author. Tel.: + 48 89 523 33 13; fax: + 48 89 52337 75.
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comparison to prices of agricultural products (Adamski M., 2014).The dairy market is manage d
by global supply and demand for milk and its products (Koloszyc E., 2013).

Factors determining the development of dairy farms are investment and sustainability.
Competitiveness requires net investment to improve the fixed assets and productivity and
sust ain good environmental conditions. Such investment has occurred in many European Union
countries and was linked with the integration and its requirements ( Borawski P., Pawlewicz A.,
2006; Sass R., 2009).

American agriculture is the leader in large -scale fa rming. Since 1940 the number of farms in
the United States has declined by about 66 percent, while over the same period average farm
size increased by about 161 percent (Stokes J. R., 2006). The U.S. dairy industry creates
economic well -being in Rural Amer ica. Every USD 1 million of United States milk creates more
than 900,000 jobs in the global economy and the industry output is estimated at USD140
billion. The United States is the second largest milk producer in the world (89.0 million tonnes
in 2011) aft er India (121.2 million tonnes in the same year) (The U.S. Dairy Industry, 2014).

Since 1985 the production of milk in India increased three times but the increasing production

is serving unfilled domestic demand (Parzonko A., 2009).

The average herd size  of milk cows in United States is 115 and 85 percent of milk is produced

by farms with more than 100 cows. On the other hand 75 percent of dairy farms have fewer

than 100 cows. However, quite small farms also exist. Small dairy farms have to adopt
managemen t strategies to become more competitive. Some small dairy have transitioned to
organic dairy production (Mayen C. D. et al., 2009).

This paper presents milk production and its differentiation in United States. The statistical
methods to present and elabor ate milk market development prognosis in the United States
were used. The results were presented in tables and figures. To develop the problem of milk
production in the United States the authors wanted to answer following questions:

1. How did the number of ¢ ows and milk field change in the years 1999 -20117

2. How high is the milk production per person in the United States?

3. How the production of milk is diversified in particular states?

4. How did the consumption of milk change in the United States?

Moreover, the au thors used descriptive statistics and measured the skewedness, which

guantifies the direction and asymmetry force and in systematic distribution is 0. The

skewedness of a random variable X is denoted skew (X). Itis defined as:
E[(X -H)?]
skew (X) = (8]
03

where Histhe meanand € is standard deviation of X. As one might expect, the formula takes
on a positive value if X is positively skewed and a negati ve value if X is negatively skewed.

Kurtosis is the degree of peakedness of a distribution. The kurtosis of random variable X is
denoted kurt (X). It is defined as:
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E[(X -H)*]

kurt (X)= @)

74

where Histhe meanand ¢ is standard deviation of X
The collected empirical material enabled to test the null hypothesis H o that the variable is

integrated in level 1 (the root is equal one). When the null hypoth esis is rejected then the
alternative hypothesis H 1 that the rank is stationary should be accepted. The most appropriate
possibility to calculate the level of integration is the DF test (unit -root test). This test is based

on estimation of the equation ( Charemza W., Deadman D., 1997 ):

OW=UWY1+E:t ccecccecccceccceccceccccecececbccsés 3)
I f the U0 is minus then p is smaller than one. The DF t
0 in regression by wusing the small est squaredOfomet hod.
the alternative hypothesis: Ut<iDintegratgd|in zere degrdealtthep<1 and
value of the t -statistic is smaller than the lower critical value, the hypothesis is rejected, on
behalf of alternative hypothesis about stationarity. The D ockey Fullrer test has one drawback
that it does not contain the possibility of autocorrelation general process appearance E. When

the component Et indicates autocorrelation it is necessary to use the ADF test (Augmented

Dickey - Fuller test), which is the m ost effective tool in practice.

k

gy=0w1+4U0Q tyE: (4)
1=1
The stationarity rank was described by ARMA model ( Kufel T., 2004 ). The model verified the
seasonal integration. All calculations we re done in GRETL programme.
Yt=B 1Yt-1+B 2Yt.2+ é + BYi-p+E+ &1Et1+ &Ei2+ é + gEiq (5)

where:

B i is the delay operator
Y i analyzed variable

E i varied component

€1 auto regression parameters

Research results and discussion

Milk is a frequently purchased product for many households. Different milk product categories,
differs mainly by fat and other ingredient content (Bonanno A. et al., 2013). American society
increased per capita consumption of cheese from 11 .4 10 25.0 pounds in the years 1970 -1991.

On the other hand consumption of fluid milk, butter, nonfat dried milk, and other dairy
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products decreased (Yavuz F., Zulauf C., Schmitkey G., Miranda M., 1996). Since 2000,
consumption of whole milk decreased from 66 to 44.9 (32%) pounds per capita. At the same

time, the consumption of dairy products overall increased. The American consumers are
consuming more processed milk products. These results demonstrate that United States must

look for new purchasers of milk since it has overproduction. The analysis of Parzonko (2009)

proved that United States is self - sufficient in milk production. But the concentration of dairy
industry is low. The market is managed by private enterprises, dairy cooperatives and
internationa | breeding concerns. The four main producers of milk in USA have 39.4% in all
production on the market ( Dean Foods, Dairy Farmers of America, Kraft Foods, Inc., and Land
O6Lakes, Ndanmyd0 percent of milk is marketed by dairy cooperatives such as: Dairy
Farmers of America, California Dairies, Land O6Lakes, For emo
Producers Inc. and Northwest Dairy Association (Rynek nabialu w USA 2011). Each year over
20 billion gallons of milk is produced by dairy industry. This milk is tran sformed into cheese,
butter, cream and ice cream for consumers in different part of the world (Dairy, 2012).

The milk price was governed by the milk price support programme, which played an
important role in U.S. regulations of price and output. The progra mme was particularly
importantinthemid -1960s to the early 1980s iLocAl gregrammes Are O. ,
particularly required to have the potential effect of federal intervention in the dairy industry,
such as price programmes. Short -term programme  are less important in controlling the milk
output (Howard W. H., Shumway C. R., 1988).

The milk production has changed in the United States in the years 1999 -2011 (Figure 1).
The milk production has risen from 162,589 million pounds to 201,218 million pou nds in 2013
(23.8%). In the same period, the milk yield per cow increased from 17,763 pounds per cow to
21,822 pounds (22.9%). The number of milk cows has not changed much from 9,153,000 in
1999 to 9,221,000 thousand in 2013 (0.7%). Milk cows were estimate d at 9.267 million head,
up 67,000 head on July 2014 (Dairy herd, 2015). The US is the biggest milk processing

country, ahead of Germany, China and France.
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Fig. 1. Index oft he number of cows, milk production and milk yi eld in the United
States for 1999 -2013 (1999=1)
The milk production is dispersed regionally in the United States. The production in the South
and West has grown during the past 25 years (Nakane M., Tauer L. W., 2009). The top states

with the highest milk p  roduction in United States are: California (3,624 million pounds),
Wiscon sin (2,305 million pounds), New York (1,135 million pounds).

The Southern United States has an annual net deficit of 40 billion pounds of milk (Figure 2).
These regions have to import milk and the net deficit is increasing each year (Hoards
Dairyman, 2014). There are many reasons for the differentiation of milk production in the
world. Milk price volatility has an impact on milk production profitability and the decrease of
milk price fo r example in 2009 was meaningful for dairy production increases, but the costs of

production, are mainly stable and changeable, but high (Koloszyc E. 2013).

Milk produced per person
averaged 631 pounds

B Alaska 10 <« s |V [ ——
I Hawaii 20

Source: aut hor s 6 c on shasedwor data fom the Statista 2014

Fig. 2. Spatial differentiatio n of milk production per person in United States in 2011
(in pounds per person)
The production of milk in the United States is moving west and north. Nearly 21 percent of the
U.S. milk production is located in California but not all of California is produc ing milk. The
growth of milk has been found in the Central Valley and in Southern region of California. Milk

production is negligible in large and growing population center (Hoards Dairyman, 2014). To
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remain competitive, the U.S. dairy have to interact to changing supply and demand trends.
The milk industry is becoming a new source of competitive advantage for the U.S. dairy
industry. Many multinational firms invest in the U.S. dairy industry because of its sheer size

and stable market. Moreover, American f oreign investment policies are considered to be more
liberal than those in other developed markets (1UF Dairy Division, 2012).

Milk production is diversified regionally in the United States (Table 1). California is the leading
state in milk production and cow numbers. There are many reasons for high milk production
per cow. The most important is breeding advances to get more milk per cow. Also significant

are better fodders and feeding conditions. But, on the other hand, high production cows can

easily los e fertility, have illnesses of cow udders, legs problems and accidents (Zietara W. et

al. 2013). Over the period 2002 -2013, the average milk production was 8 909 litres. Over
time, the dairy industry has relocated from the traditional dairy states of the N ortheast and
Great Lakes states to the West and Southwest. Geyl ani
cross - sectional dispersion in plant  -level productivity growth in the milk industry. Their results
show a scale -effect contribution to TFP growth. These pla nts extract scale efficiencies over
technological progress to fuel TFP growth. The youngest plants start with the lowest
productivity growth at the initial time period, but they catch up to older plants productivity,
which present the highest average growt h rate through years (Geylani C. and Stefanou S. E.,
2011).

Table 1

Top 10 States in milk production in United States in 2013
States Milk P roduction
mil. it Milk/C ow litres Cows 1000
CALIFORNIA 1,815,264 10. 198 1780
WISCONSIN 1,213,168 9.545 1271
NEW YORK 592,636 9.715 610
IDAHO 590,964 10. 314 573
PENNSYLVANIA 464,860 8.722 533
TEXAS 422,840 9.673 437
MICHIGAN 403,216 10.611 380
MINNESOTA 402,160 8.667 464
NEW MEXICO 354,508 10. 975 323
WASHINGTON 278,784 10. 481 266
Source: US Department of A griculture 2014
Milk production in the United States is mainly to satisfy the domestic market. After decades

of being a net importer of dairy products, the US is now a net exporter. Nearly 12% of milk
produced in the world comes from United States. The imports of dairy products to USA covers
only 1.3% of national demand. The USA imported dairy products in the years 2005 -2010

mainly from: New Zealand (23.7%), Italy (13.6%), France (7.9%), Canada (6.6%), Ireland
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(5.2%) and Australia ( 4.1%). The dairy produ  cts which are imported by the United States are

used in food processing. The implications of the U.S. tariff structure are that the United States
can be either a net importer or net exporter of dairy products. (Tellioglu I. et al., 2009).
On the other hand , the USA dairy product exports increased in the years 2005 -2014, with

the leading markets, by value in 2014, are to: Mexico (22.1%), Southeast Asia (18.9%),

Middle East, North Africa (10.3%), China (10.0%), Canada (7.9%) and South Korea (5.7%).

(US Dairy Export Council, 2014).

A descriptive statistical analysis was conducted to vary the parameters used to calculate milk

production in Table 2. The conducted analysis shows that the cows number, milk production

and milk per cow were positively skewed. The a verage milk consumption over the past thirteen
years was 55,080 pounds per capita. The information helped reduce long -run swings and thus
reduces risk for both buyers and sellers in agriculture markets. The paper proved that such

information is particularl ~ y valuable for all market chain members.

Table 2
Descriptive statistics of milk production in the United States in 1999 -2013
Specification
Milk
e . Cows _
Specification consumption Milk
number ) Milk per cow
(pounds per production
) (1.000O06 s
capita)
Mean 55. 080 9.156 181. 39 19. 805
Median 55. 500 9.153 181. 78 19. 895
Minimum 44. 600 0.010 162. 59 17.763
Maximum 66. 000 9.315 201. 22 21.822
Standard deviation 7.906 0.078 13.216 1.354
Coefficient of variation 0.144 0.008 0.073 0.068
Skewedness -0.010 0.021 0.095 0.034
Kurtosis -1.505 -0.214 -1.415 -1.321
Source: aut hor s6 c on shasedwe t USDA data
The authors wanted to determine if there is a correlation between variables. The authors

have found big correlation between analyzed variables. The cow numbers v ariable is correlated

with milk production. The milk per cow is correlated with milk production and cow numbers.
But, on the other hand milk consumption is negatively correlated with milk production (
0.9881) and milk per cow ( -0.8918) and cow numbers ( -0.4720). Although these results

suggest that the development of milk production has had a negative impact on milk
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consumption, in fact the change in milk consumption is more a reflection of more competing
beverages, smaller families, and changes in populatio n composition, especially a dramatic

growth in the population of East Asian origin.

Next the hypothesis was verified. The empirical results show that the hypothesis HO is hardly
rejected. The milk consumption, cows number, milk production and milk per cow can be
classified as stationary because the stat value is smaller than the lower critical value (2.37 -
2.68 from ADF table test). When the null hypothesis is rejected there is no need to verify the

alternative hypothesis H1.

The ARMA model was accepted  to next analysis which was based on seasonality estimation.
In the first step after the ADF test estimation, the stationary process is differentiated. The
results are presented in Table 4. The variables of AR (1) and AR (2) are the parameters of
autocorrel ation for the first and the second rank time. The data show, that all milk
consumption is stationary essential (p value < 0.0000.1 ). It means that the milk consumption

in one year is dependent on milk consumption from the previous year.

The prognosis achiev ed by ARMA model were not fully the same ( Table 3) . The cows number
prognosis errors were lower than the percent that suggests that this model can be accepted. In

milk per cow prognosis the errors were higher, but in milk consumption and milk production

prognosis the errors were the highest. The model of ARMA because of its low errors can be

used to estimate cow numbers and milk per cow prognosis in a long time. But, in milk
consumption and milk production this model does not guarantee a good result because of high

errors of prognosis.

Table 3
Prognosis and error s of milk production in United S tates
Observa | Milk consumption Cows number Milk production Milk per cow
tions (pounds per (1,0006s
capita)

Prognosis Error Prognosis Error Prognosis Error | Progno sis | Error
2014 44.9 0.65 9.178 0.0604 204.385 1.9628 22.213 0.1236
2015 457 0.90 9.151 0.0720 207.425 2.1145 22.532 0.1238
2016 46.9 1.06 9.144 0.0728 210.368 2.1323 22.829 0.1241
2017 48.6 1.15 9.147 0.0730 213.274 2.1343 23.129 0.1241
2018 50.5 1.20 9.152 0.0734 216.168 2.1346 23.431 0.1241
2019 52.7 1.22 9.155 0.0735 219.057 2.1346 23.733 0.1241
2020 55.0 1.22 9.156 0.0735 221.945 2.1346 24.035 0.1241

Source: aut hor sd c on shasedwoe t USDA data
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Conclusions

The production of milk is diver sified regionally in the United States. The most milk
production is located in California, Wisconsin, and Idaho. These states are the main deliverers
of raw milk in the USA.

This paper has explored the issue of milk production in United States. Based on th e analysis
it can be concluded that the market is developing. Total milk production and production per
cow are increasing. The number of cows stays almost the same. Only the consumption of
whole milk in the United States is decreasing. Demanding consumers require more processed
milk products.

The factors that create the production of milk in the USA is the increasing competitiveness,
the end of dairy supports programs and export possibilities to: Mexico, South Asia, Middle
East, North Africa, China, Canada and South Korea. These countries are not self - sufficient in
milk production and the demand for milk will increase with the increasing wealth of societies.

Interestingly, the period of most milk market development was in the last ten years. It
means that th e United States demand for milk processed product is increasing and the needs
for exports are higher. US has exported more than 3 million tonnes in 2007 and it is
increasing.

Based on the empirical results of this paper, the prognosis confirms good conditi ons for milk

market development in United States. All analyzed variables will be developing in the future.
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THE INF LUENCE OF NATURAL VALUABLE AREAS ON THE DEVELOPMENT
OF ENTRPERENEURSHIP (BASED ON THE EXAMPLE OF LUBLIN
VOIVODESHIP)

Magdal ena Zwoelliga GEPka

Pope John Paul I'l State School of Higher Educat|i
Abstractt The aim of the study is to determine the entrepi
of valuable natural areas on local entrepreneurship with an indication of the opportunities and

constraints arising from such a location. The paper presents results of research on a sample of

150 companies located in 30 municipalities with the highest environmental valuables in the

Lublin voivodeship (Poland). The study shows that in the case of enterprises basing on
resources and environmental qualities of the communes within natural valuable areas is a

natural direction of their development, resulting from favourable, strongly affecting the activity

natural condi tions. In order to increase the utilization of the existing opportunities for
businesses that are created within natural valuable areas, it is important to disseminate among
entrepreneurs knowledge on the environmental determinants of economic activity, in cluding
the impact of the areas on the possibilities and limitations of business development. The
dissemination of this knowledge can be translated into an increased acceptance of the
limitations resulting from the need to protect the natural environment o f ecologically valuable
areas and the identification of a wider range of the specific opportunities for business
development. The results were processed using SPSS statistical package. They describe the

selected elements of descriptive statistics and the d ifferent significance results of the non -
parametric Mann -Whitney test. The paper was prepared within the research project
N0.2011/01/D/HS4/03927 entitled "Environmental conditions and factors of development of

the economic functions of valuable natural are as of Lublin Voivodeship" funded by the National
Science Centre.

Key words:  legally protected area, entrepreneurship

JEL code: Q56

Introduction

The notion of a valuable natural area is variously interpreted in the literature. In Poland,
generally , in narrow terms, the term refers to the areas of documented natural values
protected under the Nature Conservation Act (Journal of Laws of 2004 No. 92, item 880)

(Cieszewska A., 2009) , and the elements of the environment, fauna and flora, present on its

"Corresponding author. Tel.: +48 83 344 99 05; fax: + 48 83 344 99 50.
E-mail address : m.zwolinska -ligaj@dydaktyka.pswbp.pl
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territory, are an essential contribution to sustainable development and biodiversity
conservation (Luszczyk M., 2011) . In terms of the Nature Conservation Act of 16 April 2004,
protected areas * are characterized by particular natural , scientific, social , cultural and
educational values (national park - Art. 8 of the Act ...), are protected due to the natural,
historical and cultural and landscape values in orderto preserve and popularize  these values in
terms of sustainable development (landscape park, Art. 16 of the Act ..), include areas
protected because of distinguishing landscape characterized by varied ecosystems , valuable
because of the possibility of meeting the needs of tourism and recreation and function as
ecological corridors  (protected landscap e area, Art. 23 of the Act ...). The above features of
protected areas condition their many functions associated with a number of  benefits, including :
the possibility of their touristic and  recreational use , watershed protection , providing arange of
envir onmental services , maintenance of biodiversity, opportunities for  education and research,
providing a plurality of consumer products  and non -consumer benefits : (Dixton J.A., Sherman
P.B., 1991).

New approaches to protected areas, as compared to traditi onal concepts, focus mainly on
maintenance and often try to limit human activities trying to preserving coherent integration

and development functions . In line with this  aspiration, protected areas should become " living

landscapes " in economic and social t erms (Mose 1., 2007). Today, the tendency to include
protected areas into economic areas and gradually eliminate restrictions on local
entrepreneurship is growing . The new features of protected natural resources that were

previously in a non-economic spher e are re -integrated into  an economic sphere , becoming the

drivers of the development of regions and local communities  (Boltromiuk A., 2003) .

The existence of protected areas can in various ways  affect the development of rural areas
Firstly, it can be concluded that protected areas are an opportunity for the sustainable
development of communes and may affect incentives for local people , and indirectly the
natural environment . Creating protected areas may cause, on the other hand, the appearance

of the | imiting factors associated with the occurrence of various forms of  surface protection

(Mastalska -Cetera B., 2007). In particular, limitations can be revealed with regard to:
traditional forms of management , investment, use of techniques and measures  change s in the
components  of the natural environment , gaining economic and non -economic  land

environment , land use planning , the use of the natural environment for recreation , or the need
for new security solutions . The leverage effect of  valuable natural areas can be linked to the
greening of traditional forms of management and operating sectors, the development of
different forms of tourism,  development of organic farming and production of healthy food , the
increase in value of the existing residential properti es, acquisition of land to non -economic

positive consequences of  the implementation of local sustainable development strategy , the

" Art. 6 of the Nature Conservation Act of 16 April 2004 lists the following forms of nature: on the surface, which
include: national parks, nature reserves, landscape parks and protected landsc ape areas and Natura 2000 sites.

35



possibility of conducting research and development of environmental education , employment
in the protection  of nature sites and new protective solutions  for improving the quality of life  of

residents and tourists ( Czaja S., Becla A., 2007) .

Including a protected area in a group of factors that support  or inhibit development is largely
dependent on the  attitude of the local commu nity towards the fact of establishing an area
nature conservation form and the ability to integrate  protected areas into the strategy for
socio -economic development  of the region ( Kulczyk -Dynowska A., 2013) . This is possible due
to the fact that protected areas can provide important impulses for the development of the
region , e.g. in tourism, marketing regional products and, in general, in regional development
of innovative  products and services (Hammer T. , 2007). The challenge is therefore to identify
oppo rtunities  that do not restrict the usability of the site by people, and at the same time
minimize the negative consequences for protected areas . It is postulated that land
management adopted the " win-win" strategy, is satisfactory from the point  of view of human
needs and the needs of maintaining the ecological functions of the area. This happens, for
example , when nature conservation brings economic benefits (DeFries R., Hansen, A., Turner
BL, Reid R., Liu, J., 2007). One of these directions is entrepreneu rship dependent on
biodiversity - based on the exploitation of natural resources , which should be developed in
accordance with the criterion of sustainable development , contributing in this way to

strengthening the  social functions  of nature sites

The aim of the study is to determine the perceptions of entrepreneurs of the impact of
valuable natural areas on local entrepreneurship with an indication of the opportunities and
constraints  arising from such a  location . The study verified the hypothesis that in the case of
enterprises dependent on biodiversity location in a protected area and access to valuable
resources and values  of the natural environment positively determine their  current operation
and create opportunities for further development.  Within environmentally valuable areas ,
however, there is aneed to implement measures to provide information in order to more fully
exploit the possibilities of entrepreneurship development based on the use of resources and

natural assets of communes .

