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ANALYSIS MODELS OF PROFITABILITY IN AGRICULTURE

In this article there is developed a synthetic theoretical framework regarding the profitability analysis through economic and
financial rates of return using different models, and also it is made a case study on the similarities and differences between vari-
ous models of rates of return analysis in agriculture. The motivation of choosing this theme is to determine the relationship be-
tween financial and economic profitability using Pearson correlation coefficient. The research conducted leads to two main cate-
gories of results; on the one hand there is made a qualitative theoretical synthesis on the rates of return in models, on the other

hand it is determined the correlation between financial and economic profitability in the agriculture organizations.
Keywords: economic rates of return, financial rates of return, Pearson correlation coefficient, agriculture.

Introduction. It is known that agriculture is an impor-
tant branch of the national economy, holding a significant
share in Gross Domestic Product. In this context it must be
taken measures that contribute to increasing of agricultural
holdings profitability. The need to develope a profitable
business derives for the fact that the use of inputs who are
obtained with a particular effort should be balanced by the
effects obtained from the execution of the activity, ie getting
a surplus of effects (results) compared with the efforts (ex-
penses) involved. The profitability is the main part of the
economic and financial mechanism, reflecting the leverage
of available resources.

The farm profitability reflects the measuring of effects
materialized in revenues with the efforts involved material-
ized in expenditure. The economic efficiency principle re-
quires that any economic activity to achieve an increase of
net economic effects in a higher level of the efforts nedeed
to obtain them. The most important efect is the profit, spe-
cially the net profit, which remains at the disposal of asso-
ciates/shareholders.

Methodology. In order to achieve the proposed objec-
tives, in this paper there were studied a series of material
from the specialized literature: books, articles, websites
and other relevant material. This research is conducted
over a period of four years (2010-2013) at a farm. Determi-
nation and analysis of financial and economic rates of re-
turn was made at the level of each year, using a series of

specific models. After that we proceeded to calculate the
Pearson correlation coefficient between: financial rate of
return-economic rate of return; financiara rate of return—
commercial rate of return; economic rate of return- com-
mercial rate of return.

The research hypotheses that we wanted to check con-
sists of:

1.The calculation of the economic and financial rate of
return using differents models leads to different results;

2.There is a high correlation between the financial,
economic, commercial rate of return.

1. Profitability and its importance for organizations

In the literature there are different approaches of the
profitability. So the profitability may be defined as the ex-
pression of the result obtained by the organization as a
result of an activity of transformation/exchange (Pavaloaia
et al, 2010). We appreciate that one of the most relevant
definitions of profitability is: In terms of heritage, the profit-
ability can be defined as the measurement of the two com-
ponents at the year end, on the one hand the volume of
production expenses incurred in carrying out basic activity
and other activities, works and services, and on the other
hand, the income earned (Burja, 2009).

The profitability of a farms, as well as for any organiza-
tion, is a form of expression of economic efficiency, includ-
ing a number of key economic and financial aspects of an
organization, as a relevant indicator for decision making
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and its orientation options (Burja et al, 2008). It is important
to note that the economic efficiency is an economic cate-
gory broader than profitability.

The profitability can be expressed using two categories
of indicators: profit and rates of return. The profit reflects
the absolute size of the profitability and rates of return re-
fers to the degree to which capital and resource generate
profit. (Isfanescu et al, 2002).

It is find that there is not a consensus on the notion of
profitability, so it is often stated that when an organization
makes profit it is profitable.

2. Assessing profitability through rates

The rate of return is a relative measure that expresses
the degree to which capital generates profit. In the overall
of the economic-financial indicators, the rate of return is
situated among the most synthetic indicators of efficiency
of enterprise activity (Gheorghiu, 2004).

The rate of return as an indicator of efficiency, can take
different forms, as consider gross profit or net profit at the
numerator, or changes the reporting base which is ex-
pressing the effort or production expenses. Different forms
of expression the rates of return have a varied information
value and reflect the many sides of economic and financial
activity of the organization. The indicators builts according
to the capital are expressing the interests of investors,
while the indicators build on consumed resources high-
lights the interests of managers.