The stu dy area consisted of 30 municipalities with the highest environmental valuables in the
Lublin voivodeship, designated under the  synthetic index developed by D. Guzal-Dec (2013) in
the study of ecologically valuable rural and  semi-urban areas of the Lublin voivodeship . In
each of the communes, on the basis of the REGON number, 5 companies located in rural areas
were selected for testing, as directed of the sample reflection of the sectoral structure of
business entities in the commune and selecting test subjects with the highest level of
employment. Diagnostic survey was applied using a questionnaire interview. Interviews with
owners ( or managers ) of enterprises  were realised in the period November -December of 2013.
The research material consisted of 150 questionnaire interviews . In the study group of 150

companies 85 entities dependent on biodiversity were selected 1 basing their activities on the
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use of natural resources . The newly selected group included entities in the case of which
natural conditions  dete rmined the possibilities of doing business and  offering certain  types of

products / services .

The results were processed using SPSS statistical package . They describe the selected
elements of descriptive statistics and the different significance result s of the non -parametric
Mann - Whitney test used to compare two independent groups in the situation of the ordinal
nature of the variables. The report was prepared as part of the research project No.
2011/ 01/ D/HS4/03927 entitled: "Environmental conditions an  d factors of development of the
economic functions of valuable natural areas of Lublin Voivodeship" funded by the National

Science Centre .

Research results and discussion

Assessment of the  impact of resources and values of the natural environment of the ¢ ommune
on local entrepreneurship . Enterprises basing on the natural resources within environmentally

valuable areas represented mainly manufacturing  (30.6%), activities related to

accommodation and catering services (27.1%) as well as agriculture, forestry , hunting and
fishing (23.5%) . Companies included in the group of other operated mainly in such sectors as
trade and repair (30.8%), manufacturing (13.8%) and other services . The study group was
dominated by micro -entities. A more fragmented structure by n umber of employees was

characteristic of  enterprises using  natural resources ( Table 1).

Table 1
The structure of enterprises using natural and other resources by the number of
employees
The range of  employment

Type of enterprises 0-9 10-49 50-249
Use of natural resources 82.4 9.4 8.2
Others 69.9 22.2 7.9
Source: autorédés calculations based on empirical research

Enterprises that use natural resources more often than others were  characterized by local
range of supported markets (40.0 % compared to  34.0% for the other). Furthermore, they
were characterized by  a slightly longer  length of their presence on the market - to 2000 44.8 %
of those entities were established and in the case of other - 41.6 %. In addition, companies
using natural resources were often family businesses - 51.8 % compared to  40.3 % for the
group of others.  Within the group of 150 entities 37.7 % declared functioning within  the area

covered by one of the forms  of nature protection
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Resources and values of  the natural environment were a n important element of the business
environment affecting, in the opinion of their representatives, their activity and  the activity of
other traders from the commune . The impact of the natural factor on local entrepreneurship
was primarily declared by entr epreneurs representing industries dependent on  biodiversity.
About half of the representatives of these entities declared large and very large impact  of the
natural environment of the company - onits current activities  and future development . These
entrep reneurs also perceived (greater environmental impact on the other aspects of local
entrepreneurship - the activities of  other companies in the community , the possibility of
establishing new companies by inhabitants and attracting investors from outside the

municipality , compared with entrepreneurs  representing other branches (Figure 1) .

The different significance results of the non -parametric Mann -Whitney test showed that the
observed differences in the  strength of the influence of the natural environment of the
commune on local entrepreneurship between the two groups of companies were statistically
significant  (variable : the on -going activites of the company: p = 0.000, the future
development of the company: p = 0.000, other companies from the commune :p = 0.009,
establishment of new companies by residents : p = 0.012 , attracting investors from outside the

municipality :p = 0.003) .
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assessment of the natural environme  nt on local entrepreneurship determined on the basis of
the Mann -Whitney test within the communes concerned only the situation of entities
represented by the surveyed entrepreneurs (variable : the on -going activities of the company:
p = 0.000 , the future de velopment of the company: p = 0.000) . For all other variables the
differences proved to be statistically insignificant . (variables: other companies from the

community : p = 0.381, establishment of new companies by residents : p = 0.578 , attracting

investors from outside the commune:p = 0.542).
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Fig. 2. Assessment of the environmental impact of  municipalities
on local entrepreneurship according to the surveyed companies (% o0 fresponses )

At this point  the convergence of the results  with other studies  carried out in the areas covered
by the Natura 2000 network (Dokument zamykajacy ... 2012) should be noted , indicating that
entrepreneurs  basing their business on the natural valu es of the region, tendto have a positive
opinion about the conditions of doing business.  Negative opinions on doing business in the
areas of natural beauty appeared among entrepreneurs from  other sectors whose activities are
based on the use of the advant ages of the landscape. They mainly pointed out limitations in
the development of companies regarding extensions  or preventing investment processes. Lack

of knowledge aboutthe opportunities and the lack of own funds were often hampering factors
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The possib ilities of using  resources and values  of the natural environment in the development

of the local commune entrepreneurship. The entrepreneurs  surveyed were aware of the special
qualities of the natural environment of the communes where their companies were located . In
particular, among these  values entrepreneurs representing industries  dependent on
biodiversity  pointed out diverse and valuable natural  environment under legal protection
aesthetic landscaping , clean air . Other entities paid more attentionto: the aesthetic features of
landscape , the area of protected areas and favourable location  in relation to  hubs and urban

centres (Figure 3) .
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Fig. 3. Specific advantages of the geographical environment of the commune
according to the assessment of the surveyed entrepreneurs (% of responses )

Perceiving by the entrepreneurs the advantages of local environment and its positive impact
on entrepreneurship  was accompanied by thei r opinion on incomplete use of the area of the
commune in their business operations . Enterprises dependent on biodiversity, due to the
nature of activities, often recognized that the geographical values of the environment of the
commune were fully utilized by local companies (36.5 % compared to 21.6 % for other entities)
(Figure 4) .
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Fig. 4. The use by local companies of the geographical environment values of the

commune in the assessment of the surveyed entrepreneurs (% of responses )
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Entrepreneurs  perceived the potential of local resources and values of the natural
environment possible for use in the development of various economic activities . In particular,
the follow ing areas which have shown development opportunities were pointed out by the
surveyed : ecological tourism, recreational and sports facilities as well as organic farming and
production of healthy food. Representatives of the entities dependent on biodiversi ty also
perceived opportunities in the  development of traditional products and services based on local
resources , and in the case of other entities i these included processing and wholesale and
retail sale of food. Few entrepreneurs indicated the possibili ty of developing  or acquiring
natural medicine  or energy from renewable sources which required the existence of adequate

infrastructure  and considerable resources  (Figure 5) .
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Fig. 5. The areas of entrepreneurship with development opportunities in the

commune, according to the assessment of the surveyed companies (% of responses )

With respect to  enterprises operating in areas under legal protection, both opportunities  and
constraints arising from the  development of such a location were indicated . Most possibilities
were indicated by the respondents in relation to the less restrictive forms of nature, such as
landscape parks or Natura 2000 sites. In  the case of all forms , the basic perceived opportunity

resulted from tourism development. Within landscape parks and the areas covered by the

Natura 2000 network the importance of  the location for large interestin t he compani es:¢

products pointed out: access to local resources , opportunities for development of light industry

and agricultural activity  (Table 2) .
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Opportunities and threats indicated by

Table 2

the surveyed companies arising from the

location inthe area legally protected by forms of protected areas
Area Chances Restrictions
Natura development of tourism | the insufficient level  of infrastructure development
2000 influx of tourists, the the need for numerous , complex , restrictive
possibility of the use of environmental legislation
grants, subsidies, lack of adequate investment rules
great interestin  the restrictive provisions  hindering or preventing
company's products the investmen t process
development activities based prohibition of certain investments , cutting of
on the available natural trees
resources,
opportunities for ~ small
industry
development, development of
farms
Landscape large stock of raw materials, lack of subsidiesfor acti viti esd dey
Park virgin nature , natural values the need fo r complex , restrictive laws
development of tourism administrative restrictions,
increase in the number  of limitations and difficulties of investments
tourists legal requirements  in the natural valuable areas
National tourism development the need for complex , restrictive laws
Park . .
environmental protection rules
investment restrictions
legal requirements in the natural valuable areas
Source: autord6s summary based on empirical research

Compared to the perceived

chances, entrepreneurs

reported significantly more constraints

associated with the operation of the area covered by  legal protection . The restrictions include:
insufficient level of infrastructure development , the need for numerous , complex and
restrictive  environmental legislation and the need to  comply with regulations limiting or
impeding investm ent processes .

Other surveys carried out among the entrepreneurs within the Natura 2000 sites show that

they have little knowledge about

the network and

the benefits and risks arising from the
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location of firms in its area . In addition, the views of entrepreneurs on the network are in
conflict and are often based on unreasonable and stereotypical opinions ( Boltromiuk,
Klodzinski 2011) . Other surveys of entrepreneurs operating in the Natura 2000 areas , in turn,
revealed the important role  of information and promotional support , grants and subsidies , the
advice of the business environment institutions , the use of exemptions and tax benefits in the
development of economic activity.  In particular, entrepreneurs reported a need for assistance
and advice on fundraising for business development , advice and assistance  in adjusting the
profile of the requirements  arising from the location within the Natura 2000 areas or near it

(Analiza uwarunkowan € ,2012) .
Conclusions

The discussion presented in the paper  allows for formulating the following conclusions

1. The hypothesis formulated inthe study was verified. Entrepreneurship based on natural
resources and environmental qualities of the commune in the natural valuable areas are

the natural direction of  their develop ment, resulting from favourable , strongly affecting

the activity natural conditions . In addition, the field of entrepreneurship can be
specified as the desired factor in the natural valuable economies allowing for the
development of environmentally valuabl e range of economic and social functions of

these areas and improving their socio  -economic situation.

2. The environmentally valuable areas covered by different forms of protection should
seek individual directions and forms of entrepreneurship , using a specific system of
conditions for development. An important role  in this process should be played by local

government authorities aimed at economic revival of the communes on the basis of

their sustainable use of their natural potential

3. Skilful incorporation of business in the environment in the commune of valuable
resources and natural beauty protected by law  requires specialized knowledge of the
environmental determinants of economic activities , including the impact on the
possibilities and limitations of e ntrepreneurship in those areas. This requires the
initiation of  cooperation between municipal authorities and the local business  sector ,
representatives of the local community and environment  experts involved in the
development of valuable natural areas. Dissemination of knowledge of this type among
businesses can resultin increased acceptance of  the limitations resulting from the need
to protect the natural environment ecologically valuable areas and the identification of a

wider range of specific  opportu nities for business development

4. Future deepening studies needs to identify the most important factors stimulating the
development of entities dependent on biodiversity, including those related to knowledge
about the conditions , development opportunities and constraints arising from their

location within environmentally valuable areas
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ECOLOGICAL INVESTMENTS AS A NECESSARY CONDITION FOR
SUSTAINABLE DEVELOPMENT OF AGRIBUSINESS COMPANIES

Izabela Wielewska , PhD"
UTP University of Science and Technology in Bydgoszcz, Department of E conomics and

Advising in Agribusiness, Poland

Abstract.  The concept of sustainable development aims at preventing negative processes in
relation to the environment and requires social acceptance of industrial activity. The idea of
sustainable developmen t will be fulfiled when the environment is protected at full economic
development of a company and when resources are renewed in the long term. The emission by
the company of harmful elements into the atmosphere, water and soil, which causes the
environme nt to deteriorate, forces the introduction of some environmental investments.

The aim of the research was to determine to what extent the agribusinesses companies
introduced environmental investments as a necessary condition of sustainable development.

Research was conducted using a diagnostic survey, among 172 agribusinesses.

The research showed that many agribusiness companies have implemented the eco
investments whose purpose was to collect, reduce, neutralize, monitor, prevent or eliminate

pollution or environmental loss resulting from business activity.

Key words: environmental investments, environmental protection, agribusiness companies,

sustainable development

JEL code: Q01, Q56

Introduction

The realisation by the agribusiness company of environmen tal protection requirements
results from the concept of sustainable development. D. Kielczewski (2010) argues that the
development is sustainable when it is based on "maximizing the net profit from economic
growth, while protecting and ensuring the renewal of the usability and quality of natural
resources in the long term. The economic growth must then mean not only an increase in per
capita income but also an improvement in other domains of social welfare. It must also include
certain necessary structural changes in both the economy and the whole society". In a similar

manner wrote  D. Zuzek (Zuzek D., 2010; Zuzek D., 2013)

* Corresponding author.  Tel.: +48 600 822 486
E-mail address : izabel2000@wp.pl

a7



The ecological investments contribute to the prevention of increasing degradation of the
environment and any activity deemed harmful. These investments may be corrective or
preventive (Wielewska I., 2013).

The aim of the research was to determine to what extent the agribusinesses companies
introduced environmental investments as a necessary condition of sustainable development.

The rese arch was conducted using a diagnostic survey, among 172 agribusinesses.

A research analysis has been conducted, based on the results of research from October
2014 using a diagnostic survey. The aim of that research was to determine to what extent the
agrib usiness companies introduced environmental investments as a necessary condition of

sustainable development.

Research results and discussion

According to the Polish laws concerning environmental protection, agribusiness companies,
like all other businesses , are obliged to:

- observe the conditions of the protection of natural resources;

observe the conditions and hold a permission to emit substances or energy into the
environment;

- share information about the environment and its protection;

- bear fees for using  the environment, i.e.: gas and dust emission into the air, sewage
draining into waters or soil, water consumption, refuse collection and removal;

- bear administrative fines in case of breaching or infringing any of the conditions in the
permission or other  decision of the administrative authority;

- provide recovery, especially recycling of package and post -consumed waste;

- bear administrative responsibility for any negative impact upon the environment in the
form of a limit for the negative impact upon the en vironment, restoration of the original
condition of the environment or paying a fixed amount compensating any damage
caused, or in the form of an administrative decision which would halt a given
installation (Zbaraszewski W., 2008).

Suppression of the prog  ressing degradation of the environment as well as restoration of its
damaged components, requires its users to apply various methods of protection. Proper pro
ecological investments are of great importance in this aspect. In order for an investment to be
recognized as pro -ecological, its main purpose ought to be environmental protection
(Broniewicz E., Poskrobko B. 2003).

As regards the issue of pro  -ecological investments as a necessary condition for sustainable
development of agribusiness companies, it mus t be noted that the investment process includes
a complex of actions necessary for the realisation of a given investment. Actions related to
pro - ecological investments can be divided into phases and stages. All actions grouped in a
phase are subordinate to the realisation of the common purpose for this phase. Actions within

the phases are subordinate to the realisation of other purposes, characteristic for these

48



phases. Particular phases follow one another, and the realisation of partial goals within them
amounts to the realisation of higher purposes, at which the stages of an investment process

aim. In turn, the stage of the investment realization includes the construction, equipment,

quality check and approval of the facility (Burzynska D., 2012).

Ecologic al investments

also require appropriate expenses. Generally,

investment

expenditure for the environmental protection is described as the sum of expenses for pollution -

preventing investments (integrated) and pollution

pipe" investments ) (Kasztelan A., Bujanowicz

investment to be recognized as pro

protection.

-neutralizing investments (so

-Haras B., 2005)

Table 1 presents expenditure for ecological investments in

-ecological is its management towards

Poland in 2013.

Expenditure for ecological investments in Poland in 2013

-called "en d-of-
. A necessary condition for an

the environmental

Table 1

Investor Group
Province Total businesses boroughs budget units
in thousands of PLN

Dolnoslaskie 631187.9 427938.4 185891.1 17358.4
Kujawsko -pomorskie 462823.9 267929 .6 141602.8 53291.5
Lubelskie 536871.7 292170.6 208613 36088.1
Lubuskie 206418.6 76687.4 57908.4 71822.8
Lodzkie 1191721.3 294623.8 234996.4 662101.1
Malopolskie 702248.6 339038.3 306069.7 57140.6
Mazowieckie 984968.5 532751.4 414628.3 37588.8
Opolsk ie 337731.8 248026.2 76053.3 13652.3
Podkarpackie 470911.3 242889.3 120935.2 107086.8
Podlaskie 309594.1 195614.2 95048.9 18931
Pomorskie 526925.4 300695.7 206684.1 19545.6
Slaskie 1463250.8 934694 422825.9 105730.9
Swietokrzyskie 689353.5 537461.8 145117.9 6773.8
Warminsko -mazurskie 421931.5 267146.2 149466.9 5318.4
Wielkopolskie 804203.6 412577.3 347905.8 43720.5
Zachodniopomorskie 387663.3 262838.1 112894.2 11931
Poland 10127805.8 5633082.3 3226641.9 1268081.6

Source: Environmental Protection 2

013. GUS, Warsaw, page 414

In 2012, the total amount of expenditure for ecological investments in Poland was PLN

10,127,805.80 thousand. The largest part of that amount were the investments borne by

which is 55.6% of the total. The

companies 1 these amounted to PLN 5,633,082.30 thousand,
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boroughs bore expenditures of PLN 3,226,641.90 thousand (31.9%). Budget units bore
expenditures of PLN 1,268,081.60 thousand (12.5%).

Ecological investments in agribusiness allow to reach and keep the state of sustainable
development, which not only includes environmental protection but also a more systemic
outlook on economic activity of man and his relation to basic biological, chemical and physical
systems, in order to set and keep such level of the human kind that will be sustainable, whilst
still leading to constant economic, cultural and technological evolution (Foltynowicz Z., 2011).

Ecological goals of companies ought to be reached by lowering material and energy
consumption of production as well as increasing produc tivity of the use of the environment,
whilst also reaching economic and social targets.

The target was a group of 172 agribusiness companies from Pomorskie and Kujawsko -
pomorskie Provinces.

The research included small, medium and large businesses, which h ad introduced some
investments related to environmental protection. There were 123 small companies with 10 -50
employees (71.5%), 33 medium -sized companies with 51  -250 employees (21.5%) and 12
large companies with over 250 employees (7%). The research exclu ded micro businesses with

fewer than 9 employees.

Table 2
Particular targets of the surveyed agribusiness companies
No. Particular targets Number % of the total
1. | Profitability 1 gross or net profit as interest from capital
. 59 34.3
invested
2. |Position on the market 1 share in the market compared
) 30 17.4
to competition
3. | Economic efficiency i relation between results and
. 19 11.1
expenditure
4. |State of resources i providing and maintaining proper g
4.7
staff, equipment and rooms
5. |Efficiency in act ing 1 reacting to customers' needs 0 8
1 5.
promptly and in a satisfactory manner
6. |Innovations 1 development of resources, products and
_ 20 11.6
services
7. | Relations with environment i improvement in the
N . . . 26 15.1
condition of the environment and quality of life
8 |Total 172 100.0
Source: author's calculations based on own research
The research has shown that, amongst the particular targets of business activity, its
primary target is profitability, or profit as interest from capital invested. Further is t he position
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of the company on the market i or its share in the market, compared to other, competitive
companies and relations with the environment i or an improvement in the state of the
environment and quality of life.

Practice shows that until recently, ecological targets came last in the target system of most
companies. It must be noted that implementing ecological targets into businesses in highly
developed countries is clearly seen, although it plays a smaller role in small and medium -sized
companies a nd a much greater one in large corporations. Apart from that, the field of
business, territory of activity, competition and ecological awareness of the society are all
important when implementing ecological targets. In practice, there are many examples whi ch
show that certain ecological targets are complementary with economic targets such as
advantage or competitive capability. Businesses, while promoting their products as
environment -friendly, or at least less harmful than those of their competition, do ob tain more
benefits T both in the share in the market and profitability. The economic and ecological
criteria are often interconnected and constitute a coupled combination. Only the perspective
may vary. A number of ecological enterprises show some profitab ility in the long term
(Adamczyk J., Nitkiewicz T., 2007)

Within businesses, areas or fields of activity are determined by various aspects of
sustainable development. What is meant here is the integration and balancing different angles,
such as:

- natural and environmental angle (showing in environmental protection);

- technological angle (showing in new technologies, economizing resources);

- economic angle (showing in taxes, subsidies and other economic instruments);

- social angle (itis vital in Poland that t he problem of unemployment be solved);

- political angle (showing in the formulation of a strategy for sustainable development, its

implementation and control) (Pawlowski A., 2011).
The surveyed were asked about the leading aspect of sustainable development of

agribusiness companies (Table 3).
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Table 3

The leading aspect of sustainable development of agribusiness companies

No. Leading aspect of sustainable development Number % of the total

1. [Modernization of processing lines 12 7.0

2. |Modernizat ion of media infrastructure 18 10.5
3. |Construction of a sewage processing plant (or sub -plant) 18 10.5
4. |Detailed waste segregation 20 11.6
5. |Ecological production 42 24.4
6. |Limiting emission of toxic gases 40 23.2
7. |Limiting emission of harmfu | dusts 22 12.8
8. [Total 172 100.0

Source: author's calculations based on own research

Each of the surveyed agribusiness companies determined the leading aspect of sustainable
development being realised in the company. Most of the surveyed companies impl ement
ecological production (24.4%) and try to limit the emission of harmful gases (23.2%). A little
less important aspects (from the point of view of sustainable development), implemented by
the surveyed companies are: limiting the emission of harmful dus ts (12.8%), detailed
segregation of waste (11.6%), construction of sewage processing plants (or sub -plants) and
modernization of processing lines.

The conditions of using the environment, which cause the most problems in the

surveyed companies, are descri bed in Table 4.

Table 4
The conditions of using the environment, which cause the most problems in the
surveyed agribusiness companies
No. Conditions of using the environment Number % of the total
1. Sewage management 60 34.9
2. Waste management 48 27.9
Regulations concerning air pollution
3. - gas pollution 28 16.3
- dust pollution) 14 8.1
4. Regulations concerning drinking water 22 12.8
5. Total 172 100.0
Source: author's calculations based on own research
The most problematic conditions of using th e environment in the surveyed agribusiness
companies are sewage (34.9%) and waste management.
No actions of a company must lead to excessive intensification of the use of production
resources. This would cause ecological complications. It must also be note d that Poland has

not always enforced the environmental protection laws and regulations. In order to exact this
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responsibility, the issue was institutionalized through: legal acts, norms and standards,
organizational procedures, environmental programmes an d policies, environmental committees
and the right to inform about environmental protection (Gajdzik B.,2006). At present, the
companies are charged with administrative fees for using the environment, in order to cause
them to observe the environmental law s and regulations. Should the businesses not comply
with the requirements, they are also charged with additional, enormous fines. This is an
important aspect of the implementation of sustainable development, as the consequences of
long -term neglect in inno  vation and investments would manifest themselves in tremendous
degradation of soils, waters and air.