The rates of return has the following peculiarity
(Pavaloaia et al, 2009):

o the rate of return is a relative measure that expresses
the degree to which capital as a whole generates profit;

e for the economic and financial indicators, rate of re-
turn is among the most effective indicators for measuring
the activity of organizations;

o the level of the rates of return reflects the perform-
ance of the organization at all stages of the economic cir-
cuit compared to the costs which reflect the results of the
production stage;

e rates of return, unlike the profit, allow a comparative
analysis in space between similar organizations as a profil
but with a different workload.

3. Analysis of the economic rate of return by spe-
cific models

Economic rate of return (Re) measures the perform-
ance of the total assets without consider the way of acquire
the capital (own or borrowed) allocated for the construction
of the asset. For this reason it is said that the economic
rate of return is independent by the funding policy pro-
moted by the organization (Buglea, 2011).

The economic profitability should provide the remuneration
of invested capital, ie to be superior to the inflation rate and to
the economic and financial investments risk (Burja, 2009).

Economic rate of return analysis reveals a number of is-
sues regarding the organization management (Petcu, 2009)

e the concordance between the rate of return
achieved and objectives sets according to the current or-
ganization assets and their structure;

e the correlation between the investment and market
capacity: assessing the size of investments;

e the level of the rate of return compared with the av-
erage sector and other organizations in the same sector;

¢ own dynamics and comparative with the sector and
main competitors.

In the literature there are several ways of calculating
the economic rate of return (Re). In this paper we will high-
light two of these ways that you consider to be the most
significant.

Table 1. Economic rate of return

. Period
No. | Indicators um 2010 2011 2012 2013
1 Gross result lei 73.377 69.549 38.205 15.171
2 Total asset lei 9.602.772 8.563.625 15.709.368 13.815.987
3 Gross operating surplus lei 1.179.333 1.229,600 1.148.115 1.065.599
4 Economic rate of return: 1:2 % 0,76 0,81 0,24 0,11
5 Gross economic rate of return: 3:2 % 12,28 14,36 7,31 7,71

Source: author projection based on the farm data

The first way of calculating the economic rate of return
is : (Robu et al, 2014)
Re = L x100 (1)
At
where P = profit before tax; At = total assets.

Factor analysis can be done according to the following
models:

Model 1
Re:£x100:%x£x100 (2)
At At CA
Model 2
p Ll x100
Re=—x100=CA (3)
At T
CA'CA
Ai  Ac

where CA = turnover; Ai = fixed assets; Ac = current assets.

Analysis of the economic rate of return based on the
model 1 leads to highlight two major categories of indica-
tors that influence economic profitability:

total assets rotation speed: %’?

comercial rate of return: ix1OO

Analiza factoriala a ratei rentabilitatii economice eviden-
tiaza factorii directi care influneteza nivelul si dinamica sa,
respectiv:

Factor analysis of the economic rate of return highlights
the direct factors who influence the level and its dynamics:

1. the influence of the total assets rotation speed

A%: CA _CA xix100 )
At | At, Aty ) CA

A2010-2011=0,25%

A2012-2013= 0,06%

2. the influence of the total assets rotation speed
Aiz%x i x100 (5)

CA At | CA, CA
A2010-2011= 43,90%
N2012:2013= -0,20%

Analysis and interpretation of results
We note that reducing the total assets rotation speed
with 0.19% (from 0.25% to 0.06%) and drastic reduction of
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commercial rate of return (from 43.90% to -0.20%) led to
the reduction of the economic rate of return, so in 2013
decreased with 85.5% compared to 2010.

In terms of total asset rotation speed by turnover, it is
continuously decreasing from year to year. When we are
referring to the growth rate of total assets they have in-
creased with 43.9% in 2013 compared to 2010 while turn-
over increased only with 18.9% during the same period.
This situation reflects the inefficiency of using agricultural
holding assets in generating economic effects.

Regarding the commercial rate and its influence on
economic rate of return we notice a drastic reduction of
commercial rate of return mainly due to the significant re-
duction of the gross income. The decreasing of the gross
income is mainly explained by the influence of unprofitable
financial activity of the farms.

In conclusion, analyzing the influence of two factors on
economic rate of return ant its low values we propose the
following improvement measures: increasing the rotation
speed of total asset by turnover; better utilization of farm
assets in particular of the fixed assets; increasing the gross
profit by increasing financial efficiency of the activity and

through the use of available assets; reduce operating costs
while increasing operating income; reduce financial costs.

The second way of calculating the economic rate of re-
turn is: (Pavaloaia, 2010)

Reb :%xmo
Ae

(6)
Reb — gross economic rate of return; EBE — gross operat-
ing surplus; Ae — economic assets.

To highlight the factors that influence the size of this
rate, the model can be written:

Reb :%xwo :%xﬁxﬁxmo
e

(7)
Va Af Ae

where Va = added value; Af = fixed assets; % — margin
a

rate on added value; E — tangible assets return; A—f -
Af Ae

share of tangible assets in economic assets.
The factors influence is measured using chain substitu-
tion. Total change of economic rate of return is given by:

n=Reb, —Reb, = EBE1 Ve, Al 400 _EBE ( Vah , Al 10044, (®)
Va, Af, Ae, Va, Af; Ae,

The increase /decrease of the rate is due to the influ-
ence of the following factors:

EBE, Va,
—x—2X
Va,

Amva=

Amvagoio-2011 = 2,16%
Amvazp12.2013=7,58%

A
Af,  Ae,

3. margin rate on added value

Al 100-EBEo Vb y A 100 -+ ©)
Va, Af, Ae,

4. tangible assets return

nric=E051 Yo Ao 100 _EBE V3 Al 409 44, (10)
Va, Af, Ag, Va, Af; A,
Aric2010-2011= -0,17% 5. share of tangible assets in economic assets
Aric2012-2015=8,01%
apic=E05 Yo Al 400 EBE Va1 A 4001 9, (1)
Va, Af, Ae Va, Af, Ag,

Apic2010-2011=0,09%
Apic2012-2013=0,83%

Analysis and interpretation of results

According with the analyzed model, the gross return
rate is influenced by three factors: the margin rate on value
added, tangible assets return, the share of tangible assets
in total economic assets.

Gross operating surplus measures the surplus/deficit
released by operating activities. This indicator measures
the effectiveness of economic capital, ie the added value
by economic capital. The margin rate on added value (de-
termined on the above formula) have an increase from
2.16% in 2010-2011 to 7.58% in 2012-2013 because while
the added value decreases, gross operating surplus in-
crease. If we are referring to the added value, this is de-
creases by about 51% in 2013 compared to 2010.

If we refere to the tangible assets return, those have
negative values, decreasing from -0.17% in 2010-2011 to
-8,01% in 2012-2013. The return of tangible assets deter-
mined as ratio of value added and fixed assets, is continue
to decrease so that the added value create based on fixed
assets is 11.81% in 2010, 11.67% in 2011, 8.36% in 2012
and 3.86% in 2013. This situation is duet o the fact that the
decreasing rate of value added is faster compared with the
decrease rate of tangible assets.

Regarding the share of tangible assets in total assets, it
is found that this it increases from 0.09% in 2010-2011 to

0.83% in 2012-2013. A detailed analysis of this indicator
reflects the following: the share of tangible assets in total
assets is an average of 72%; the share of current assets in
total assets is low, below 25%

In conclusion, analyzing the influence of the three fac-
tors and the reduction of economic rate of return we pro-
pose the following measures: increasing the adding
value; reducing the raw materials costs; increasing the
return of tangible assets by their superior utilization in
creating added value; better utilization of assets; increas-
ing the share of current assets (especially the available
funds) in total assets.

4. Analysis of the return on equity by specific
models

Return on equity (Rf) express the correlation between
net profit and equity, ie the capacity of the organization to
emit net profit (http://www.biblioteca-digitala.ase.ro/
biblioteca/pagina2.asp?id=cap4). This indicator is of par-
ticular importance because it expresses the net remunera-
tion of shareholders representing thus support their strate-
gic decisions.