Sustainable development in agribusiness companies uses many different methods,
mechanisms and instruments in order to decrease the exploitation of the envi ronment and to
reasonably use the natural resources in a business unit (Janiszewski J. M., Siemieniuk K.,

2011). These are typically ecological investments.

Table 5
Sewage management -related investments in the surveyed agribusiness companies
No. Type of in  vestment Number % of the total
N Devices modifying technological processes, which aim at 32 186
the prevention of pollution

2. Sewage networks 24 13.9
3. Sewage processing and purifying installations 34 19.9
4. Cooling water purification 28 16.3
5. Monitoring installations 8 4.6
6. Other actions (research, training) 38 22.1
7. No action 8 4.6
8. Total 172 100.0

Source: author's calculations based on own research

Sewage management -related investments (Table 5) are primarily actions towards researc h
and training in the matter, implementation of investments in sewage processing installations
as well as purchase and installation of pollution -reducing devices, which modify the

technological process.
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Investments related to air protection

in the surveyed agribusiness companies

Table 6

No. Type of investment Number % of the total

Devices and improvements aiming at reducing

1. pollution emission, related to technological conditions 62 36.1
of the production process

” De\./icc-as and improvements to r educe pollution 28 1
emission

3 Devices and improvements to measure and control 26 15.1

4, Other actions (research and training) 24 13.9

5 No action 22 12.8

6. Total 172 100.0

Source: author's calculations based on own research

The leading invest

ments in air protection in the surveyed companies (Table 6) was the

installation of devices or improvements aiming at reducing pollution emission, related to

technological conditions of the production process (36.1%) as well as devices or improvements

to r educe pollution emission (22.1%).

Investments related to lithosphere protection in the surveyed agribusiness

Table 7

companies
No. Type of investment Number % of the total
Modification of production processes aiming at reducing
1. 38 221
the amount of waste
Devices for the prevention of waste infiltration i
2. o . o . 56 32.5
modification of production processes T purifying devices
3 Measure and controlling devices 28 16.3
4. Other actions (research and training) 28 16.3
5 No action 22 12.8
6. Total 172 100.0

Source: author's calculations based on own research

Investments must be considered a result of investment activity, regardless of their form.

Modern approach to investments maintains that their result may not only be a growth in real

estate but also o

ther resources or advantages, e.g. an increase in environmental awareness, in

competitiveness etc. A wide range of problems, to which investments are related, affects the

variety o f effects obtained through them (Michalak A., 2007).

Inve stments related to lithosphere in the surveyed agribusiness companies (Table 7) are

mainly installations of devices for the prevention of waste infiltration
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production processes i purifying devices (32.5%) as well as modification of production

processes aim ing at reducing the amount of waste (22.1%).

Conclusions, proposals, recommendations

People's business activity is in progress in the environment, where structures of the
ecosystems are changed, natural flows of energy, matter and biodiversity are disturbe d (as
executors of these processes occurring in the ecosystem). Consideration for the idea of
sustainable development on the level of the agribusiness company should mainly mean
protection of the atmosphere, lithosphere and correct waste management. This | eads to
effective use of natural resources and better environment protection.

The research conducted allows to formulate the following conclusions:

1. Environment protection activities in companies show mainly in ecological investments

realized on the level  of the company. These occur after considering by the company the
principles of its profitability.

2. The leading aspects of sustainable development in the surveyed companies included the
introduction of ecological production and limitation of harmful gas emis sion to the
atmosphere.

3. Sewage and waste management in companies constitutes the most problems
concerning the conditions of using the environment. Many companies organize research
and training related to that issue; they also introduce sewage processing in vestments
and install devices modifying the technological process towards the prevention of
pollution.  Ecological investments prevent or eliminate negative effects of different

factors upon the environment, causing it to be polluted or physically changed.
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Abstract . Youth long -term unemployment is one of the key problems that must be

addressed not only in Latvia but also at the European Union level. In 2030, according to a
research under the ESPON 2013 Programme, Latvia is pos
an insufficient population of young people. Consequently, Latvia as a co untry with a friendly

environment for business development will not be competitive in relation to other European
countries and the flo w of investment will be at risk as well as passed on other regions which
are more competitive and more developed.

Therese archaimsto establi sh the view of employers on young |
labour market.  This research is based on scientific discussion of different author opinions and
research results of expert interviews as well as on views on the future visi on by industry
experts. The results of analysis show that it is difficult to find a job in rural districts. The young
people without any experience in the relevant field and without higher or professional
education and motivation to study and acquire the n ecessary skills are negatively evaluated.

Key words: youth long -term unemployment reduction, labour market, youth integration in
the labour market

JEL code: J64,J23

Introduction

The youth unemployment problem is one of the main tasks to deal with in Eur opean Union
pl anning documents. Al so that kind of adjust ment need
because in our country, there are demographic problems and more young people are leaving
our country with the desire to find a well -paid job or to start s tudies in another country for
providing a better future. Demographic, economic, political and social problems substantially
affect youth future possibilities because the authors consider that it is important to analyse the
real situation i maketat vi aés | abour
The hypothesis of the research: The youth long -term unemployment reduction opportunities

will promote regional and national economic development.

"+ Corresponding author. Tel.: + 371 28244527
E-mail address : Liva_g2@inbox.lv
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The aim of the research is to establish the view of employers on
into the labour market.
To achieve the aim, there are set the following tasks:
1) To evaluate the theoretical aspects of the youth long -term unemployment from
different authors;
2) To make expert interviews with employers to establish their opinion of young
peopl e &ibilitigs slign with the labour market.
The following materials and methods are used to achieve the aim and fulfil the tasks:
1 Theoretical framework of the research: the research is based on scientific
discussion of different author conclusions of yout h long -term unemployment and
possibilities to reduce it;
1 Research methodology: qualitative research methods, the methods of expert
interviews, discussion of the results and findings are used to reach the aim.
The authors made the expert interviews to gathe r i nformation on employers
young people employment in their institution and difficulties with what they are ready to face.
There were made interviews with employers from the public and private sectors, for a wider
vision of the labour market. T he expert interviews were conducted from September 2014 till
December 2014.
The novelty of the paper: This type of question block for expert interviews is not made yet.
The studies of the State Employment Agency involved another type of question block; the

guestions were designed for a different purpose.

Research results and discussion

1. Explanation of youth long -term unemployment necessity of reduction
According to the Results of the Labour Force Survey conducted by the Central Statistical

Bureau, in th e first quarter of 2014 there were 118.7 thousand unemployed persons aged 15 -

74 in Latvia; of which 15.5 thousand or 13% were young people aged 15 i24( The share of é
2014) .
According to the OECD, giving young people the skills and tools to find a job is not only
good for their own prospects and self -esteem, it is also good for economic growth, social
cohesion and widespread well  -bein g. That is why investing in youth must be a policy priority
the world over (OECD work on... , 2012 ).

Youth unemployment has been a central focus of transitions research since the 1980s,
with a significant number of studies focusing on cross -national differences in
unemployment levels as well as on the impact of active labour market policies designed
to facilitate empl oyment acc ess (Blanchflower et al., 2000).

Youth long -term unemployment has been investigated by different researchers such as
Audas (2005), Berde (2005), Berghman (1995, 1997), Blanchflower (2000), Doliton (2005),
Room (1995), Dietrich (2012) and others.
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The resear cher Junankar defines long  -term unemployment as a 12 months period or longer
when a person is unemployed, the unemployed not only lose their skills, they lose mativation,
they fall ill. In crude economic terms, human capital is being depreciated (Junankar, 2011).

A rise in youth unemployment during a recession is to be expected. Youth unemployment is
typically higher than adult unemployment regardless of economic conditions as young people
face higher rates of labour market turnover, and spend time moving b etween jobs before
settling on a stable career path. In a recession this gap is amplified because, first of all, the
young people are more likely to lose their jobs, and, secondly, young entrants to the labour
market face tougher competition for jobs (Lee, et al., 2012).

According to Audas, Berde, Doliton (2005), there is a growing literature examining
many aspects of economic reform and its effect on unemployment and the labour markets
of European countries. Despite this, very little attention has been pai d to the individuals
who will be most affected by these reforms: young people.

Author Dietrich considers that there are many reasons for youth unemployment: besides
the general situation on the labour market, one might mention education and training syste ms,
labour market and employment policies, but also the stratification and distribution of
opportunities in society. Dietrich analysed the background of the phenomenon of youth

unemployment in all its economic, social and political aspects (Dietrich, 2012)

Other authors present evidence that unemployment or non -employment in early working
|l ife indeed has a scarring effect on individual sd subs
(2001) distinguishes between three scarring mechanisms: precluding accumulati on of work

experience and deterioration of general skills; negative signalling effects on future earnings
and impeded future work transitions; and social network losses.

Authors, Mroz and Savage (2006), examined the long -term effects of youth unemployment
on later labour market outcomes. Involuntary unemployment may vyield suboptimal
investments in human capital in the short run.

Many authors, writing about youth unemployment, mention connection between
unemployment and education, experience, future possibi lities and social exclusion from the
society and labour market.

Young people undergoing such a trajectory accumulate little experience of job search and
do not develop a clear picture of what kind of job and/or what income they should be aiming
for. Furthe rmore, young people tend to have fewer resources than older workers and in some
countries a strong financial attachment to the family, which means that they are less mobile
(Martin, 2009).

Kieselbach and other authors theoretically distinguish six dimensio ns of social exclusion
(labour market exclusion, economic exclusion, institutional exclusion, exclusion through social
isolation, cultural exclusion and spatial exclusion). Kieselbach and others conclude their main

project findings as follows: the fact th at a young person is unemployed seems in itself not to
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be a sufficient predictor of the risk of social exclusion T long -term unemployment cannot even
necessarily be equated with exclusion from t he labour market (Kieselbach et al., 2001).

Author Room (1995)  mentioned civic integration and political participation, social protection,
integration in the welfare state and interpersonal integration in family and community
systems, besides integration in the labour market as core components of social exclusion.

Paugam (1995, 1996) and Walker (1995) shifted the focus from a static observation of the

situation to a dynamic perspective with regard to the occurrence and maintenance of poverty

from an individual or household perspective. Integrating both streams of rese arch, Berghman
(1995, 1997) enlarged the concept of social exclusion, expressing both a theoretical shift from

the perspective of financial deprivation, resulting especially from long -term unemployment,
towards non -financial aspects of life, such as social isolation from a multi  -dimensional
perspective and a shift from the static viewpoint associated with poverty to the process -
oriented framework characteristic of social exclusion.

Expl aining differences in youthsd& tr ansintoiaccaunt,i
first, demographic developments and economic growth, and second, the interplay between
these dynamics and long -standing institutional patterns, in particular regulatory provisions
influencing the supply of flexible or permanent jobs as well as education and training policies
(Biavaschi, et. al., 2013)

According to the World Development Report 2013, there are determined the main
recommendations for youth successful inc lusion into the labour market. As the first
recommendation, the possibility to bring academic education closer to the private sector is
mentioned . In countries with high shares of university graduates with major difficulties in
finding adequate jobs a major option is to make academic training more labo ur market -
oriented, incorpora ting internships with employers into academic curricula so that some
experience with current work practices in the private sector can be acquired. Governments
responsible for funding academic education can require public universities to modify academic

curricula accordingly (Biavaschi, et. al., 2013). Also, that kind of recommendation will be

usef ul to realise in Latvi a, because then intell
will be built, and it will develop the employability and productivit y of young people.
The second recommendation suggests to stimulate the creation of formal and sustainable

jobs. In countries where high shares of informal employment form a major barrier to upward
mobility and economic progress, policies should be designed to create more enterprises in the
formal sector which offer formal jobs. This can be addressed by economic policy reforms such

as the abolition of bureaucratic business registration procedures, tax reforms, stimulating

investment in the private sector and creation of formal companies start -up support (Biavaschi,
et al., 2013).

The authors combine findings from different authors who research youth long -term
unemployment with that the youth long -term unemployment are affected by social factors

such as socia | inclusion and exclusion, financial situation, level of education and career
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possibilities. The authors consider that youth long

successful inclusion into society and labour market trends.

2. Expert opinions o f

market

yout hds

opportunities

-term unemployment is directly relevant with

for i

To understand the situation of youth employability from the entrepreneurs and executives

of state institutions, the authors made interviews with 10 experts from different sectors. There

were formulated 7 questions for each of expert. Table 1 demonstrates the information

provided by the respondents. In the paper, entrepreneurs and representatives of institutions

ti

are mentioned as experts. They were selected in a random way, focusing on enter prises and
institutions which positioned themselves in rural areas or had a direct link with activity in rural
areas.
Table 1
I nformation of the experts from Latvni=Eps ci
No. Enterprise/ Sector Number of City/ Rural
Institution Employees area
1. SIA Market and social 8 Riga
researches
2. The municipal authority Pre-school 26 Jumprava,
- kindergarten education Lielvarde
municipality
3. SIA Auto parts retalil 2 Lielvarde
4. SIA Retail business 4 Lielvarde
5. SIA Construction 85 Jelgava
industry
6. The mun icipal authority - | Tourism 12 Jelgava
tourism centre
7. Country Council Social sector and 105 Jelgava
education
8. Fashion Shop Sewing services 2 Jelgava
9. Repository of local Research 30 Jelgava
history municipality
10. High School Education 35 Skaistkalne,
Vecumnieki
municipality
Sour ce: authorsdé interview results
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Experts were asked to answer the question - How do you assess the opportunity for young
people to qualify for the vacancy in your enterprise/ institution relat ive to other applicants?
(Table 2)

According to Table 2, the authors realise that the candidacy for a vacant position for young
people is evaluated positively, if the person is interested in the vacant position and is
interested to gain experience and to improve the necessary skills, also no less important is the
acquired education. Only one of the experts mentioned that they negatively assessed the
young people without experience in comparison with more experienced applicants. The authors
consider that th e main problem in the labour market of Latvia is low wages for young people
and difficulti es to combine work with studies as well as the relatively high competition in the

labour market

Table 2
How do you assess the opportunity for young people to qualify for the vacancy in
your company / institution relative to other applicants? (Possible more than one
answer) (n=10)
Type of answer Answers, number of

interview respondents

The candidate was positively evaluated for the vacant position 3

regardless of the e  xperience and the level of education

| was given the opportunity to gain experience and to acquire 5

the necessary skills for the execution of the given position

The competitiveness against more experienced applicants was 1

negatively assessed

There was not given an opportunity to acquire the necessary 1

skills for the specific duties of the job

Focus is on the young personds | 1

employ young people with professional education

Focus is only on the employability of the you ng person with 3
higher education level, or the young person who is engaged at the

highest level of studies.

Neutral attitude to the person who is in one of the risk groups 3

of unemployment (for example, ethnicity, age, gender etc.)

Source: a ut kroiewsedults nt

The acquired expert answers were summarised in two parts T the public sector (education,
the social sector, research and tourism) and the private sector (market and social researches,

auto parts retail trade, the construction industry and r etail business).
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The experts from the public sector to the questi ol
that the young people build and accumulate their experience as well as develop a career in
your company [/ institution?0 answered:

1 Positive, because we lack creativity, there is need for young people with
knowledge of technologies.
1  Positive, because the institution has very minimal staff turnover because it is

difficult to find work in our small rural district. Any young person who really wants to

work is trying to show themselves of the right side because once a year, for the

technical staff among employees, a work quality evaluation is conducted.

1  The training would be certainly supported, such as graduate studies. The young

people need to stay in Latvia, work in Latvia, we need to pay attention to find out how

to attract them.

Repeatedly, the answer to the above -mentioned question of the representatives of the
national authorities voiced a short - positive value. Entrepreneur answers to the above -
mentione d question were as follows:

I Attitude is positive; the young persons should have an opportunity to prove
themselves.
1  Isupportit, because of need for new change.

All of the experts were asked to mention the most important criteria by which the
enterprise/ institution is considering the young person's adequacy to the vacancy:

How much the young person knows about the enterp rise where he/she wants to work:
willingness to work, initiative; a ppropriate ed ucation; ¢ ommunicativ eness, inclusion into the
team; t he desire to acquire new knowledge; creativity; technological knowledge; openness for
creative ideas;t olerance against the colleagues; q uality of wor k (competence, delivery times);
discipline; | oyalty; diligence.

Replies to this question from the representat ives from both national authorities and the

private sector were equivalent.

Broader discussions rise a question: A What i s your &
young person with education | ower than professional ?0
The experts from the public sector co nsider that:
1 Ifitis possible to make a choice i we will give preference to young people with

education in tourism because without education it only can be auxiliary work for a
short -term;
1  We do not accept and do not have a suitable vacancy for young peop le without
education;
91  If higher education is not required in the job description and young people are
diligent, conscientious, positive and willing to work, the attitude is positive.

The experts from the private sector think that:
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1  The young person should |  earn, because in the future without education it will
not be possible to find well paid work;

1 In our professions, everything is possible to learn in practice, because the
company has a strong experienced staff composition;

1 It will be difficult to offer som ething if a person has not chosen the field of
education yet; it depends on the personality.

The answers from some experts were equivalent to other expert answers and therefore only
the key answers were identified.

Answers from both sectors to the question : AWhat is your attitude toward
of a young person who is studying at the highest level of studies currently and has not yet
acquired higher education?0 are as foll ows:

1  If the young individual has skills and wants to study, then there is no objection;

1  If the young individual has no skills and talent, this candidate does not fit for us;

1  Currently, two young women are working in our institution, who continue to
study for higher education; they are supported T if it is necessary to take a vacati on for
their studies;

1  Positive, one can start to work;

1  We engaged young people if they are studying in the relevant field;

All of the experts answered positively to the question if there would be possibility for young
persons if they could prove themselves as motivated to success, to be promoted, to the
gradual rise in wages, to the development of individual abilities and skills in the relevant
sectors within the framework of their profession.

In order to identify the views of experts on youth labour marke t opportunities, the experts
were asked to mention the most important measures for state institutions to stabilise the
youth labour market situation. The experts mentioned the following opportunities:

9  Alignment of the education system;
Tax preferences for  employers;
Tax preferences for young people who are studying or having social instability;
Various support measures for those who employ young people;
A special grant programme for jobs;
Additional bonuses for employers;

Mentor programme;

=A =4 =4 -4 4 -4 -4

Grants for entrep  reneurs who employ vocational high school students;

1  For vocational students who are studying at government -financed study places,
a certain period to work in this country needs to be set;

1  Placements for practical training;

1  Student entrepreneurship with pos sibilities to learn practices;

T Countryds growt h.
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The authors wanted to particularly accent and totall\
above -mentioned question because it showed the main Latvian labour market trend in all the
regions of Latvia. An entrepreneur from Riga, who worked on market and social studies,
considered that there is no single measure particularly for the youth labour market; if there
are common problems in the labour market, it also refers to the young people.
An expert from the t  ourism sphere thought that there was a huge amount of work in her
institution, there should be more people. If tax preferences were imposed for the young
people, they would employ more young people.
In general, the expert opi ni owiewooyoldth unemploymantabar Di et r i
problem regulated by employment policies, for example, tax incentives for employers who

employ young people.

Conclusions

1 The youth long term unemployment is affected by the economic and demographic
growth, and the interact  ion between them. Also, it is significant to get education and
experience that are the <cruci al el ements to | ink
needs. Bringing studies in professional schools and universities closer to the needs of
labour market can he  Ip young people to get a more sustainable job.

1 In general, according to the expert answers to the questions, there are positive
attitudes for employing the young people if these persons are accurate, operative,
interested in the industry of the enterprise, want to study in that field and get
experience from their colleagues.

1 One of the most important measures for increasing the demand for young people in the
labour market is to reduce taxes for entrepreneurs when they are employing young
people, especially those who are studying.

1 According to the interview results, most of the entrepreneurs are positively disposed
that young people are studying at the highest level of studies, especially in the same
field as the institution or enterprise.

1 An employer focuse s on the young people attitude to do job responsibilities and
opportunity to combine work with studies.

1 An overall evaluation reveals that the youth long -term unemployment is substantially
affected by the national economic situation in rural areas, the low demand in the labour
market and the demographic characteristics of population, which in general significantly

affects the whole community of employers.
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Abstract:  The aim of the paper  was to determine the spending limits for each category of
activities that would allow carrying out the tasks in an orderly manner. The multiannual
financial framework has been worked out f or the years 1988 -2020. The first prospect covered
five years, four consecutive frames covered seven years. The EU budget changes occurred in
proportion as the member states were coming and changed the priorities set for the

Community . The EU budget was fo rmed on the basis of 1% of gross national income for all

member states. The budget for the ye ars 1988 -1992 amounted for 243. 8 billion euro taking
commitment appropriations into account. However, the present financial prospect (2014 -2020)
increased commitme  nt appropriations to 1025, O billion euro . As for the share of the Common
Agricultural Policy in the EU budget it has dropped f rom 60, 5% in 1988 T 1992 to 45. 7% in
2000 -2006 and up to 37.4% in the recent financial framework (2014 -2020).

Key words: multi -annual financial framework, the Common Agricultural Policy , budget,

financial instruments.

JEL code: Q18

Introduction

From the historical point of view the Common Agricultural Policy (CAP) is one of the oldest
policies within the European Community (1958 ). Over the years, this policy has undergone a
significant evolution, changing objectives and instruments of action and at the same time
making a significant contribution to the development of agriculture and rural areas (Gorton,
M., Davidova, S., 2004 ). This agricultural policy was aimed to the dominant areas of the
Member States and it has become a contributing factor of the deepening of the European
integration (Oskam, Meester G., Silvis H., 2010 ). It is also an extremely costly policy, first
being a sig nificant part of the EEC budget and then of the EU budget (Latruffe L., Davidova S.,

Balcombe K., 2008 ). The most important assumption was recognition of the idea that

* Corresponding author.  Bartosz Mickiewicz. Tel.: +48 9144 96980; fax: +48 9144 96980.
E-mail address: Bartosz .Mic kiewicz@zut.edu.pl
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agriculture is a special sphere, both economically and socially, primarily because of th e diverse
natural conditions and different production structures (Sarris A.H., Doucha T., Mathijs E.,
1999 ). The CAP objectives formulated from the beginning assumed increasing of the
agricultural productivity, while ensuring the safety of the food supply (Swinnen J.F.M., 2001 ).
Secondly, it was expected that the food will be delivered to consumers at affordable prices,

which will stabilize the market, and on the other hand, will provide an appropriate standard of

living for the rural population. The implem entation of these objectives was based on the three
guiding principles, namely: 1. market uniformity, 2. Community  preferences 3. financial
solidarity (Rol jeci il S., Gruil )BAfterthsimitial periodRof sugportl ¢f the

agricultural productivity growth, there appeared surpluses, which had to be removed from the
market and used. Through successive reforms a European model of agriculture was d eveloped,
the essence of which was to reconcile the multifunctionality of agriculture with the process of

reinforcement its competitiveness (The Single Payment, 201  0).

The material, purpose and scope of the research

The Multiannual Financial Framework ( MFF) was introduced first on the basis of the Treaty
establishing the EEC (1958), then on the Treaty on functioning of the European Union (1993),
and now on the Treaty of Lisbon (2007). Under the Treaty of Lisbon, the multiannual financial
framework change d from the inter -institutional agreement to the binding legal instrument.
According to the decisions taken on the MFF, the Community funding was firstly fixed for a
period of at least five years, after that for a period of 7 years. The Multiannual Financia I

Framework was defined in the regulations adopted by the Council and the Commission, which

were later authorized by the European Parliament. For financial prospects the long -term and
annual amounts (ceilings) on EU expenditures on the whole and for the ma in categories of
expenses (headings) were fixed (Mickiewicz B, Prus P ., 2014).

The aim of the paper was to determine the spending limits for each category of activities
that would allow carrying out the tasks in an orderly manner and present five financ ial
frameworks of the European Union CAP from historical and future points of view . In addition,
the MFF had to provide a predictable flow of funds for the implementation of long -term
priorities set by the Community as well as the liquidity of the annual b udgetary procedure.
Appropriations for payment were determined by the amount of spending in a particular
financial year, incurred to meet the budgetary commitments. The difference between
commitment and payment appropriations arose from the fact that the commitments to long -
term programmes and projects were generally recorded in the year in which it was decided to
grant them but they were later paid as a programme or project had been implemented. The
aim of the study was to present the evolution in the cre ation of the European Union's financial
framework, with particular emphasis on spending for activities related to the Common
Agricultural Policy . When analyzing the framework it should be noted that in every period a

different term was used to specify the Common Agricultural Policy , as, for example, the
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agricultural guidance, the natural resource management and conservation, and recently the
sustained growth, or natural resources. These changes resulted from approaches to
programming concepts developed in t he Community and putting other accents on a gi ven
activity.

The main research method was analyses of financial and statistical materials from the
European Union ( EU general budget internal materials and presentation for selected years).
The study cover s a period of 1988 -2020, which contains a single 5 -year outlook and four 7 -
year outlooks. The study is based mainly on the European legislation, which presents the
accurate data on the category of activities, the amount of the annual ceilings for commitmen t

and payment appropriations for each financial outlook.

The first EU financial prospect for 1988 -1992
The first financial prospect covered the five -year programming period, from 1988 to 1992.
The first long -term financial framework including regulation S on cooperation and budgetary

discipline was adopted in 1988. The primary objective of the framework was to increase
expenses, which were linked to the projected growth of income within the EC financial system

reform as well as to changes in their structu res. A further aim was to increase the social and
economic cohesion of the EC. In the context of the given prospect it was also assumed to

increase the budgetary discipline, to maintain control over expenditure growth, in particular

over the Common Agricul tural Policy (CAP) as well as linking the amount of the Member
States' contributions to the budget of the EC with the level of their wealth. In the analyzed

period of 1988 -1992 12 countries belonged to the Community . The below mentioned countries
joined th e six founding members of the Community , accordingly: three countries (Denmark,
Ireland and Great Britain) in 1973, one country (Greece) in 1981 and two countries (Spain and

Portugal) in 1986. It is considered that during this period the EEC budget ranged annually from
43.8 billion to 50.1 billion euro . According to the Delors package | with the necessary changes
in the own resources ceiling were also adopted. In the period of the first financial prospect it

was assumed that in order to achieve the objecti ves the Community would require a gradual
increase in the EU budget from 1.15% of GDP in 1988 to 1.20% of GDP in 1992. In this budget

a particular role in formation of the CAP was played by the then active European Agriculture

Guidance and Guarantee Fund, to which 142.2 billion euro or 60.5% of the total expenditure

was allocated.
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Table 1.

The multiannual financial framework for 1988 -1992 (in millions of euro )
Specification 1988 1989 1990 1991 1992 Total Per cent
European Agricuiture Guidance 27500 | 27700 | 28400 | 29000 | 29600 | 142200 605
and G uarantee Fund
Structural operations 7790 9200 10600 12100 13450 53140 22.6
Actions with the multi - -annual | ;57 1650 1900 2150 2400 9310 39
allocations
Other actions 2103 2385 2500 2700 2800 12488 53

Repayments and

- . 5700 4950 4500 4000 3550 22700 9.5
administration
Monetary reserve 1000 1000 1000 1000 1000 5000 0.1
Commitment appropriations 45303 45885 48900 50950 52800 243838 101.9
Total payments 43779 45300 46900 48900 50100 234979 100.0
Source: General bud get of the EEC for 1988 -1992

Prior to the adoption of the multiannual financial framework, there appeared adverse
phenomena which impeded the continuation of the existing rules of the Common Agricultural
Policy . Inthe 1970s and 1980s countries of the ~ Community became self -sufficient in terms of
food supply and the agrarian structure and farmers' incomes improved significantly. However,
the cost of this increase was serious, because it generated an excessive increase of expenses
for the CAP. There was a surplus of food, a substantial increase in prices of agricultural
products for consumers as well as environmental degradation linked with the intensification of
agricultural production.

Therefore, it was necessary to reform the CAP by partially limitin g the intensity of
agricultural production. The regulations for the CAP set the upper limit of expenditure on the
organization of agricultural markets, introduced the principle of automatic price reduction after
exceeding the ceiling as well as the program me for elimination of agricultural land from
production. These targeted changes in the CAP led also to a reduction of the budget costs of
the CAP and to its acceptance on the international scene in the context of the agricultural
negotiations in the Urugua vy Round of GATT in 1986. However, these difficulties caused
persistent di sparities i n f a98dewer @lready ltald loveesthan thea t i

incomes received in non  -agricultural sectors of the economy.

The second EU financial framework for 199 3-1999

The framework for 1993 -1999 launched 7 -year programming periods in the European
Community , which are up to date. In considering this prospect it should be taken into account
that in 1992 the Maastricht Treaty establishing the European Union was s igned. The so -called
fourth EU enlargement took place in 1995 when Austria, Finland and Sweden joined the
Community . By this the number of the new EU Member Countries increased from 12 to 15 in
1995. The concepts, on which the new financial frameworks were based, were set out in the
next reform package, referred t o asllpackage. Asenlthe casedokthe first financial
prospect, also in this case it was considered necessary to further increase spending on

economic and social cohesion of the Commu nity (Russell, 2012 ). Within this package, the
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Commission presented proposals including the need for further changes in the EU budget.
Among the new trends the inter

a new procedure for cooperatio

-institutional agreement should be mentioned, which included

n between the Commission, the Council and the European

Parliament in the budgetary process. The so -called oO6trialogueo shoul
important measures. It meant that before making a decision regarding the general budget
priorities as well befor e the presentation of the budget by the Commission, the common
position should be worked out. It was assumed that the EU budget cannot exceed 1.24% of
the Gross National Income (GNI) of the Member States, which in fact fluctuated around 1%.
Such a percenta ge each Member State paid to the general budget of the EU.
Table 2.
Multiannual Financial Framework for 1993 -1999 (in millions of euro
Specification 1993 1994 1995 1996 1997 1998 1999 Total CZirt
Agricultural guidance 35230 | 35095 | 35722 | 36364 | 37023 | 37697 | 38389 255520 50.5
Structural measures 21277 | 21885 | 23480 | 24990 | 26526 | 28240 | 30000 176398 34.8
Internal policy 3940 4084 4323 4520 4710 4910 5100 31587 6.2
External policy 3950 4000 4280 4560 4830 5180 5600 32400 6.4
Administrative expenses 3280 3380 3580 3690 3800 3850 3900 25480 5.0
Reserves 1500 1500 1100 1100 1100 1100 1100 8500 1.7
commitment 69177 | 69944 | 72485 | 75224 | 77989 | 80977 | 84089 | 529885 | 104.6
appropriations
Reqired payment 65008 | 67944 | 69150 | 71200 | 74491 | 77249 | 80114 | 506146 | 100.0
appropriations
Source: EU general budget for 1993 -1999

From this prospect the budget for the

amounted to 255.5 billion

reform of the CAP were introduced. Th

agricultural policy, which resulted in increase of surplus production, stagnation of incomes of

agricultural holdings despite increasing expenditures and reducing the number of people

employed in agricul

agriculture. Another aspect of the reform was the shift from market price support to direct

income support. In this way, since 1993, the process of introducing the principles of direct

ture as well

Common Agricultural Policy

was still high and

euro (50.5%), so corrective measures defined as the MacSharry

e MacSharry reform was to change the guidance of the

paym ents started. Among the basic actions of the reform cuts in price subsidies,

mention about  the introduction of area payments linked with the setting aside and the level of

production in the past.

also sought to take into account the social and environmental aspects, so as to enable

sustainable development of rural areas and preserve the environment. In addition, the

Therefore , the proposed reorienting of the

Community support was directed to the development of agro

rural areas. Thanks to these reforms, the market balance improved and the state inventories

decreased. Moreover, the level of employment in agriculture also decreased. The CAP reform
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contributed to the increase in transparency of the aid to farmers, and thus to better control of

the expenditure for this purpose.

The third EU financial framework for 2000 -2006

The size and structure of financial expenditure for 2000 -2006 was formed with a view to the
adoption of the new Member Sta tes and the need for changes in the functioning of the CAP
resulted from the negotiations under the WTO (Agreement, 1999 ). Initially it was planned that
the six new Member States would join the EU as early as 2002. However, after long
negotiations the acce ssion covered 10 countries, and the Accession Treaty was signed in
Athens in 2003 but the actual membership took place on 1 May 2004. The enlargement
process since May and not from the beginning of the year was dictated by the EU budget
shortages, as the f ull financial year began in 2005. The basis for the adoption of the next
financial prospect was a document called "Agenda 2000". The proposals included in it
concerned the reform of the Common Agricultural Policy , the changes in financing the regional

deve lopment as well as the principles of financing the enlargement process of the new Member

States. The separation of pre -accession aid expenditures and reserving expenses for the new
Member States were new elements in the prospect. Expenditures on pre -accession assistance
were set at 23, 6 billion euro while for the extension of the Common Agricultural Policy
(agriculture) it was provided 29, 6 billion euro (EP and the Council Decision, 2003 ).
Table 3.
Multiannual Financial Framework for 2000 -2006 (in millio ns of euro )
Specification 2000 2001 2002 2003 2004 2005 2006 Total Per cent
Agriculture 41738 44530 46587 47378 49305 51439 52618 333595 45.7
Inclucing: direct 37352 | 40035 | 41992 | 42680 | 42769 | 44598 | 45502 | 294928 | 40.4
payments
Accompanying 4385 | 4495 | 4595 | 4698 | 6536 | 6841 | 7116 | 38666 5.3
measures
Structural 32678 | 32720 | 33638 | 33968 | 41035 | 42441 | 44617 | 261097 | 34.7
measures
Internal policy 6031 6272 6558 6796 8722 9012 9385 52776 7.3
External policy 4627 4735 4873 4972 5082 5119 5269 34677 4.9
Pre-accession aid 3174 3240 3328 3386 3455 3472 3566 23621 3.3
Administration 4638 4776 5012 5211 5983 6185 6528 38333 5.1
Reserves 906 916 676 434 442 446 458 4278 0.7
Compensation 0 0 0 0 1410 1305 1074 3789 0.6
commitment 93792 | 97189 | 100672 | 102145 | 115434 | 119419 | 123515 | 752166 | 100.0
appropriations
Payment
L 91322 94730 100078 | 102767 | 111380 | 114060 | 119112 | 733449 102. 3
appropriations
Source: EU general budget for 2000 -2006
From the point of view of the Common Agricultural Policy "Agenda 2000" contained some
important find ings. For the Common Agricultural Policy listed in the framework as "agriculture”
it was provided a total of 333, 6 billion euro or 45.7% of the general commitments, including

40.4% on direct payments. The reform programme called "Agenda 2000" foresaw the
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introduction of quite significant changes to the Common Agricultural Policy , namely enhancing
the competitiveness of agriculture, including the transformation of the organization of
agricultural mar ket s; determination of nts leresuringeghel i ngs 6
multifunctional nature of agriculture, accelerating the development of rural areas, increasing

the safety and quality of food. The Commission concluded that agriculture affected by multiple

crises (BSE) had to be thoroughly reformed was i n order to prepare for the following
enlargement of the Union. During the period of the prospect a very important EU Regulation o f
2003 was worked out. Within this reform a new system of direct support for farmers called

also the single payment scheme was introduced. The single payment scheme replaced the
already existing agricultural systems related to specific sectors. The main objective was to

provide a basic income support to farmers at an appropriately high level. It gave farmers the

freedom of product ion corresponding to the market demand, while respecting the principles of

food safety. The new single payment scheme came into force in 2005.

Fourth financial prospect for 2007 -2013
The financial prospect for 2007 -2013 compared with the previous one ha d another system of
the major expenditures, and it was not a technical difference but the difference of a

fundamental nature, marking a change of priorities in the financing of the Union. The changes

sought to ensure the sustainable economic growth by incr easing the competitiveness of the
economy, ensuring the internal consistency, proper management and protection of natural
resources. A fundamental change in comparison with all the previous financial prospects
involved placing first expenses related to the financing of actions aimed at increasing the
international competitiveness of the EU economy and its regional cohesion, that is, the
reduction of differences in the level of economic development, both among the Member States

and among regions in these cou ntries. At the same time the agriculture related expenses,
which were dominant in the previous prospects, were included in the group expenditure under

the heading "Management of Natural R esources and Their P rotection”, which meant a new look

at agriculture  and the problem of its funding from the Community .
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Table 4.

The multiannual financial framework for 2007 -2013 (in millions of euro )
Specification 2007 | 2008 | 2009 | 2010 | 2011 | 2012 | 2013 | Total C'::]';
Sustainable growth 53979 | 57653 | 61696 | 63555 | 63638 | 66628 | 69621 |436770 | 47.2
Management of

natural resources and 55143 59193 56333 59955 60338 60810 61289 | 413061 | 44.6
their protection

including: market
related expenditure 45759 46217 46679 47146 47617 48093 48574 | 330085 | 35.6

and direct payments

Citizen ship, freedom,
security and justice

1273 1362 1518 1693 1889 2105 2376 12216 1.3

The EL;;nsnzf’"’ba' 6578 | 7002 | 7440 | 7893 | 8430 | 8997 | 9595 | 55935 | 6.0
Administration 7039 | 7380 | 7525 | 7882 | 8334 | 8670 | 9095 | 55925 | 6.0
Compensations 445 207 210 0 0 0 0 862 0.1

Commitment 124457 | 132797 | 134722 | 140078 | 142629 | 147210 | 151976 | 974769 |105.2
appropriations

Apprgg;ﬁéon?: for 122190 | 129681 | 120445 | 134289 | 134263 | 141273 | 143153 | 925294 |100.0

Source: EU general budget for 2007 -2013
From the point of view of the Common Agricultural Policy and access to financial instruments

it should be noted that two more states (Bulgaria and Romania), which were the countries with

highly fragmented agricultural and structural problems, joined the EU in 2007. In support of

the C AP it was provided 413, 1 billion euro or 44, 6% of the total expenditure budget,
including 35.6% on expenses related to the market and area payments. In 2007 functioning of

the Common Agricultural Policy (Health Check), was also reviewed, which resulted f rom the
provisions made in the reform of the Common Agricultural Policy of 2003. As part of this
package, the European Commission was required to assess the functioning of the reformed
agricultural policy of the EU as well as its simplification. As part of these commitments, in 2007
the Commission prepared a report on the cross -compliance. As a result, the separation of

payments from production (decoupling) and a new model for the implementation of the direct

payment system came into use. As for the functio ning of the financial instruments of the CAP,
there was a change in the agricultural funds. Until 2006 the CAP was supported by the
European Agricultural Guidance and Guarantee Fund, and since 2007 the Common Agricultural
Policy has been financed from the  two funds: the European Agricultural Guarantee Fund and

the European Agricultural Fund for Rural Development.

Fifth financial prospect for 2014 -2020

The multiannual financial framework for 2014 -2020 includes a range of new programmes,
which contain the  European policy priorities for the next seven years, such as research and
innovation (Horizon 2020), joint transport links, energy and IT infrastructure in all Member
States (CEF), education (Erasmus +), possibility of getting jobs for young people (youth

employment initiative), the competitiveness of European enterprises (COSME) and a renewed
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Common Agricultural Policy . The new financial framework was developed by the Council
Regulation of 2011 defining the framework for the discussed years. In these guide lines some
principles, including the principle of flexibility, unity and accuracy, the principl e of universality,
balance and other  were introduced (Ordinance, 2011 ). The new MFF was divided into five
categories of expenditure ("headings") for the differen t spheres of the EU activities, namely: 1.
Smart and inclusive growth, 2. S ustainable growth and natural resources, 3. Security and
citizenship, 4.Global Europe, 5. A dministration. A new prospect involves already 28 Member
States, through the adoption of a new country -Croatia. In 2014 -2020 the ceiling for
commitment appropriations amounts to 1,025 billion euro and the ceiling for payment
appropriations amounts to 972 billion euro . In terms of the Common Agricultural Policy it is

envisaged to spend 382.8 bil lion euro (37.4%) by the EU budget, including direct payments of

281.8 billion euro (27.5%).
Table 5.

The multiannual financial framework for 2014 - 2020 (in millions of euro )

Specification 2014 | 2015 | 2016 | 2017 | 2018 | 2019 | 2020 Total C':ii

Smart and
Inclusive Growth
Sustainable growth 57386 | 56527 55702 | 54861 | 53837 | 52829 51784 382926 37.4

including: natural

64696 | 66580 | 68133 | 69956 | 71596 | 73768 76179 490908 47.9

resources and 42244 | 41623 | 41029 | 40420 | 39618 | 38831 38060 281825 27.5
direct payments
Safety and citizens 2532 2571 2609 2648 2687 2726 2763 18536 1.8
Global Europe 9400 9645 9845 9960 10150 | 10380 10620 70000 6.8
Administration 8542 8679 8796 8943 9073 9225 9371 62629 6.1
Commitment
. 142556 | 144002 |145085 |146368 |147344 |148928 | 150718 | 1025001 100. 0
appropriations
Apprsg;rf'eonr:: for | 133851 | 141278 | 135516 | 138396 | 142247 | 142916 | 137994 | 972198 | 98.7
Source: EU general budget for 2014 -2020
Adoption of guidelines relating to the Common Agricultural Policy was preceded by

multilatera |, multi -year and multi -national discussions (panels), which had a consensus
associated with this field of agriculture and rural areas. Adopted positions are stored in the EP

and Council regulations of 2013, which aim to improve the competitiveness of Euro pean
agriculture and food security, together with the simultaneous promotion of high quality

products, protection of the environment and rural development (Ordinance, 2013 ). According
to this proposal the basis of the CAP are to remain direct payments per hectare but the
Commission proposes a number of changes in the system of granting them as well as gradually

aligning their level in all countries of the European Union. Farmers who will meet the so -called
three "green" environmental conditions will be spe cially rewarded. It goes about diversity of
cultures, securing land for grazing and providing 7% of the crop on the ecological
infrastructure. Then farmers can receive payments due in full. Farmers who fail to meet these
terms and conditions will only rece ive 70% of the payments due to them. The Commission

announced equating payments throughout the Union but despite the efforts of the new EU
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countries, it did not propose the same basic rate of subsidies in all countries. Reducing the gap

is to be gradually  implemented until 2018 but even then the subsidies in the EU will not be yet
equal. The EC document casually assumes that equal payments should be a political objective

in the next budget after 2020. (Ordinance, 2013 ).

Concluding remarks

The research re sults demonstrate the multiannual financial framework from the historical
point of view  what was the main purpose of the authors. It must be underlined t he multiannual
financial framework represents a new approach to the budgetary planning prospect. The
general budget expenditures are normally 1% of gross national income of all the EU member
states. But in each framework there occur certain differences between commitment and
payment appropriations. Appropriations for commitments determine the overall cost o f
undertaken commitments for releasing fun ds from the EU budget during a financial year but in
a period longer than one year. The payment appropriations in their turn determine the amount
of expenditures in a particular financial year to cover the liabilit ies incurred from the current
and previous financial years. The difference between commitment and payment appropriations
is due to the fact that the c ommitments to long -term programme  and projects are usually
recorded in the year in which it was decided to grant them but they are paid later, as the
program me or the project is being implemented. In the analyzed period the number of
member states changed from 12 to 28 Member States at the moment. Simultaneously with
this process the level of support generated from the EU budget changed. The heading
commitment appropriations acco unted to 243.8 bilion euro in the years 1988 -1992. In the
current financial framework (2014 -2020) commitment appropriations will be increased to
1025, O billion  euro. Research of multi annual financial framework in relation to the Common
Agricultural Policy indicates the occurrence of permanent and systematic decline in the share
of the CAP in the EU budget with 60, 5% for the years 1988 - 1992, 45.7% in 2000  -2006 and
a drop to 37, 4% in the recent financial prospect (2014  -2020).

I'n authorsd opini on rmong tmeanaltisesat factors tausing thisadecline it
may be mentio ned the fact that agriculture does not need apply intensive production methods
any longer . The nutritio nal needs of the Community have been satisfied, there are surpluses
which can be directed outward, there was observe increase of the farmersa@andi ncome
improvement of the general situation in the rural areas. Currently, the focus is on improving
the envir onment, there is a need for structural changes in agriculture, support for

multifunctional rural development and taking care of the climate and agricultural landscape.

Bibliography

1. Agreement of 6 May 1999 among the European Parliament, the Council and the
Commission on budgetary discipline and improvement of the budgetary procedure.

77



10.

11.

12.

13.

14.

15.

16.

17.

Council Regulation (EC) No 1698/2005 of 20 September 2005 on support for rural
development by the European Agricultural Fund for Rural Development (EAFRD).

Council Regulation ( EC) No 1782/2003 of 29 September 2003 establishing common rules

for direct support schemes under the

Common Agricultural Policy

European Parliament and Council Regulation (EU) No 1305/2013 of 17 December 2013 on
support for rural development by the Europe an
(EAFRD) and repealing Council Regulation (EC) No 1698/2005.

Gorton, M., Davidova, S.

Agricultural Fund for Rural Development

(2004 ). Farm productivity and efficiency in the CEE applicant

countries: a synthesis of results, Agricultural Economics 30.

Latr uffe, L., Davidova, S., Balcombe, K. (2008).
an illustration of a bootstrapping procedure applied to Malmquist indices (in:) Post-
Communist Economies, Vol. 20, No. 4.

Lerman, Z., Csaki , C., Feder , G. (2002).

Productivity change in Polish agriculture:

Land Policies and Evolving Farm structures

in Transition Countries. Policy Research Working Paper 27 94. The World Bank
Development.
Mickiewicz, B., Prus, P. (2014). Analiza porownawcza i nstrumentow wsparcia WPR w

Ramach Wieloletniej Pe
(Comparative analysis o
Perspective 2 014 -2020 in the relationship CAP
Rural Development, no. 4 (34)/2014, Poznan.

rspektywy Finansowej 2014

-2020 w stosunku do WPR 2007 -2013

f support instruments of CAP in frames o f Long -Term Financial

2007 -2014 ). Journal of Agribusiness and

Oskam , A., Meester , G., Silvis , H. (2010). EU policy for agriculture, food and rural areas,

Wageningen.

Regulation of the EP and the COUNCIL REGULATION (EU) No 1307/2013 of 17 December
2013 laying down rules for direct payments to farmers under support schemes wit hin the
Common Agricultural Policy

Roljecic, S., Gruic, B., Saric, R. (2012).

devel opment
enlargement perspective, IERIGZ -PIB, Warszawa.

and rur al ar

Organic agriculture in terms of sustainable

eas?o devel opment . Rur al

Russell P., 2012, The evolution of the multiannual financial framework of the European
Union, BAS Studies, No. 3.

Sarris, A., Doucha, T., Mathijs, E. (1999).

Europe: implications for competitiveness and rural
Agricultural economics 26 (3).

Swinnen , J. (2001).

Agricultural restructuring in central and eastern

development. European Review of

Implications of EU enlargement for Agri -food Markets and Policy,
Materials for the conference Outlook for Agriculture, Agribusiness and the Food Industry in
Central and East ern Europe at Budapest 18th of May 2001, Hungary.

The EP and Council Decision of 19 May 2003 on the adaptation of the financial framework

for enlargement.

The EU Council Regulation of 29 June 2011 laying down the multiannual financial

framework 2014

-2020.

The Single Payment Scheme After 2013: New Approach - New Targets, DG AGRI, Brussels

2010.

78

de



Proceedings of the 2015 International ConfeenE&@ONOMIC SCIENCE FOR RURAL DEVELOPMENT N o
Jelgava, LLU ESAF, 23 -24 April 2015, pp. 79  -88

DEVELOPMENT OF EMPLOYEE INTEGRATION: SHARE OWNERSHIP

PERSPECTIVE
Anzelika Berke  -Berga !, Dr.oec. *; Inna Dovladbekova 1, Dr.oec., Prof. ; Erika Sumilo 2,
Dr.oec., Prof.; and llona Baumane -Vitolina 2, Dr.man.

! Riga Stradins University, Faculty of European Studies

2 University of Latvia, Faculty of Economics and Management

Abstract.  The article examines the relationship between employee share ownership and
employee integration. The authors argue that employee share ownership promotes employee
integration. The goals and benefits of both phenomena match significantly. The authors have
found that distribution of employee share ownership in a country depends on legal ba sis and
taxation. The authorsé qualitative and quantitative s

employee share ownership may improve employee integration.
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Introduction

In this article the authors discuss the impact of employee share ownership (ESO) on their
integration into the work environment. Themapimprdver sé hy
employee integration into the company and work environment when they introduce employee
share ownership schemes. The aim of research is to find out what impact ESO can give on
employee integration. Research tasks are to analyse literature about the issues mentioned
above as well as test the hypothesis on empirical basis.
The term employee integration i s explained as fAthe process of assi
the work environment, the adaption to the work demands and to the collective behavio ur in
which he or she will work the accommodation and the suitability of his or her personality to the
groupo (Florea N., 2014). The positive results of empl

satisfaction, clarity of e mp | dighemeofivationr undlesstanding than ent er p

* Corresponding author. Tel.: + 37129408802 ;fax:+ 37167409185
E-mail address : Anzelika.Berke -Berga@rsu.lv
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organizational culture, high implication and high performances as well as internalized values of
organization (Florea N., 2014).
The authors deem that employee integration is very much related to their sense of

belongi ng to an enterprise. Thereby it is possible interconnect employee integration with

psychological ownership . Psychol ogi cal ownership is interpreted
attach the individual to objects (material or immaterial in nature), manifesting itself in such
expressions as fAmyo and fAmineoco (Pierce J., 2011) . Tt
form of psychological ownership is collective psychological ownership as a group -level
phenomenon. It is explained as a collectively held sense (or feel ing) that a target of ownership

is collectively fAourso (Pierce J., 2011) . The sense o

work performance.

Psychological ownership theory is much about sense of ownership which is the same for

employee share ownership it is used to dApr od-ownerdin énmpleyeesamgls o f co
acting them like the owners or at least link goals of both parties. Employee share ownership is
explained as fiparticipation of employees in r edeirsdtsri bu

company with getting the company's shares or their derivatives, in order to increase employee
motivation and prodBengai Ay BaBke Landau expl ains |
employee financial participation that confers on employees the right t 0 share wealth of the
company and, in theory, the right to exercise some de
(Landau 1., 2007).
The above mentioned linkage of goals and aligning interests of both employees and owners
of companies is much discussed in p rincipal T agent theory (or agency theory). According to
the principal - agent theory, one of the main tasks of management and employees is to
organize the work of the company respecting shareholders' interests. The possible solution to
the problem of inte r e st respect mi ght be tying employeesd and
both sides have a common goal. This can be achieved through the ESO - providing employee
shares, stock options or a combination of these as components of employee compensation. It

cah help the enterprise break down the Athemdo and Auso

Benefits of employee share ownership and employee integration

There are other benefits from the ESO discussed in literature. the ESO can be used in a
company to achieve several objectives - motivating employees , increasing productivity,
improving the  stability of work environment , continuity inthe company, compl i ance of ow
interests etc. Therefore, employee motivation , productivity and stability improvements

increase the company's compet itiveness both domestically and internationally . the ESO can be
used as an element of corporate financing . the ESO can improve the company's level of
financial performance. In exceptional cases, it may even be a solution for corporate

restructuring case.
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Motivation of employees  with ESO models is along -term remuneration method . ESO models
can motivate employees to focus on the long -term strategic goals. Long-term remuneration
methods establish and maintain long -term incentives , because the employees get the right to
use the shares at the end of the ESO period. One of the often reasons why business owners
agree to introduce a ESO scheme, is possible improvement of productivity level of employees.

It might result as performance of production quantity or quali ty, service, changes in staff
attitude towards  the employer (company ) and its customers and partners as well as greater
effectiveness of professional development activities etc. Although, one has to avoid thinking it

is a miraculous tool. Employee attitude change in ESO model depends on how the company is
structured and how it is controlled . Attitude of the staff after introduction of ESO model may

change if prerequisites are fulfilled:

1) the amount of stocks granted to employees is sufficient for employees ( McHugh P.,
2005);

2) the companyds internal cul t ur e -dweerspRendletonpA.,o0y e e s
1995);

3) a common understanding of the business and shared objectives and availability of
the information needed (Rosen C., 2005);

4) level of employee influenc e in decision (operational, not strategic level) making
(Klein K., 1987);

The attitude of employees after implementation of the ESO model most probably  will
not change at once, immediately . Many companies plan promotional activities in order to
develop thi s attitude. The attitude change depends on the total value of shares granted . It also
depends on employee education level that helps them understand the nature of participation
and ownership.

There may be situations when giving shares to employees may not be enough incentive
to work harder if the employee believes that profits are more dependent on  other factors (e.g.
management decisions ). Thereby e mployees may take risks over which they have no control
options. In this situation, it is important whether the employee shares are with or without
voting rights.  All the model effectiveness and meaning may depend of this factor . The
possibility that the ESO model will contribute to higher levels of  productivity , depends on its
types and conditions.

The economic benefit from ESO to the company also depends of cost savings to the
company at the expense of  excessive staff turnover . In other words , the more loyal employees
of the company are the less money and time is spent on the attraction and training of new
empl oyees. Use of ESO models may encourage employees to stay longer in  the company and
attract new employees.

In countries where ESO models are very common , tax incentives are  a contributing
factor in prevalence of these models . Watching the national statistic s on the number of

enterprises  that introduced ESO models, the sharp increase is usually observed after
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significant changes to  legislation in favour of ESO. However, the tax  bonus should be seen as
an additional benefit and it should not be the main reason for the introduction of ESO. the ESO
model can be successful also if the country does not have any tax benefits for it . Thus the
main determinants of the effectiveness of the ESO model is the amount and the value of
shares granted, company's internal culture and employee awareness of the company's

business and financial results.

An important factor in the implementation of ESO is educating employees about it . For
ensuring effective communication with employees they have to get a clear understanding of
the company's target, processes in the ESO model , time limits and  duties to be performed . The

way how employees perceive and appreciate the ESO model depends on communication
(Berke -Berga A., 2013)
In Table 1 the authors have matched the benefits of ESO and employee integration. it is

seen that the ESO contribution to these goals is rather significant.

Table 1
Benefit comparison of employee integration and ESO
Employee integration Employee share ownership
Emp | oy e ¢- High motivation - Improvement  of motivation
benefits - Work satisfaction - Social and emotional benefits:
- Internalized values of 1 security of job stability
organization 1 decision -making rights
- High implication f owner 6s status
-Clarity of empl - Psychological ownership
in the enterprise
- Interesti nthe
organizational culture
- Financial benefit
Empl oy e - High performance level - Employee motivation
benefits - Productivity improvement
- Work environment stabilization
- Continuity of the company
-Respectinginerestser 6 s
- Improvement of competitiveness
- Reduction of tax burden (if tax benefits are
provided)
Source: Aut horsod interpretation
Employee share ownership in Latvia
Current ESO experience in Latvia is associated with the privatization period, when the
shares of state property (real estate and companies) were mass -transferred to the people
through the privatization vouchers. Some features of ESO developed during the privatization
process. But it was largely ineffective because the companies did not care about the so -called
ownership culture (or as the authors say here I psychological ownership) - employees were
not considered to be the owners and definitely were not promoted to feel that way. So, it can
be said that managers of these enterprises did not ¢ are about employee integration. In many

places of business ownership transition from staff to management, the value of shares was
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reduced for several reasons - inflation, failure to pay dividends, in some cases, the so -called

share value "dilution" by incr easing the number of shares in additional issue (Lowitzch J.,

2006). Consequently, the management of the companies was particularly advantageous to buy

shares at a low price from the employees, who were in financial difficulties. Thus in companies

whose sh ares were granted to employees, the management has often used their position

selfishly. The regulation (after implementation of restrictions in 1994) has not changed much.

The authors will reveal the consequences and existing ESO (if it can be called so) i n Latvia.
Privatization of state  -owned enterprises is expected to create a shift in their objectives from

those determined by political and social criteria to those aimed at shareholder welfare and

profit maximization. The relationship between privatizati on and t he enterprise

environment and employee attitudes and behaviour has received less attention that the impact
of privatization on enterprise performance (McCarthy D., 2010).

ESO is not widespread in Latvia today. There is lack of legal framewo rk of the different
forms of employee financial participation, and the existing tax provisions discourage
entrepreneurs to use ESO. There is special regulation only for employee shares. In tax laws
personnel securities are not distinguished or included in the wage, so that they are applicable
to these taxes: personal income, corporate income, income from capital gains tax and social
insurance contributions. It is not possible to apply the equivalent tax advantages for ESO
compared to the ones existing for | ife insurance savings or private pension funds.
Consequently, the entrepreneurs use ESO very rarely, they prefer the other above mentioned
bonuses because they are easier to be administered and they are tax -advantageous. But these
bonuses do not give emplo  yees ownership and voting rights. For the development of ESO in
Latvia there have been discussions between the government of Latvia and the social partners
(empl oyersdé6 representatives, trade unions) but t he

period ".

Research methods

To determine the influence of ESO on employee behaviour and sense of ownership at work
the authors use data from two studies of employees and employers of joint stock companies in
Latvia. The data are used to discover whether employers may improve employee integration
into the company and work environment when they introduce ESO schemes.

The data from qualitative study are used to find out what kind of ESO exists in Latvian
companies and what are the consequences of privatization. The study included nine experts
representing different sectors from large (n=5) and medium (n=4) enterprises. The
participants were leading HR managers. The research method was semi -structured interviews.

The data from quantitative study are used to determine the | ink between ESO and employee
integration. The general set of this study consists of employees of large and medium -sized

joint -stock companies, because the shape and size of the business is directly related to the

* See more in: Ber ke-Berga, A. (2013)
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share purchase opportunities to these emplo yees. The size of study general set is 61 095
employees. The sample size of the study is 610 employees from 19 large and 42 medium -sized
joint -stock companies. The survey was conducted using electronic means and capabilities as

well as paper questionnaires . The total number of completed questionnaires was 614, 140 of

them in paper and 474 in electronic form. The research data were collected during the period

from 1 August 2012 to 31 October 2012. The study data were processed by the following

programs: SPSS 16.0 and Microsoft Excel 2010.

Research results and discussion

It should be noted that the reason of mass privatization was ownership change, rather than
the employee share ownership or facilitating and increasing the impact of their involvement, or
impr ovement of the labour effectiveness (Karnite R., 2007). Privatization was a deal between
the state and the holders of privatization certificates rather than employee compensation for
the results achieved. Consequently, the process of privatization, giving shares of enterprises to
their staff cannot be regarded as an employee share ownership for the following reasons:

1) urgent need and necessity for the government to move from a centralized, planned
economy to a decentralized market economy by transferring state -owned enterprises in whole
or in part, in the hands of private owners;

2) the market value of the companies was mostly not to be determined due to rapid
inflation and the lack of assessment methods. ESO did not work as it normally does when
company s hares are granted to employees, and they strive to increase their value;

3) many of the public enterprises under privatization were insolvent. The authors cannot
consider serious employee share ownership in business from what they were not paid wages
and t axes;

4) the main objective of the state regarding privatization of companies was attracting
strategic investors who would be able to restore companies, restructure them and invest for
further development of these companies (Berke -Berga A., 2013).

In the g ualitative survey the authors analysed the work environment and shareholders with
an emphasis on employee sharehol dings and/ or compani e
with the hierarchy in companies involved in survey, the authors found that in almost a Il large
enterprises it is vertical, in medium companies T horizontal. Internal communication methods
in companies are quite different. In some places they use traditional forms of communication -
meeting with management, meetings, reports etc. There are ¢ ompanies that mostly use
electronic communication like e -malil, intranet, blogs etc. The interviewees reported two main
problems regarding employees - the aging of personnel and attracting qualified specialists
problem. Some experts noted that they would li ke to improve their employee incentive system
accommodating them more to the needs of individual employees, by diversifying bonuses.

There are such financial bonuses as health insurance and premium awards mostly available

in the enterprises. Production co mpanies have separate bonuses for employees who are
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developing new products. Only two companies have long -term savings programme with tax

incentives 1 private pension savings for executives (E1, E7).
Several experts noted the problem that higher education institutions either poorly prepare
students for the work in an enterprise. The enterprises face difficulties in both attracting new
and retaining existing staff. Many companies are faced with competition in employee retention
from micro -enterprises, becau se they are in a better position from tax regulatory framework.
Several experts told that they wanted to improve employee motivation system so that all the
employees would be motivated with diverse bonuses that they assume as motivating.

The authors have s ummarized company's shareholders characteristics of expert companies
in Table 2 which shows the size, activity, estimated number of the shareholders, enterprise
listing on a stock exchange, I and employee shareholdings, nationality of the shareholders and

their legal status.

Table 2
Description of the survey companies and their shareholders
Ex- | Size of The company's SE or Numbe Employees - | Natio - | Legal
per | the main activity oTC” r of shareholder nality status A
t compan owners s
y
E1l SE 5 large yes variou I, L
Manufacturing of + s
Large S L
medic ines minority
owners
E2 Elevator oTC 1 no foreign | L
Medium construction and
maintenance
E3 Wholesale and oTC <10 no local I
Large .
retail trade persons
E4 oTC 1 large yes vari ou I, L
(>90%) s
Medium Food production +
minority
owners
E5 Household goods oTC Around yes variou I, L
Large :
production 500 s
E6 . Retail trade of oTC <100 yes local I, L
Medium .
agricultural goods persons
E7 Large IT service OoTC 1 no foreign | L
E8 Large Financial Services SE minority yes varou hL
owners s
E9 Telecommunicatio SE 5 large yes variou I, L
. ) + s
Medium n equipment L
minority
manufacturer
owners

The experts admitted that many employees who acquired shares during privatization

(mostly from 1992 - 1994), sold them soon after obtaining for a very low price. However,

f Stock Exchange (SE) based or over -the -counter (OTC) company
A17 individual, L1 legal person
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there were also those who understood the nature of ownership of shares, and saw their
potential for the future. Many of these employees have already retired and continue to hold
the shares (E1, E5). Others sold them or transferred by i nheritance. There are also employees,
who continue to hold the shares or sell them if they receive an attractive offer. Employees
from companies listed on the stock exchange use to buy shares either on their own initiative or
encouraged by the employer.

In two thirds of survey enterprises employees own shares. Three of the companies are
listed on the stock exchange, where everyone, including the staff, is free to buy shares. Only
one company where employees had shares the ownership is not a motivating facto r, rather the
contrary. This is due to a decrease in value of shares (E4).

In some companies owners are senior management members, for example, E8 and E9. One
of the companies (E5) is owned by the majority of employees and the management. The
employees of the existing model are highly satisfied. In addition, the company's major
shareholders have the position that the shares are not traded to foreign or outside investors.
Only those that are directly associated with the company may purchase shares.

In the qu antitative survey the authors tried to find out whether there is linkage between
share ownership (or potential share ownership) and employee integration in sense of
psychological ownership. Therefore, the authors asked the respondents about their work
sati sfaction, motivating factors, attitude towards share ownership, purchase of shares and, of
course, sense of ownership as existing or possible shareholders.

Looking at the frequency chart that displays work satisfaction (Table 3), one can conclude
that mos t of employees are satisfied with their work. Although, more than one third see space

for improvement.

Table 3
Level of work satisfaction
N =614 Frequency Percent Valid Cumulative
Percent Percent
Highly satisfied 168 27.4 27.4 27.4
Satisfied 154 25.1 25.1 524
Mostly satisfied (space for 228 37.1 37.1 89.6
improvement
Not satisfied 43 7.0 7.0 96.6
Dissatisfied, want to quit 21 34 3.4 100.0
Total 614 100.0 100.0
Correlations between work satisfaction and share ownership were not significant. The
authors tested the | ink between share ownership -and se
square test. H o was that there is no statistically significant difference between employee share
ownership and sense of ownership . As tJalee wps 31.906 (S ig. 0.010), the authors reject

the null hypothesis. The cross table (Table 4) reveals the linkage between the two measures.
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Desire to buy shares and psychological ownership

Table 4

Willing to buy shares from existing owners Total
Yes Most Depends No Never
probably on share
price

Share Disagree 22 14 12 65
ownership as Partly 23 13 7 52
motivator for disagree
psychological Neutral 6 40 36 | 30 8 | 120
ownership

Partly agree 19 91 69 27 12 218

Agree 29 60 43 20 7 159
Total 69 236 175 96 38 614

The authors got rather similar results when testing relation between employee share

ownership and interest about the company or wi s h
improvement. The authors conclude that employee share ownership may contribu te to

i nfl

uence

work environment.

empl oyeesbd

attitude

Conclusions, proposals, recommendations

By this research the authors tested linkage between employee share ownership and

employee integration

1)

t owar ds

t he

group level which may cause the best results in employee motivation and productivity;

2)

in form of development of psychological ownership. The main points are:

literature analysis reveals stages of psychological ownership: from individual level to

share ownership. It was found that many of them match, e.g. motivation, work

sati

as well as one of

3)

employees. They did two studies i
directors from large and medium |

study 1

sfacti

on

, respecting

the most important

one qualitative i

v al

oint stock companies; and the second

ues

of

i higher productivity level of employees;

company

the author s also compare theoretical benefits of employee integration and employee
organi zati on
for the empirical analysis the authors researched Latvian companies and their

expert interviews with nine HR

T quantitative

survey from 614 employees from large and medium joint stock companies in

different industries;

4)

exploring the ESO environment in Latvia the authors discovered that the national

concept of the ESO m odel has not been developed yet. Consequently, there is no

regulatory framework base and entrepreneurs who have tried to introduce ESO have

faced with a legal vacuum. Legal framework in Latvia concerning the ESO issues is very

limited and imperfect, the ta

87

x policy hinders the development of ESO;

t

(o]

and

an



5) the qualitative survey reveals that there exist various backgrounds of ownership rights
that employees have i some hold stocks since privatization, others have sold them
(mostly to foreign investors) and there are a Iso companies (most often branches of
international companies) that implement ESO in group level, including Latvia;
6) the most common problems of Latvian companies are: aging of personnel and
attracting qualified specialists. The enterprises are facing diff iculties in both attracting
new and retaining existing staff;
7) the quantitative study shows that employee share ownership may positively influence
empl oyeesd6 attitude towards the company and succee

environment.
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AGRICULTURE IN THE CONTEXT OF ECONOMIC TRANSFORMATIONS:
LITHUANIAN CASE
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Abstract.  Agriculture is one of the most important strategic areas of Lithuanian economic
development. This is due because the sector's production satisfies not only the individual and
all of the country's consumer food demand but it serves as raw ma terials for other activities of
economy. The growing export of the agricultural sector implements sustainable development of
the idea of open economy to ensure sustainable development on a global level.

The object of this study: agriculture and the transfo rmation of Lithuanian economy.

The aim of the study: to analyze the economic transformations and the role of agriculture in
Lithuania.

Objectives of the study: to characterize economic transformations; to discuss the changes
of agriculture development as a smart, sustainable and inclusive growth; to show the influence
of agriculture to economic development; to characterize the ways of modernization of
agriculture and the changes of the yield of agricultural products.

The analysis shows that the economic tra nsformation in Lithuania is related to the
modernization of agriculture and productivity growth of agricultural products. The comparison
of main economic sectors of activities in the European Union Member States (EU -28), the
European Union euro area and th e United States of America (USA) shows that the level of
modernization in Lithuania is a way for further agriculture sustainable development for

Lithuania.

Key words: economic development, sustainable development, R&D in agriculture, agriculture

and intern ational trade.

JEL code: 013, Q01, Q16, Q17.

Introduction

In the conditions of European integration and globalization, Lithuania, as all the 28

European Union Member States (EU -28), set following main development challenges for

* Corresponding author. Tel.: + (370613 43624); fax: + (370 208757).
E-mail address : jadvyga.ciburiene@ktu.It
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agriculture and rural deve lopment in the years 2014 -2020:; agricultural competitiveness;
conserve management of natural resources; and sustainable territorial development.

Agriculture is one of the most important strategic areas of a country's economic
development. This is due becau se the sector's production satisfies not only the individual and
all of the country's consumer demand but it serves raw materials and other activities of
economy both inside and outside the country. Moreover, this sector is linked to the rural areas
of the country, where about one third of the Lithuanian population live. All this leads to the
importance of agriculture on the economic, social, ethno -cultural and environmental point of
view. Agricultural and food sector generates nearly 8% of the country's gr oss domestic product
(GDP), provides food to the residents of the state, creates jobs for every ninth employee and
creates close to one  -fifth of total Lithuanian export.

The importance of agriculture and rural development was noted in the Strategy of Europ ean
Commi ssion OA Strategy for Smart, Sustainable and 1 ncl
the strategy are directly linked with the main challenges for agriculture and rural development.

Firstly, smart development must be based on knowledge and inno vation. This would ensure
the efficient use of resources, would help to uphold health, the development of more organic
agriculture and by the year 2020 to develop green economy; to promote wider use of the

Internet; increase in digital literacy and the use of e-government. Secondly, sustainable
development, which includes saving on resources based on measures aimed at improving

global food security. It means the use of ongoing agriculture and rural development policy for

the fight against climate change. Th irdly, inclusive growth, which is based on the promotion of

high -employment economy, is causing social and territorial cohesion. The agricultural activity
in the structure of economic sectors is attributed to the primary sector and it has lower labour

prod uctivity than the industrial or service sectors. Lithuania's economy is small and open, so

its development, including agriculture, significantly depends not only on the country's
economic transformation but also on the global economy, political trends. The scientific
research trends show the significance of agriculture and rural development in order to increase
competitiveness (including the export of agricultural products) of the country. Modernization of

economy, including agriculture sector, can be orien ted to affect the problems caused by
globalization, such as global warming, pollution etc.

The object of this study: agriculture and the transformation of Lithuanian economy.

The aim of the study: to analyze the economic transformations and the role of agr iculture in
Lithuania.

Objectives of the study: to characterize economic transformations; to discuss the changes
of agriculture development as a smart, sustainable and inclusive growth; to show the influence
of agriculture to economic development; to chara cterize the ways of the modernization of
agriculture and the changes of the yield of agricultural products. The methods of research:
analysis of scientific literature, statistical classification and comparison, logical comparative

analysis and synthesis.
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Research results and discussion

The question of the changes of agriculture development trends is important for the
examination of the role of separate economic sectors (agriculture, industry and services) in the
country's economic transformation. A lot of a ttention is given to the transformations taking
place in the economy in the scientific literature. Nobel prize winner S. Kuznets (1971) names

the structural transformations of economy, especially its circle, as one of the main factors of

economic growth. | n this way he analysed the pass from agriculture to non -agriculture activity.

Other scientists (Ray D., 2010) explain the transformations or structural change of the
economy using concept of uneven growth, when not all sectors develop together.

D. W. Te Ve Ide (2014) states that economic transformations include the movement of
labour force from low productivity to higher productivity activity inside the same sector, and
among sectors. He argues that social and territorial cohesion and poverty reduction can b
achieved only due to economic transformations.

Transformations are understood as the relocation of economic activity across broad
economic sectors (agriculture manufacture and services), which causes economic growth
(Herrendorf B., Rogerson R., Valentiny i A., 2013). Some authors (Greenwood J., Seshadri A.,
2005) give a broader meaning for the concept of economic transformation than structural
transformation and introduce the changes of qualitative factors. In this aspect, they analyse
economic transformat ions, affecting agriculture, for example, the use of fertility for raising
productivity or investigate the movement of women as housewife to the labour market.

The researchers (Te Velde D.W., 2013) analysing productivity changes often focussed on
some fact ors: agriculture, innovation and finance. In this case it is important: firstly, to show

the essence of relationship between the growth process and structural transformation (it

means to analyse, e.g. relations among economic sectors); secondly, to charact erize the

reasons of productivity change and main factors of changes of effectiveness.

In the scientific literature, Lithuanian economic transformation (since the Lithuanian
Independence day on the 11 th of March 1990) phases are characterized by R. Kuodis
as:

1) 1990 -1993: inflation and economic collapse;

2) 1994 -1998: monetary reform and economic stabilization;

3) 1998 -1999: Russian financial crisis;

4) 2000 -2003: stabilization and growth stage, public finance crisis;

5) 2004 -2007: Lithuanian economic boom;

6) 2008 -2009: the period of new challenges, related with the parliamentary elections.

(2008)

The economic transformation stage of the years 2008 -2009 is characterized by a global

financial crisis, the Lithuanian real estate bubble burst, the global rise of prices of food
the energetic system because Lithuania was not prepared for the closure of Ignalina Nuclear

Station; the growth of gas prices; organic resources appreciation trend (inside the country and
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on the global level); ongoing weak housing renovation program me (which would reduce the

need for gas i mports); weak devel opment of renewabl e e
balance programme. In addition, before the parliamentary elections in the year 2008 the

political business cycle recurred, when politicia ns in order to maximize the probability of re -

election borrowed money for pensions and social benefits and salaries to the public sector

employees seeking to sway voters before the elections.

The analysis of statistical data, according to Table 1, shows th at real GDP was contracted
mostly in the year 2009 in Lithuania (about -14.7%), in the EU and the USA ( -4.3%) and in
the EU euro area (  -4.4%).

Table 1
The main indicators of economy and economic activity in Lithuania in the
2005 -2011

Indicator/Year 2005 2006 2007 2008 2009 2010 2011 2012
1.Real GDP growth rate (EG), %
- Lithuania 7.8 7.8 9.8 2.9 -14.7 13 6.0 3.7
-EU 2.1 3.3 3.2 0.3 -4.3 21 1.8 -04
-EU euro area 1.7 3.3 3.0 0.4 -4.4 21 1.7 -0.7
-USA 3.0 3.0 4.0 -1.0 -4.3 25 1.6 2.0
2.Agriculture  value added, % of GDP
- Lithuania 4.8 4.3 3.9 3.7 3.4 3.5 3.8 4.0
--- growth rate, % 100.0 89.6 81.2 77.1 70.8 72.9 79.2 83.3
-EU 1.7 1.6 1.6 1.6 1.4 1.6 1.6 1.6
-EU euro area 1.8 1.7 1.7 1.7 1.5 1.6 1.7 1.7
-USA 1.2 1.0 1.0 1.0 1.0 1.2 14 1.0
3. Ind ustry value added, % of GDP
- Lithuania 32.9 32.9 32.6 31.6 26.9 28.2 31.2 311
--- growth rate, % 100.0 100.0 99.1 96.0 81.8 85.7 94.8 94.5
-EU 26.3 26.6 26.6 26.1 24.3 25.6 24.8 24.5
-EU euro area 26.6 26.8 27.0 26.5 245 26.3 25.0 24.8
-USA 22.0 22.0 22.0 21.0 20.2 20.4 20.8 21.0
4. Value added in services, % of GDP
-Lithuania 62.3 62.8 63.5 64.7 69.7 68.3 65.0 65.0
--- growth rate, % 100.0 100.8 101.9 103.8 1119 109.6 104.3 104.3
-EU 71.9 71.7 71.7 72.2 74.2 72.8 73.6 73.9
-EU euro area 71.5 71.4 71.2 71.8 73.9 72.0 73.3 73.5
-USA 77.0 77.0 77.0 78.0 79.0 79.0 78.0 78.0

Source: authords calculations based on The Worl d Bank Group Dat a;
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The agriculture value added as per cent of GDP in the years 2005 -2012 has decreas ed in
Lithuania by 16.7%. The agriculture value added as per cent of GDP in the USA, the EU and
the EU euro area was stable enough but it both in the USA, the EU and both in the EU euro
area was approximately from 4 to 2.4 times less than it was in Lithuan ia. The industry value
added as per cent of GDP has decreased in the years 2005 -2012 in all analysed countries,
accordingly: in Lithuania T by 5.5%; inthe EU 1 by 5.8%; in the EU euro area i by 6.8% and
in the USA 1 by 4.6%. The service sector in the stru cture of GDP of all analysed countries was
biggest and important. The value added in services in Lithuania, calculated as per cent of GDP,
has increased mostly, by 4.3%; in the EU T by 2.8%; in the EU euro area T by 2.8% and the
USAi by 1.3%

In 2012, com pared with 2005, the total agricultural production increased from EUR 1482.1
million to EUR 2711.2 million. Agriculture and forestry added value per one conditional
employee increased by 53%. The agricultural and food exports, as a key competitive
advantag e of agricultural describing indicator, have increased and grown their share in the
country's total export structure. In 2012, compared with 2005, the exports of agricultural and
food value increased from EUR 1219.0 million to EUR 3 834.5 million, and the share of the
country's total exports of goods in the export structure, increased accordingly T from 12.8% to
16.6%. The growth of agricultural production, including organic agricultural products
(Ciburiene J., 2014) is caused by modernization of agricultur e, which is based on the growth of
intermediate consumption expenditure growth, as shown in Table 2. The use of different

intermediate consumption expenditure elements has increased during the period of the years

2005 -2012, accordingly, the fertilizers and soil improvers 1 by 70.4%; the plant protection
products and pesticides T by 71.4%; the veterinary services T by 95.2%; the agricultural
machinery repair and maintenance T by 70.4% and the agricultural and other buildings repair
and maintenance 1 by 75.7% .

Table 2

The intermediate consumption expenditure of agricultural production in the
2005 -2012, LTL per hectare

Indicator 2005 2010 2012 Change during year
2005 -2012, %

Fertilizers and soil improvers 203.2 233.5 346.2 70.4

Plant protection productsa  nd 79.6 104.4 136.4 71.4

pesticides

Veterinary services 14.5 22.9 28.3 95.2

Agricultural machinery repair 54.9 84.2 108.6 97.8

and maintenance

Agricultural and other buildings 18.6 27.0 325 75.7

repair and maintenance

Source: aut hor 6 s c aedondithaahianGtatstichData

The result of modernization of agriculture has caused labour productivity growth. The yield

of agricultural products and its changes are shown in Table 3. The productivity of potatoes and
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field vegetables has increased mor e than 41%; grain, sugar beet (for industry) i more than
36%; the average annual milk yield per cow i more than 21%. The biggest decreased was of
the yield of orchards and berries - by 14.1% and small decrease of the average number of

eggs per hen peryear - 2.7%.

Table 3
Yield of agricultural products, 100 kg per hectare
Indicator 2005 2009 2010 2011 2012 Change during
year 2005 -2012, %
Grain 28.9 33.8 27.0 29.8 394 36.3
-- cereal grain 29.4 34.5 27.6 30.3 40.2 36.7
Sugar beet (for industry) 381 451 463 498 523 37.3
Potatoes 121 142 130 156 171 41.3
Field vegetables 161 207 120 204 228 41.6
Average annual milk 4312 4811 4901 5026 5227 21.2
yield per cow, kg
Orchards and berry 37.6 31.3 18.7 25.2 32.3 -14.1
Average number of eggs 256 272 260 259 249 -2.7
per hen per year
Source: authoroés calculations based on Lithuanian Statistics Data
The tendencies for further agricultural development of Lithuania; Europe, including Western

Europe; the USA and world (on average) are given in Table 4.

Table 4

Yiel d of agricultural products, 100 kg per hectare
Indicator Lithuania Europe Western USA World
Europe
1.Value added share in the years 2008 -2011, %
- agriculture 3.5 1.7 1.2 1.2 2.9
- industry 28.2 24.7 23.9 20.0 25.3
- services 68.3 73.6 74.9 78.8 71.8
2.Employment share in agriculture in the years 2005 -2010, %
- of total 9 1.6
-share of female 6.8 0.8
-share of male 11.5 2.3
3.Fertilizer consumption per ha arable land and permanent crops in the year 2009, kg/ha
- nitrogen 24.0 44.1 111.3 65. 9 69.3
-phosphate 22.6 114 19.5 20.4 25.8
- potash 4.7 11.7 23.9 21.4 14.8
4.Agricultural gross capital stock the year 2007, %
-land development 17.5 29.6 13.9 28.6 31.2
-machinery &equipment 69.1 394 51.5 43.3 23.8
-livestock fixed assets 8.9 16.6 18.5 14.7 27.4
5.Agricultural R&D spending for per capita of rural population, in 2005 PPP, USD
-in the year 2000 13.85 27.70 61.93 72.63 7.98
-in the year 2008 26.53 33.64 79.36 87.98 9.80
Source: authoros calcul ations basedataon Lithuanian Statistics D
These tendencies are described comparing the v alue added shares in the years 2008 -2011

(in %); the employment share in agriculture in the years 2005 -2010 (in %); the fertilizer
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consumption per ha arable land and permanent crops (in kg/ha); the agricul tural gross capital
stock in year 2007 (in %) and the agricultural R&D spending for per capita of rural population
(in 2005 PPP, USD).

The analysis of the value added shares, the fertilizer consumption per ha arable land and
permanent crops in Europe, West ern Europe, the USA and on average in the world shows a
possible way for Lithuanian economy structural transformation (among economic sectors) and
a way for the productivity growth in Lithuanian agriculture. The changes of a gricultural R&D
spending for per capita of rural population during the years 2000 -2008 in Lithuania
characterises positive changes but in 2008 it was less than in the Europe by 26.8%, twice than
Western Europe and 2.3 time less than in the USA. In the development of agriculture it is
imp ortant to exploit the strengths of the sector (economic, environmental and socio -economic)

and to deal with existing weaknesses. These processes will help in Lithuanian agriculture

modernisation. The increase of agricultural R&D spending, the f ertilizer co nsumption and other
instruments, for example, the innovations of labour organization in agriculture, are one of the
most important factors encouraging smart, sustainable and inclusive gro wth of Lithuanian
agriculture.
Conclusions

1. The process of econom y transformation is based, firstly, on the quantitative factor i the

change of economic activity across broad economic sectors (agriculture manufacture and
services), and secondly, on the changes of qualitative factors. In this aspect of economic
transform ations affecting agriculture the use of fertility for raising productivity or the
agricultural R&D spending for per capita of rural population is analysed .

2. The growing yield and export characterizes Lithuanian agriculture sector as smart,

because it inv olves more a gricultural R&D spending for per capita of rural population (in the
years 2000 -2008 R&D spending for per capita of rural population has increased by 91.6%); as
sustainable, because the share of export from 12.8% in the year 2005 has increased t 0 16.6%

in the year 2012; and inclusive growth, because the total agricultural production in the year
2012, comparing with the year 2005 has increased by 82.9% (from EUR 1482.1 million to EUR
2711.2 million).
3. The growing export of Lithuanian agricultura | and food products indicates that the
agricultural sector and food production export are competitive on the global market.

4. The main ways for the modernization of Lithuanian agriculture and the changes of the

yield of the agricultural products are, firs tly, as the practice of the USA, Europe, including
Western Europe, and the world average indicators show, the increase of fertilizer consumption
per ha arable land and permanent crops (in kg/ha). Secondly, the practice of the USA, Europe,

including Western  Europe, indicate that the a  gricultural R&D spending for per capita of rural
population during the years 2000 -2008 in Lithuania characterises positive changes but in 2008

it was less than in Europe by 26.8%, twice than Western Europe and 2.3 time lessthan in the
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USA. These two aspects i inadequate use of fertilizers and poor level of R&D spending for per
capita of rural population i are important ways for the expansion and improvement of the
agriculture sector and will help to deal with existing weaknesses in Lithuanian agriculture
sector. This way agriculture development can generate not only higher quality and quantity of

agricultural products, but also increase the level of employment in rural areas of Lithuania.

Moreover, these processes can cause smart, sustainable and inclusive growth both in

agriculture a nd in all economy of Lithuania.
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PROFITABILITY OF PIG FARMS IN POLAND AFTER INTEGRATION TO
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Abstract. The research study aimed at determining force and directions of impact of the
selected factors on the return on equity of pig farms in Poland between 2005 and 2010. Nine
hundred and fifty on e farms, specialised in the production of pigs for slaughter, which had
gathered data within Polish FADN, were subjected to a detailed analysis. The research showed

that the pig market is characterised by price volatility determining profitability of pig
production and influencing a generated level of income and profitability of pig farms. The
decomposition of return on equity with the use of Du Pont pyramid showed that within the first

years following Poland's accession to the EU, the changes in ROE were t he most influenced by
return on sales, and in 2010, it was the asset turnover ratio. The direction of the return on

sales ratio's influence on ROE was positive, and that of asset turnover ratio was changing
within the subsequent years. The capital structur e ratio had the lowest influence on changes of

return on equity.

Key words:  return on equity , pig farms, Du Pont analysis

JEL code: Q12, D24

Introduction

Enterprise efficiency is one of the most significant categories in the market economy and it
determi nes development of enterprises. It means a relative volume of financial result which
shows efficiency of committed capital and property as well as consumed resources in a
business activity. Profitability is measured by means of profitability indices in a f orm of profit
to different economic values ratio. These constitute a synthetic measure of evaluation of
efficiency and effectiveness of the whole enterprise's functioning in the context of achievement
of its basic objectives including profit and growth. Th ese are also used to evaluate profit

generating capacity of enterprise management in connection to committed resources.

* Corresponding author. Tel.: +48 22 593 4227;fax: + 48 22 593 4256.
E-mail address : elzbieta -szymanska@sggw.pl.
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Profitability indices allow for finding a common denominator for different effects of economic
decisions, making them directly comparabl e (Szymanska E. , 2007 ).

The pig market in Poland is characterised by great price volatility which determines pig
production profitability and influences the level of income generated from the production of
pigs for slaughter. As a response to information on buying prices coming from the market,
agricultural producers take up actions that lead to changes in pork supply. Price fluctuations
are especially painful for big farms specialised in production of pigs for slaughter. These
constitute a serious obstacl e in production planning and they limit  possibilities of investment
with regard to volatile equity capital resources and a limited access to credits (Szymanska E.,
2012).

Poland's accession to the EU has caused a change in farming conditions for the produc ers
of pigs for slaughter. An important fact was implementation of direct payments to agricultural
land and adopting the European Union regulations in the cereal and fodder market. What is
more, the producers of pigs for slaughter and processing plants we re obliged to apply the
European Union sanitary standards in pork producing and processing as well as to consider the
environmental protection requirements. Additionally, the forms of interventions in the pig
market have changed. However, Poland's integrat ion to the EU has not eliminated cyclical
fluctuations which influence the profitability of pig farms and; especially, efficiency of
exhausting equity capital. The research study aimed at determining force and directions of
impact of the selected factors o n the return on equity of pig farms in Poland between 2005 and
2010.

Materials and methods

The research used studies of the literature on the subject and data of mass statistics of
the Central Statistical Office (CSO). Nine hundred and fifty one farms spe cialised in the
production of pigs for slaughter, which had functioned within the frameworks of Polish FADN
(Farm Accountancy Data Network), have been carefully analysed. The basic criterion for
selecting farms for the analysis was the share of pigs in sal es value of minimum 60% and
continuity of accounting data gathering between 2005 and 2010. The sample was composed of
the same farms throughout the whole analysed period.

Profitability of the analysed farms was determined on the basis of the return on equ ity
ratio. In order to determine the return on equity ratio in the pig farms properly, instead of net
profit, income from a family farm without farmers' and their families' own labour costs have
been used. Still, from the synthetic perspective, the return on equity ratio does not provide
numerous interpretation possibilities since it only enables one to find out whether the achieved
profitability is a result of high agricultural income or low equity capital (Bieniasz A., et al.,
2008). The structural system called the "pyramid of indicators" provides much more
knowledge within the scope of cause and effect relationships. This allows for (Bednarski L., et
al., 1993):
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- explaining directions and possibilities of reaching a goal defined in the system by a proper
synthetic indicator;

- showing positions of the particular indicators in the system, hence, indirectly, also in the
economic reality.

Using the models of relationships (including pyramids) by management of enterprises
facilitates the both monitoring the ¢ hanges in the analysed profitability and their reasons. This
provides a sufficient foundation for identification of threats and weak points in a business
activity of an enterprise. These models are indispensable tools of the all -embracing evaluation
of ent erprise functioning.

The research study took the structure and interrelationships between profitability indices
into consideration on the basis of the cause and effect relationships pyramid, known as Du
Pont analysis (Golas Z., 2009). In connection to the above -mentioned fact, the following
financial ratios were defined (Sokolowska E., 2012; Serpinska M., Jachna T., 2006):

- return on equity ratio (ROE), which determines a rate of return on the capital employed in a
farm by its owner. This ratio may show a significant outside capital support (risky strategy)
or a considerable share of equity capital in a farm (more conservative strategy);

- return on assets ratio (ROA) shows the rate of return on assets and; in some cases, the fact
of using a financial lever age supporting a financial activity of a farm. Therefore, this
relationship is especially useful in comparing farms.

- return on sales ratio (ROS) defines operational effectiveness and it is calculated as
agricultural income to revenue on sales ratio. It d etermines the amount of profit units
generated by each sales unit. The lower this indicator, the higher sales value has to be
obtained to achieve a specific amount of agricultural income;

- total asset turnover (TAT) means sales revenue to assets ratio. It determines efficiency of
using enterprise's assets in generating revenue;

- equity multiplier  (EMT) is a measurement of an enterprise's financial leverage. It constitutes
assets to equity capital ratio. It determines the structure of committed equity capi tal and
gives information on the level of financing the assets with borrowed capital.

To calculate the impact of the particular ratios (return on sales, total asset turnover and
equity multiplier) on increase or decrease in on the return on equity ratio, the partial
differences method has been used. This method consists in simultaneous distinguishing
individual partial deviations and partial deviations expressing the joint impact of factors as
well as in treating them as separate elements of analytical an alysis (Bednarski L., et al.,
1996).

According to the partial differences method, the impact of the analysed factors on the
return on equity was determined in the several following stages:

1. Determining absolute deviations of the analysed ratios.

2. Determini ng the impact of a change of ratio level on the level of deviation of the return on

equity ratio.
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3. Determining the joint impact of the combination of the two subsequent factors on ROE
changes.

4. Calculating the joint impact of the all three factors on ROE d eviations.

5. Comparing the sum of partial deviations and the absolute deviation of ROE.

6. Determining the force and direction of the impact of partial changes on ROE.

Researchre sults and discussion

Most authors agree that enterprise performance can be the best described by profitability
ratios. In empirical research are used such profitability ratios as ROA, ROE and ROS.
Circiumaruet et al., (2010) have analysed the 2008 data from seventy three manufacturing
companies, and dealt with the impact of three fac tors T return on sales, asset activity ratio,
and financial leverage 7 on ROE, using univariate regression analysis. A correlation was found
between ROS and ROE, however, the impact of ROS on ROE was not identified. A linear
relationship was not found betw een asset activity ratio, financial leverage and ROE.

Kabajeh et al.,, (2012) have looked at a small sample of companies (twenty eight
enterprises) in the period of 2002 - 2007. The results revealed a positive relationship between
return on assets, ROE, ret urn on investment and market price of shares. Kasilingam and
Jayabal (2012), using the example of one company (time period 1996 - 2009), have analysed
profitability and solvency. They have discovered that there is a positive relationship between
ROE and as sets 1 to - equity ratio, as well as the assets activity ratio.

Stocker (2005), by analysing ROE of companies in different countries, have concluded that
return on equity is directly related with economic freedom. A recommendation was put forward
that in order to receive a higher return on investment one must choose countries, where an
increase in economic freedom is expected. As pointed out by Liesz (2002), the DuPont model is
significant in order to illustrate the relationship of balance sheet and profit or loss account
items, as a result of which it is possible to work out strategies for improvement of ROE.

The issue of profitability is also important in agriculture. In this study the return on equity
in the pig farms was subjected to a detailed analysis . This issue is particularly important
because of the difficult situation of live pig producers in Poland. The pig market is very
unstable; mainly due to fluctuations in pigs for slaughter prices, as well as, agricultural inputs
prices, which are difficult to predict. A significant issue is also great fragmentation of pig farms
and the resulting too small production scale hindering the achievement of satisfying economic
effects and capital accumulation. The cyclical fluctuations in the pigs for slaughter ma rket are
quite well presented by the profitability ratio. It is reflected by; among others, pigs for
slaughter buying prices to the rye price ratio (Figure 1).

After Poland's accession to the EU, the profitability of the production of pigs for slaughter
im proved considerably since pig buying prices rose and cereal prices dropped. In 2005, an
increase in pig population was recorded together with a considerable decrease in porker buying

prices. However, thanks to a decrease in cereal prices, the profitabilit y of pig production was
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relatively decent. In the next year, low buying prices caused considerable deterioration of
profitability of pig production in Polish market. Additionally, cereal price behaviour was
unfavourable which resulted from low supply. Weak pig market's situation became even worse
in 2007 and it stayed that way till the mid 2008. As a result of the unfavourable economic

situation, there was a deep reduction of pig population. In November 2008, there were 14.3

million pigs handled in Poland. In the subsequent year the downward trend in pig population

was not stopped. Only the record buying prices in the first three quarters of 2009 and high
profitability of pig production led to a temporary increase in pig population in the country

which amou nted to 10.9 million in 2010 and was higher than in the previous year by 3.6%.
However, in 2010, the market conditions worsened. Fodder prices were similar while pig

buying prices dropped considerably. As a result, producers started resigning from pig bree ding.
From the beginning of 2011, there was an increase in pig and fodder prices. Still, fodder price
development was higher and; ultimately, fodder prices increased by almost 23.0% in
comparison to the previous year. The increase in pigs for slaughter pri ces by almost 17.5% did
not make up for breeders' loss in relation to higher fodder prices. As a result, in 2012, the pig

population dropped to 11.6 million and, in 2013, to 11.1 million.
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Fig. 1. Buying prices for pigs for slaughter to rye prices ratio and changes in the pig
population in Poland between 2005 and 2010
The research was conducted in the relatively big farms both in relation to the area and
livestock. The average util  ised agricultural area (UAA) in the analysed units was 30.75 ha in

2005 (Table 1). By 2010 that area increased up to 33.05 ha. However, pig population
increased in the analysed period from 59.5 to 68.5 livestock units (LU). Those were the farms

specialised in the production of pigs for slaughter. The share of pigs in the production value

101



was high and it constituted from 65.2 to 75.4%. The average level of agricultural income was

the lowest in 2006 and 2008 when it was; respectively, PLN 67.2 and 69.5 thousa

The highest level of income was reached by the farms between 2009 and 2010

nd per farm.

- approximately

PLN 90.0 thousand per farm. Despite cyclical fluctuations in the pig market, the farmers

invested a part of their financial resources in the further dev

elopment of farms. The highest

amount was invested in 2006; approximately PLN 28.7 thousand per farm, and the lowest

amount was spent in 2008; it was only PLN 1.5 thousand.

Table 1
Selected features of the analysed pig farms
The number The share of
Utilised ) o Agricultural Net
of livestock pigs in the
Years agricultural ) ) ) Income in Investment in
units of pigs production
ar ea thou. PLN athou. PLN
value
2005 30.27 59.5 74.0 67.2 11.0
2006 30.43 66.5 715 74.4 28.7
2007 31.26 66.1 65.2 70.0 12.9
2008 31.71 65.3 72.5 69.5 1.5
2009 3241 69.0 75.4 89.9 17.0
2010 33.05 68.5 67.2 90.0 14.3
Source: aut horo6s constructionddiaased on FADN

In order to evaluate the economic situation of the analysed farms, the return on equity
ratio has been used. Return on equ ity is one of the most important measurements of economic
advantages for owners of any kind of enterprises operating within the market economy. The
ability of capital accumulation through generation of profits is a decisive factor in connection to
developm ent or cessation of a business; regardless of a branch, in the long run.

In the analysed period, the return on equity of the farms changed according to the trends
in production profitability. Within first two years after the EU accession, this ratio was,
average, 16.22 and 16.87% (Table 2). Subsequently, as a result of economic downturn in the
pig market, this ratio was reduced to 15.43% in 2008. In the next two years it was over
17.1%. The return on assets ratio showed similar trends; still, it was lo

percentage points (pp). Its lowest value was recorded between 2007 and 2008 and the highest

between 2009 and 2010.
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Table 2

Profitability indices in the analysed farms

The size of ratios Absolute deviations
Years
ROE ROA ROS ATO EMT ROE ROA ROS ATO EMT
2005 16.22 13.75 36.44 0.38 1.18 X X X X X

2006 16.87 14.10 39.62 0.36 1.20 0.65 0.36 3.19 -0.02 0.02

2007 15.43 12.81 35.28 0.36 1.20 -1.45 -1.30 -4.34 0.01 0.01

2008 14.47 12.11 31.50 0.38 1.19 -0.95 -0.70 -3.77 0.02 -0.01

2009 17.74 14.92 35.65 0.42 1.19 3.27 2.81 4.15 0.03 -0.01

2010 17.13 14.50 36.63 0.40 1.18 -0.61 -0.42 0.98 -0.02 -0.01

Source: aut hords constructionddlaased on FADN

The return on sales ratio fell within the range from 39.62% in 2006 to 31.5% in 2 008. In
the next two years the return on sales was increasing and in 2010 it reached a similar level to
the one from 2005 - 36.63%. Unlike other ratios, the return on sales ratio increased in 2010.
The total asset turnover maintained similar value througho ut the whole analysed period and it
was from 0.36 to 0.42. Only in 2006 and 2010, its decline has been recorded. Even less
considerable fluctuations concerned the equity multiplier between 2005 and 2010. It fell within
therange of 1.18 - 1.20, and since 2 007 this ratio did not decrease.

In order to determine the decisive factors in connection to the value of the return on
equity ratio, it was decomposed with the use of the Du Pont model (Figure 2). According to the
model, return on equity is dependent on return on sales, total asset turnover and a capital
leverage which mechanism consists in the fact that an increase in debt is, on the one hand,
reflected in a decrease in the share of equity capital, on the other hand, in an increase in profit

related to equity capital (Wedzki D., 2006).
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Net

profit \
Return of
/ sale (ROS)
Sales X Return on
\ assets (ROA) \
Total assets Return on
turnover (TAT) equity (ROE)
/ X
Total
assets Assets on
equity (EMT)
Shareholdersd
equity
Source: aut hor6s construction.
Fig. 2. Du Pont Model in the analysis of enterprise efficiency
Between 2006 and 2009, the return on sales ratio had the most considerable impact on a

change in return on equity in the pig farms. The impact was the highest at the beginning of
that period, and the lowest at the end (Table 3). Simultaneously, the trend of this ratio was
positively correlate  d with the trends of return on equity in the farms. The situation changed in
2010 - then, the total asset turnover ratio had the highest impact on the change of return on
equity. Between 2006 and 2008, changes in that ratio were negatively correlated with the
return on equity of the farms, and between 2009 and 2010 it was a positive correlation. In
2010, decreasing sales per unit of assets contributed to a decrease in the return on equity.
The capital structure ratio had the lowest impact on changes in ret urn on equity. In 2006,
2008 and 2010, that ratio was positively correlated with the changes in the return on equity
ratio and its impact was higher. Nevertheless, in 2007 and 2009, the impact of the capital

structure ratio was lower and the direction of r elationship was negative.
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Table 3

The impact of return on sales, total asset turnover and capital structure on the return
on equity of the analysed farms

Impact of  changes of factors on size )

Years of deviation ROE Strength of impact

ROS ATO EMT ROS ATO EMT
2006 1.42 -1.00 0.23 217.66 -153.38 35.71
2007 -1.85 0.30 0.10 127.81 -20.58 -7.23
2008 -1.65 0.81 -0.12 172.88 -85.11 12.23
2009 1.90 1.45 -0.08 58.19 44.38 -2.57
2010 0.49 -0.98 -0.11 -79.84 161.19 18.65

Source: aut hor 6 s c on shasedwor FADN n data

The calculations showed that the highest decrease in return on equity in the analysed
farms in comparison to the previous years was recorded in 2007 (by 1.44 pp). The following
changes had an influence on the above -mentioned situation:

- decrease in return on sales caused a decrease in ROE by 1.85 pp;
- increase in total asset turnover contributed to an increase in ROE by 0.30 pp;

- change in the capital structure had an impact on the improvement of ROE by 0.10 pp.
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Fig. 3. Decomposition of ROE between 2005 and 2010

A different situation took place in 2009. Then, the return on equity ratio in comparison to
the previous year increased by 3.27 pp. This resulted from the following changes:
- increase in return on sales caused an increase in ROE by 1.90 pp ,

- increase in total asset turnover contributed to an increase in ROE by 1.45 pp ,
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change in the capital structure had an impact on the reduction of ROE by 0.08 pp.

Conclusio ns, proposals, recommendations

1.

After Poland's accession to the EU, the conditions of pig production have changed as a result

of the free flow of goods and adopting legal as well as veterinary and sanit ary regulations
binding in the Member S tates. However, the integration has not eliminated cyclical
fluctuations in the pig market. As a result of changes in pig production profitability and an

increase in livestock import from other EU states, the economic situation of some producers

of pigs for slaughter in Poland has deteriorated. In turn, this resulted in the reduction of pig

livestock. Between 2006 and 2013, pig population in Poland decreased by 41.3%.

. The changes in production profitability in the market of pigs for slaughter determined

profitability of p ig farms which is evaluated by means of different indices. Still, from the
synthetic perspective, they do not provide numerous interpretation possibilities. The
structural system of profitability indices in a form of Du Pont pyramid provides much more

know ledge within the scope of cause and effect relationships.

. The research study concerning the pig farms gathering accounting data in Polish FADN

showed that return on sales had the highest impact on changes of ROE; especially, in the

first years followingt  he EU accession. The situation changed in 2010 where the total asset
turnover ratio had the highest influence in return on equity. The direction of the return on

sales ratio's influence on ROE was positive, and that of asset turnover ratio was changing

wit hin the subsequent years. The capital structure ratio had the lowest influence on changes

of return on equity.

With regard to the considerable influence of the return on sales ratio on the return on

equity, the managers of pig farms should pay special att ention to this ratio, analyse
production structure and volume of output as well as sales price. Conducting such analyses

will enable them to make rational decisions in running pig farms.
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ENTREPRENEURSHIP AND TRENDS IN DEVELOPMENT OF RURAL
COMMUNES IN POLAND
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Abstract. The article presents a more in -depth look at the concept and nature of
entrepreneurship in rural areas in Poland. Empirical studies have been conducted in 2011 in

229 rural communes  in the M azowieckie region and their objective was to present the opinions

of t he local authorities on the directions for development of individual communes. This was

accomplished using a  diagnostic survey method executed by means of a survey following a

standardised questionnaire. It has been found that the main objectives to be imp lemented by
the surveyed communes & | oc al a weréh improving secsal and technical infrastructur e,
attracting outside investors as well as initiating and supporting local entrepreneurship. Local
authorities perceived development of small and medium -sized enterprises as the primary

direction for development of their communes.

Key words: entrepreneurship , local government, local development , Mazowieckie, Poland.
Jel code: R11

Introduction

Today, the issue of entrepreneurship is approach ed from a ver y wide perspective  as it
includes economic, technological, psychological and many others aspects, bringing new
behaviours, attitudes and values. This applies to both business operations and other forms of
human activity, which require creativity and initia tive, in other words entrepreneurship. It
becomes a fiway o f forl all fpatidipants of a market economy, both households and
enterprises. Indeed, it is the market that imposes such a situation, becoming a natural driving
force behind entrepreneurial beh aviour in a market economy.

The issue of entrepreneurship development at a local level is an essential element of a
broader issue - the development of the local economy, which is reflected in, inter alia, an
increase in GDP per capita, job growth and chang es in the economic structure of a particular

area. The aforementioned development should result in: new businesses and jobs, increased

* Corresponding author. Tel.: +48 225934161 fax: + 48 225934161
E-mail address : wioletta_bienkowska @sggw.pl
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number and quality of services, resources in the form of attractive locations (developed land,
real estate, etc.), intell ectual resources (skills, knowledge, qualifications of local community
members) (Struz  ycki M., 2006).

The Mazowieckie voivodeship was selected for the empirical study because it is the

most economically diversified voivodeship in Poland. It has the area of 35.6 thousand km 2,

whi ch amounts to 11.4% of Pol andés territory, and the
turn , correspond s t o the 13.5% share in the whole countryoés
people settled in towns (64%), where the Warsaw con urbation is the main centre. At the same

time, the M azowieckie region has the largest population of rural people. The settlement

network consists of 85 towns, including the capital of Poland, which may be considered as a

metropolitan centre at the European level, and 4 towns w ith poviat rights, which are . Plock,
Radom, Siedlce and Ostrole ka. As regards local service centres, there are 37 towns T poviat
headquarters and 314 districts, including 35 municipal ones, 50 municipal -rural ones, and 229

rural ones, which account for 73% of all th e districts in the voivodeship ( The Development
Strategy for the Mazowieckie voivodeship till 2020, as amended , 2006) .

Empirical studies in this article consisted of the collection and analysis of information
obtained from st udies conducted using the diagnostic survey method performed by means of a
survey prepared using a standardised questionnaire . All the rural districts of the Mazowieckie
voivodeship (229), which account for % of all this voivodeship districts, were the obj ect of the
study. The questionnaire was addressed to the representatives of self -government authorities
(vilage heads, secretaries, or treasurers). The replies came from 137 districts, which
accounted for almost 60% of the examined districts. The question naire was conducted in 2011
and it covered, among other things, questions concerning the development paths of particular
districts.

The research mainly aimed to present the self -government authoritiesdéd op
development paths of particular distri cts. Moreover, the article determined two research tasks:

- what factors have the most significant influence on the development of a given district
according to the district self -government authorities

- which objectives articulated in the development str ategy are considered by self -

government authorities as the most important ones.

The nature and concept of entrepreneurship from a theoretical

perspective
When consulting literature on entrepreneurship, one can notice that it has e xisted for as
long as hu manity itself . Considerations regarding the issue of entrepreneurship include both
the development of entrepreneurship and the role of the entrepreneur. These concepts are
linked because there can be no entrepreneurship without the entrepreneur and vice ve rsa. The

existence of the entrepreneur and the actions taken by him or her implies the existence of
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entrepreneurship,  provided preferable conditions  are established by the general principles of
functioning of a particular society and economy.

From a metho dological perspective, considering entrepreneurship and entrepreneurs as
combined entities seems justified. Arguments confirming this approach are provided by
theories and concepts of entrepreneurship that have arisen in different sciences. In some
concept s a greater emphasis has been placed on a subjective approach (focusing on the
functions, characteristics, personality of the entrepreneur), while in others the procedural
approach prevails (with an emphasis on entrepreneurship as a complex process, on the
dynamics of the phenomenon).

An analysis of entrepreneurship theories formulated over many decades makes it
possible to present a multi -dimensional concept of the development of this issue, which has
arisen at different times, with in different  discipline s, indicating its interdisciplinarity. In
literature on entrepreneurship it is possible to separate concepts that were created on the
basis of economics, management sciences, psychology and culture. However, the most
extensive collection consists of concep ts developed within various branches of economic
theory, in particular those in the field of company theory.

In literature on this subject one can find many interpretations of the concept of
entrepreneurship, as it is a multi -faceted category combining ma ny sciences, which means that
there is no single, coherent definition. It is an issue discussed by economists, representatives
of management -related sciences, psychologists and sociologists. Due to the diversity of
interests and expertise of the individu al sciences, they stress  economic, social, psychological or
educational aspects.

In many research approaches, especially those related to economics, entrepreneurship
is linked to economic activity and is also often identified with the establishment and runni ng of
a business, analysed based on benefits of an economic nature that can be achieved by taking
entrepreneurial actions within businesses, local commun ities, regions  as well as the country's
economy (Golasa P., 2013). Psychologists link the concept of en trepreneurship to a set of an
individual's traits and analyse the internal mechanisms, called personality mechanisms, which
shape the aforementioned traits and direct entrepreneurial behaviour. Meanwhile, sociologists
analyse mechanisms that contribute to the diffusion of any innovation in a given society, the
role played b y local leaders in this process as well as the effects entrepreneurial activities have
on the local community.

P.F. Drucker, recognised as an international expert in the field of en trepre neurship,
def i nes thetinteedspendefice of entrepreneurial and innovative activities that make it
possible to achieve the intended purpose - to succeed in a particular market segment or
conducted business operations 0 (Drucker P.F. , 1992). From an eco nomic standpoint
entr epr en e uthesabilityto seesthe fpossibilities inherent in the environment and taking
advantage of them to commence business in the form of an organised enterprise, resulting

from internal (subjective) predisposition of a person , i . e. e nt rNogalské B. e, 2008).
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Development of entrepreneurship, understood as encouraging initiative and creating conditions
for establishing and conducting economic operations, contributes to increased economic
development, particularly in less developed regions. Entrepreneurs, who in such areas usually
operate in market niches, participate in changing the industrial structure, initiate the creation
and development of new products and services, make a significant contribution to overcoming
econo mic crises, make it possible to obtain satisfactory results of economic development
(Piecuch T., 2010).

In summarising the discussion related to the concept and nature of entrepreneurship, it
can be concluded that it is a quite complex, multi -faceted issue combining many elements

from various disciplines .

Research results and discussion

In Poland , entrepreneurship had been recognised at the time the foundations of a
market economy were being formed, when the principles of a welfare state ceased to exist.
Then, people who had such qualities as creativity, resourcefulness, ingenuity, who were and
are open to innovation, began to run their own businesses in various areas of life.
Entrepreneurship within an economy, at all levels - national, regional or global - is an
extremely important part of socio -economic progress and a complex process, whose nature is
defined by organised activity, based on the cooperation of many people and implementation of
actions undertaken by them (Bien kowska W., 2013).

The developmen t of regional businesses is also affected by the actions of all participants
of socio -economic life of a particular commune. Measures taken should result from a process of
cooperation between the actors in local life and focus on an understood and generall y accepted
development program  me. This is the task for the local government authorities representing the
particular local community. Local authorities have in their powers competencies and
capabilities to create a suitable program me, one determining the di rections for development
and the means for its execution as well as the implementation method of inv estment projects
(Bienkowska -Golasa W., 2013).

The powers of the local authorities include the preparation of a development strategy
aimed at improving the quality of life in the commune as well as making it easier to adapt to a
constantly changing environment. The main tasks of the commune's development strategy
should be to provide a basis for:

9 the delineation of strategic dir ections for commune developme nt;

1 the efficient, rational and effective management of the commune by its authorities;
1 the creation of optimum features of the location from the usabi lity perspectives for
investors;

1 the optimal use of their own limited financial resources;
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1 better and eas ier adaptation of the commune to the changing en vironment, in which it
operates as well as to the opportunities and threats that may arise along its road to
further development;

1 conducting promotional a  ctivities of the commune;
the commune authorities to a ssist and secure financing from ext ernal sources for
entrepreneurs  as well as for the implementation of investment projects foreseen in the
development strategy (Jaremczuk K., 2004).

All the rural districts of the Mazowieckie voivodeship (229) were the ob ject of the study.
The questionnaire was addressed to the representatives of self -government authorities (village
heads, secretaries, or treasurers).

The study sought to establish the main objectives set in the development strategy of

the surveyed communes . Detailed information on this topic is presented in Figure 1.

Developing small-scale manufacturing
industry

Developing agritourism

Initiating and supporting local
entrepreneurship

Attracting external investors

Improving technical and social

infrastructure 17.4

0 10 20 30 40 50 60 70 80 90

N = 137 communes (the person responding could choose more than one answer)
Source: own research

Fig. 1. Objectives defined in the development strategy of individual communes (in %)

The most commonly cited objective was to improve the technical and social
infrastructure. This answer was selected by 4 out of 5 representatives of the surveyed
communes. More than half of the respondents pointed to: attracting external investors, and
initiating  and supporting local entrepreneurship. The authorities saw quite a significant
opportunity for the development of their commune in the development of agritourism, which
would undoubtedly affect the attractiveness of the area and attract potential tourists. Only one
in five respondents pointed to the development of small -scale manufacturing.

Planning the socio - economic development of local government units is one of the most
important prerequisites for the rational management of a commune. Setting a visi on of the
future and organising activities undertaken by local authorities is one of the basic tasks of local
government. It is hard to think about the development of a commune, or improving its
inhabitants level of life, when there are no clearly define d directions for development
(Klodzin ski M., 2006). Figure 2 shows the main directions for development of surveyed

communes in the opinion of the local authorities.
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N = 137 communes (the person responding could choose more than one answer)
Source: own res earch

Fig. 2. Directions of development of the surveyed communes (in %)

Empirical research conducted shows that more than 2/3 of the respondents indicated

that the direction of development of their

commune was to develop micro the

-enterprises. In
second p lace, development of entrepreneurship by obtaining the European Union funds was

mentioned. Over 40% of the communes sought to improve their position in relation to other
communes. The creation of technology parks and formation of business incubators were
included in one

commune development strategy out of ten.

The development of communes as well as districts or regions, is subject to various

factors, among which are: financial, human, social, physical , and cultural factors. Table 1
presents the opinions of representatives of local authorities regarding the factors affecting the

development of the surveyed communes.

Table 1
Factors affecting the development of a particular commune in the opinion of th e local
government authorities (in %)
Financi al Human factor | Social factor Physical Cultural
factor (people's (activity level factor factor
skills and of the local (machinery, (cultural
qualifications) | communities) tools, raw heritage)
Importance* materials,
materials)
N N = N = N = N =
=137 % 137 % 137 % 137 % 137 %
Definitely irrelevant 3 2.2 6 4.4 7 5.1 19 13.9 40 29.2
Rather irrelevant 3 2.2 14 10.2 31 22.6 23 16.8 34 24.8
Rather important 7 5.1 70 51.1 61 44.5 89 65 59 43
Definitely important 124 | 90.5 47 34.3 38 27.7 6 4.4 4 2.9

" The respondent could
Source: own research

choose more than one answer
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The vast majority indicated that funding was the most important factor in the
development of their commune. Only six commune representatives saw the financial factor as
irrelevant. More than 85% of respond ents considered people's skills and qualifications as an
important factor. The social factor came in the third place with more than 2/3 of respondents
considering it as important or very important. In contrast, the cultural factor was indicated by

three -quarters of respondents as irrelevant in the development of the commune.

Conclusions

The following conclusions can be formulated on the basis of empirical research:
1. The main objectives to be implemented by the local authorities in the surveyed
communes wer e: improving social and technical infrastructur e, attracting outside
investors as well as initiating and supporting local entrepreneurship.
2. Local authorities associated their communeods dir
development of small and medium -sized enterprises, while activities focused on
assistance in the creation of business incubators were not an important direction of
development for the surveyed communes. Supporting opening new small and medium -
sized enterprises in the examined districts gives an opportunity to improve the living
conditions of the local communities. This will contribute to, among other things,
creating new workplaces and thus decreasing the unemployment in the examined
districts.
3. The most important factor affecting the developme nt of the surveyed communes was
the financial factor. The self -government authorities considered this factor as the most
important one because the other factors which were covered by the study (human,
social, physical, and cultural factors) depend on finan cial resources to a great extent.
According to the author, the fundamental tasks carried out by local authorities should
include constant monitoring of the changes both in a district and in its external environment to
make the best use of the chances and to reduce the risks to the minimum.

In summary, it should be stated that the local economy must be supported and
analysed, taking into account the specific local conditions. In their commune development
strategy local authorities should make effective use of the overall local potential and indicate

activities aimed at implementing the primary objectives at a given time. At the same time they

should foresee possible alternative actions in the event of obstacles in the implement ation of
primary activities (Bo  nczyk - Kucharczyk E., Herbst K., Chmura K. , 1998).
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Abstract. Tourism industry becomes an increasingly important service sector.

Hence, tourism provides many intangible benefits to consumers. Therefore, the scientific

probl em Awhat intangi ble benefits are provided by rur :
analyzed in the article. The aim of the researc h is to determine the intangible benefits, which
should be provided by rural tourism homesteads in Lithuania. As in case of the choice for rural

tourism homestead, all the utilitarian and hedonic benefits can be identified. Thus, the

hypotheses are made th at utilitarian and hedonic benefits (savings, quality, convenience,
exploration, and entertainment) have a positive impac
Structural equation modelling (SEM) using partial least squares path modelling methodology

(PLS) and Importance -Performance matrix analysis (IPMA) was provided to assess the

importance and performance of every benefit. The analysis of the research results reveal that

the main benefits for the improvement with management activities are convenience a nd
entertainment; and the enhancement of latter benefits can lead to the gaining of competitive

advantage for the rural tourism homestead in Lithuania. Moreover, the investments into the

benefit of quality might be suspended for the certain period in order to balance investments
while enhancing perceived total benefits regarding the choice of rural tourism homestead in
Lithuania.

Key words:  benefits , importance, performance, rural tourism , value .

JEL code: M31, M39 .

Introduction

The importance of tourism industry in the worl dds economy is ha
tourism as an industry can be divided into few forms that are more precise: local, inbound, and
outbound. Moreover, based on its essence, tourism can be considered as urban or rural.

Gal .=t al. (2006) state that rural tourism incorporates two forms of tourism i local and

* Corresponding author. Tel.: + 370 37 327856; fax: + 370 37 327857
E-mail address : l.pileliene@ev f.vdu.lt.
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inbound. According to Hui S. and Ning Z. (2014), the development of rural tourism will
promote the rural economy and affect the whole national economy. In the heart of every
industry consumers can be found. Moreover, consumer satisfaction has to be achieved: only
satisfied consumers return to organization, recommend it to others, become loyal. Latter
statements are very important in tourism as well as in all other business se ctors.
Consumers do not buy products or services just because they exist, rather to attain some
particular value. Chang C. and Dibb S. (2012) argue that the products and services that
consumers purchase are the outcomes of the consumer buying process durin g which
individuals assess the benefits and costs of acquiring the required products and services.
Based on the latter point of view, understanding the benefits, which are the most important for
consumers, can help organization improve and emphasize them; thus, proper management of
the most important benefits can help excel in the market.
Tourism is often considered as a part of service sector. Accordingly, it can be stated that in
line with tangibles, tourism provides many intangible benefits to consumers . Therefore, the
scientific problem analyzed in the article is: what intangible benefits are provided by rural
tourism homesteads in Lithuania?
The aim of the research is to determine the intangible benefits, which should be provided by
rural tourism homes  teads in Lithuania.
Three objectives are set to achieve the aim:
1. to determine most important intangible benefits for consumers while choosing a rural
tourism homestead;
2. to assess the benefitsd performance from touri st
3. toprovide manag erial implications for rural tourism homesteads in Lithuania in terms of

benefit provision.

Researchre sults and discussion

Achieving to reach the aim of the article, questionnaire research was provided to determine
the importance and performance of intang ible benefits established in scientific literature.
Consequently, the importance -performance matrix for the analyzed benefits was composed to

reflect the existing situation in rural tourism homestead from consumer perspective.

Scientific substantiation

Customers use or consume products or services because of their benefits and value, not

because of their attributes (Chiu C. et al. 2014). Finding the motivating benefits becomes an
essential task for every organization achieving to gain success in the market, excel among
competitors.

According to Ilvanova M. (2012), the purchase decisions of customers and their behaviour
can be explained with utilitarian and hedonic motives. Chiu C. et al. (2014) suggest that

utilitarian and hedonic values (benefits) are always present in all types of consumption;
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furthermore, utilitarian and hedonic values are the dimensions of the perceived value.
Lim E. A. C. and Ang S. H. (2008) argue that a hedonic benefit claim describes hedonic needs
for sensory pleasure, while a utilitar ian claim concerns a pragmatic benefit. Chandon P. et al.
(2000) provide an explanation that utilitarian benefits are primarily instrumental, functional,
and cognitive, whereas hedonic benefits are non -instrumental, experiential, and affective.
In a framew ork of tourism, consumers have a wide variety of choices. It can be argued that
the choice of tourist destination (rural homestead in this case) will be mainly based on the
offer attractiveness. Only the determination of the most important benefits for the consumer
can lead to their proper management in terms of product portfolio, communication mix, or
adequate pricing.
During the analysis of consumer benefits Chandon P. et al. (2000) established six benefits:
savings, quality, convenience, value expression , exploration, and entertainment. According to
the authors, three of those benefits can be called utilitarian (savings, quality, convenience);
two benefits 1 exploration and entertainment I hedonic. As in case of the choice for rural
tourism homestead, all the utilitarian and hedonic benefits are pertinent. The assumption can
be made that proper management of these benefits coul d

total benefit of the offering and gaining competitive advantage.

Methodological background

Achieving to determine the intangible benefits, which should be provided by rural tourism
homesteads in Lithuania, questionnaire research was provided. The research was held in
Lithuania in 2014. Only Lithuanian citizens could participate in the research. The sample was
composed to proportionally reflect rural tourism homesteads in all the 10 counties of Lithuania.
The simple random sampling method was applied. The total amount of 350 questionnaires was
distributed and 3 22 questionnaires  were returned; 121 men and 201 women participated in
the research.

The guestionnaire was composed t o refl ect responde
motivating them to book their vacation at a rural tourism homestead. There were two main
parts of the questionnaire:

1) benef it-related part, which contained questions -statements about the benefits affecting

the choice of the rural tourism homestead (18 statements: three for each benefit including

perceived total benefits). A Likert scale (with possible answers of: 1 T 6Tot @l lswagr eied, 2
0Di sagrie@lei 3her agree, M oorAgdiexeadgt &@nddt a5kl y agreed) was

identify respondentsd agreement or disagreement with t
2) socio -demographic part. Respondents were asked to identify thei r age, gender, family

size, income, and the frequency of visiting rural tourism homesteads in Lithuania.
Consequently, the hypotheses were made that every benefit (savings, quality, convenience,

exploration, and entertainment) have a positive impact on tou ri stsdé perceived total
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Structural equation modelling (SEM) using partial least squares path modelling methodology
(PLS) and Importance - Performance matrix analysis was provided to assess the importance and
performance of every benefit; the importa nce - performance matrix was composed to identify
the main benefits for the improvement with management activities. The assessment builds on
the PLS estimates for the path model relationships and adds an additional dimension to the
analysis that considersth e | atent variabl esd val ueCsetd.RrE0G).f or mances)
SmartPLS V.3 (Ringle C. M. et al. 2014) and Matlab R2012b software packages were applied

for the statistical analysis.

Research results
The analysis of the research results revealed that th e reflective measurement model was
reliabl e: indicatorsd | oadings were above Oall7oftkend st a
Composite Reliability values were higher than 0.7, thus internal consistency reliability of the
measurement model was suffi cient. The measurement model was considered as displaying
sufficient degree of convergent validity based on average variance extracted (AVE) values
being above 0.5. Furthermore, discriminant validity of the measurement model was evaluated
based on two crit eria: Cross Loadings and Fornell -Larcker criterion. The latent constructs
shared more variance with their assigned indicators than with another latent variable in the

structural model.

The structural model exhibits predictive relevance: Stone -Gei s s &Qf waue for the
endogenous | atent variable fperceived total benefitso
variabl es6 variance inflation factor (VI F) i s | ower

multicollinearity.
The coefficient of determination (R 2Yofthe endogenous | atent v dotali abl e
benefits 6 i s 0.533. Hence, the amount of explained varianc

Path coefficients, their statistical significances, and effect sizes are presented below in

Table 1 . As it can be seemienwaad albhe fikenweghest posi ti\
significant (p < 0.05) i nf |l uen dotal benefitst im.e Mamreé abére, fApaermi
Afconvenienceo has t he hi ghest ef fect si ze o rotalt h e er
benefits 0 . The segbepdt hi mpact on t he to@lrbénefisl @ iipeexer ved
variable fAentertainmento; furthermore, |l atter variabl e
endogenous var i abtbtad befiefte roc eiTvhed t hi rd most i nfslawea mtgisaol \
whi ch has moderat e, positive, and statisticalltptalsi gni f
benefits 0. The |l ast benefit, which has statisticaltotal si gni
benefits 0 , i s variabl e # q uashiptsystatisticallyasigrifieant but éh¢ ianpact of

Agual i tyo on toleplkemnefite iOveids the | owest when compared wit
analyzed statistically significant i mpact s. The vari
statistically non -significant i nfl uence on v toRlibenfiised fippegaredivreg t he ¢
of rural tourism homestead in Lithuania. Accordingly, four hypotheses stating that benefits
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Aqualityo, ficonveni enceo, fentertainmento, and isavi

perceived total benefits for the choice of rural tourism homestead in Lithuania are supported,
whil e hypothesis stating that benefit fi e x polaldoenafitsi on o i r
is rejected.
Table 1
Path Coefficients, statistical significanc es and effect sizes
Latent Variables Path Standard T Effect
Coefficient Deviation Statistics size (f 2?)
Quality -> Perceived Total Benefits 0.174* 0.0441 3.9419 0.043
Convenience -> Perceived Total Benefits 0.293* 0.0459 6.3877 0.105
Exploration -> Perceived Total Benefits 0.034 0.0440 0.7792 0.002
Entertainment  -> Perceived Total Benefits 0.250* 0.0372 6.7184 0.092
Savings -> Perceived Total Benefits 0.214* 0.0476 4.4877 0.056
*n < 0.05
Source: elaborated by authors
As the structural model did not con tain indirect effects, all of the path coefficients are equal
to the total effects, presented below in Table 2. Total effects represent the importance of the
each benefit on the touristsé perceived tot al bennefits

Lithuania. The index values represent the performance of the each of the benefits from the
touri stso6 p €hesomeutation of mdex values is carried out by means of rescaling the

latent variable scores to a range of zero and 100 (Hock C. et al. 2010 ). As it can be seen in
Table 2, the performance of the perceived total benefits is the lowest when compared with the

separate benefits.

Table 2
Total Effects and Index values
Latent Variables Total Effect Index value
(Importance) (Performance)
Quality -> Perceived Total Benefits 0.174 68.084
Convenience -> Perceived Total Benefits 0.293 55.464
Exploration -> Perceived Total Benefits 0.034 58.498
Entertainment -> Perceived Total Benefits 0.250 63.194
Savings -> Perceived Total Benefits 0.214 63.064
Perceived Total Benefits - 54.106
Source: elaborated by authors
The assumed reason explaining the | ow performance of
that the benefits with the lowest importance for the perceived total benefits have the highest
perf ormance and vice versa. The importance -perf ormance matrix for the wvar
tot al benefitsdo was composed land is presented in Figur
As it can be seen in Figure 1, variable ficonvenienceo
Aperceiovead tenefitso. Neverthel ess, | atter variabl e ha

benefit is essential for the enhancement of the perceived total benefits, and there is high necessity

for the proper management of this benefit in order to gain competitiv e advantage.
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The benefit Aexpl orationosihgansi f stant stiincpaalclty omonipe

benefitsbo but l atter benefit has hi gher perf ormance
Afconvenienceod. Hence, the investmentsnehoul dekpl oratoica
the benefit ficonvenienceo. Mor eover, benefit Agual ity
although it i s only in the fourth place regarding t|

benefitsdo. The investmentsyonmbghbhebbesespendgdafor th
in order to balance investments while enhancing perceived total benefits regarding the choice

of rural tourism homestead in Lithuania.

Performance ‘

70 -
Quality
L ]
85 + y
Savings Entertainment
® L ]
80 + y
><Exploratlon
Convenience
55 T .
50 + } + } + } + —
0.0 0.1 0.2 0.3 0.4
Importance
Source: elaborated by authors
Fig. 1. Importance -Performance matrix for the variable APerceived Tot al

Benefits fAsavingsodo and fientertainmento have similar
fentertainmento i s morfepdrmpeirvedcdtt dtoal thenefi t so. Cons
stated that the benefit of sa vings might not compensate the lack of the benefit of
entertainment, thus, latter benefit is worth investments and promotion.

The main benefits for the improvement with management activities are convenience and
entertainment; and the enhancement of latter benefits can lead to the gaining of competitive
advantage for the rural tourism homestead in Lithuania. As these two benefits represent both
utilitarian and hedonic benefits, there is a necessity for the rural tourism homestead in
Lithuania to provide bene fits that are primarily instrumental, functional, and cognitive as well

as benefits that are non  -instrumental, experiential, and affective.

Conclusions, proposals, recommendations

1. The most important benefits for consumers while choosing a rural tourism ho mestead in

Lithuania are convenience and entertainment. These two benefits represent both
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utilitarian and hedonic benefits; hence, Lithuanian tourists value cognitive as well as

affective benefits provided by rural tourism homestead in Lithuania. The benef its of
savings and quality are less important for the perceived total benefits regarding the
choice of rural tourism homestead in Lithuania. Moreover, benefit of exploration is the
least important for the perceived total benefits regarding the choice of rural tourism
homestead in Lithuania; the investments into the latter benefit most likely would not

pay off.

2. From tourist perspective, benefit of quality has the highest level of performance, while
benefit of convenience has the lowest level of performance, although latter benefit is the
most important for consumers while choosing a rural tourism homestead in Lithuania.
The investments into the benefit of quality might be suspended for the certain period in
order to balance investments while enhancing perceiv ed total benefits  regarding the
choice of rural tourism homestead in Lithuania. Furthermore, as benefit of exploration
has higher performance level when compared to the benefit of convenience, hence, the
investments should be relocated from the benefit of exploration to the benefit of
convenience. Benefits of savings and entertainment have similar levels of performance,
though benefit of entertainment is more important for the perceived total benefits.
Consequently, it could be stated that the benefit of sa vings might not compensate the
lack of the benefit of entertainment, thus, latter benefit is worth investments and

promotion.

3. Marketing and management investments should be relocated from the benefits that

have average / high performance levels and low imp acts for the perceived total benefits

to the benefits that have average / high impacts for the perceived total benefits and low
performance | evel s. Latter strategy could |l ead to -
benefit of the offering regarding the ¢ hoice of rural tourism homestead in Lithuania .

Consequently, this could contribute in gaining competitive advantage.
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Abstract.  The state in facilitating the development of a successful national economy needs to

address the issue of s upport for small and medium -sized enterprises in order to improve their
competitiveness internationally, as well regards overall economic development and growth.

Latvian entrepreneurs in seeking to raise their competitiveness, need to focus on new

technolo gies, products and service solutions. Taking into account changes in the political
environment, as well as membership in the European Union, businesses must be ready to accept

the challenges of a changing environment: to achieve higher productivity, to ach ieve greater
added value, to enter new markets and to develop new products. There are a variety of support
activities to promote new business development in Latvia, which may be financed by the
government and EU structural funds, by private investors, inve stment funds and organizations.
One financial instrument co  -financed BY EU structural funds relates to business incubators which

are national or regional economic and social development bodies whose mission is to assess and

support new business start  -ups a nd provide opportunities for their growth. The aim of this article
is to clarify the nature of a business incubator, its importance in setting up a new company in

Latvia, including use of European Union structural funds. This paper addresses the following

issues: business incubator core, availability of EU structural funds, as well as a framework for

results based on the support received.

Keywords: Business incubators , European Union Structural Funds , small and medium -sized
enterprises , entrepreneurship.

JEL code: M130; M21; G23

Introduction
To insure companyds financi al performance it is vital
as well as create a reasoned financial structure so that the enterprise may work making a profit.
It is important to choose the most appropriate and most effective method for attracting financial
sources. Especially at the business start -up stage, there is an abundance of ideas but little
funding.
When assessing the extent of initial financial investment, the following factor s are most

important: which objectives require investment funds, how long will they be tied up and can the
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necessary resources be found within the company or it is necessary to rely upon other sources
(Rurbne M., 2006) .

The aim of this research is to study the nature of business incubators, their importance in
setting up n ew companies, including use of EU structural funds. The importance of this question
is stated, as well as the direction of future research. The study gives recommendations for future
incubator development. The object of this research object is business inc ubators in Latvia. The
task of this is to investigate the essential features of incubators, to develop theoretical
understanding, clarify the nature of support from EU funds and to analyze results achieved.
Research covers the period September 2009 T Septe mber 2014. Statistical data analysis,
gualitative research methods (expert interviews), compilation and analysis of data gathered
have all/l been used in this study. The object of this
for small and medium -sizedent er pri seso.

Research hypothesis: support for business incubators provides entrepreneurs with
development opportunities when starting a new business.

Competition for investment is intensifying globally, and a business environment offering
competition on an  equal basis, with minimal distortion resulting from the grey economy and
corruption, plays an increasingly important role in decision -making. Any robust business

environment must be internationally accessible.

Theoretical aspects i an overview

Any robu st business environment promotes development of businesses, attracts new
companies and investments and involves the general population in addition to the workforce and
new employers. A clear and comprehensible business environment serves as a guarantee for
personal income for everyone and revenue for the state. Under such conditions, businesses
recognize the importance of corporate social responsibility and operate in a responsible manner
towards society and the environment ( Latvijas Nacionhl &ins 2Ragadaimb as
2012 Latvijas Nacionbl ai s?202gadars,POAd).as pl bns 2014.
The Latvian economy mainly consists of SMEs, 99.4%, of which, the majority are micro
enterprises. The leading institution for promotion of innovation and policy development, the
Ministry of Economics needs a clear vision about targeting financial support for SMEs and
knowledge enhancement. Actions executed thus far have been limited and did not provide result
in an overwhelmingly positive impact (Lukjanska R., 20 11).
One of the financial instruments co -financed by the European Union Structural Funds is that
for business incubators; these entities for national or regional economic and social development,
with the added mission of evaluating and supporting creation and growth of new businesses. The
main task of an incubator is to create successful new businesses, ones which, after leaving the

incubator, will be financially self -sufficient. Business incubators create jobs, promote social
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