ROE has the following features (Pavaloaia, 2010):

— measure the return on equity, ie the financial in-
vestment of capital;
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— it is influenced by the depreciation policy and provi-
sions as well as the way of obtaining capital, their structure
and indebtedness situation;

It is calculated as the ratio between the net result of the
financial year and equity.
_Pn

— the financial return rate must be higher than interest Rf = K—px100 (12)
rate in order the organization shares to be attractive.
Table 2. Return on equity
. Period

No Indicators UM 2010 2011 2012 2013

1 Net profit lei 58.540 59.767 29.764 12.644

2 Equity lei 3.588.634 3.648.400 3.764.213 3.776.857

3 Return on equity 1:2 % 1,63 1,64 0,79 0,33

Source: author projection based on the farm data

Financial rate of return have lower values that the inter-
est rate, experienced a significant decrease from 1.63% in
2010 to 0.33% in 2013, ie about 79%, which indicates an
unfavorable situation of the return on equity. It was
founded that the net profit it is significantly decrease (by
78.4% in 2013 compared to 2010), while the equity it is
increasing (5.2% in 2013 compared to 2010).

The change of the financial return can be explained on
the basis of two economic models (Burja et al, 2008).

Model 1 refers to the influence of the comercial rate of
return and capital rotation speed on the equity return.

PNXC—AX'IOO

= cA” Kpr
where PN/CA = net comercial rate of return; CA/Kpr — rota-
tion speed of equity.
According to this model the factors that are influencing
the retrun of equity are:
— net comercial rate of return

ARf(@] _ PN Ao 100 -PNo  CAo 409
CA) CA, Kpn CAy Kprg

ARfg10-2011 = =0,23%
ARf012-2013 = -0,49%
— rotation speed of equity

re[ CA 2PN CAY 00— PN PP yq00 (15)
Kor ) CA; Kpr CA, Kpry

ARfo10-2011 = 0,24%
ARf012-2013 = 0,03%

Analysis and interpretation of results

From the above model we can observe that the de-
crease of the comercial rate of return (from -0.23% to
-0.49%, ie negative growth of 113%) and the rotation
speed of equity reduction (0 24% to 0.03%, ie a reduction
of 85.7%) led to the diminish of the return of equity.

Net commercial rate express the comerciala efficiency
of the farm, in our model it has negative values, so we con-
sider that the situation is unfavorable and can have serious
consequences for the entity. In our opinion the decrease of
return equity is duet o the influencebof the factors: signifi-
cant reduction of net profit; increasing of turnover.

Regarding the rotation speed of equity, this reflects the ag-
ricultural holding capacity to use their own resources to gen-
erate a turnover as high as possible. The reduction of the rota-
tion speed of equity it is explained by the fact that the rate of
growth of turnover is higher than growth rate of equity.

Model 2 of the analysis of the return on equity it is
based on the influence of the following factors: net comer-
ciale rate of return, rotation speed of capital invested, share
of invested capital in equity.

Rf = @*%*g*mo
CA Cl Kpr

(13)

(14)

(16)

where PN/CA = net comerciale rate of return; CA/CI = rota-
tion speed of capital invested; CI/Kpr = share of invested
capital in equity.

According to this model the factors that are influencing
the retrun of equity are:

— net comerciale rate of return

ARf(ﬂj: %_% X%X%X']OO
CA) (CA CAy) Cly  Kpr,

ARfy010-2011=-0,23

ARfy12-2013 = 0,49
— rotation speed of capital invested

cr) ¢, Cly)" ¢l Ko

ARf010-2011 = 0,23

ARfy012_2013 = 0,01
— share of invested capital in equity

AR,«(C’J_[C“_%JXPMX%xmo (19)

(17)

Kpr Kpry Kpry ) Cly  Cly
ARfg10-2011 = -0,08

ARfy015-5013 = 0,01

Analysis and interpretation of results

Based on the model presented above it is founded that the
return on equity it is significantly influenced by fluctuation (es-
pecially downward) of the commercial rate of return, rotation
speed of capital invested, share of invested capital in equity.

The rotation speed of capital invested shows the num-
ber of uses in a reporting period. To increase the rotation
speed of capital it is necessary to increase the use of capi-
tal, respective the turnover (Burja, 2006).

In our opinion the measures that should be taken in or-
der to increase te return on equity are:

e enhancing the activity of the farm, namely the oper-
ating activity while reducing operating costs;

¢ high capitalization of amounts borrowed from banks
(bank loans and long-term) which must lead to business
growth and diversification of agricultural holdings;

e increased turnover by increasing production sold
which can be achieved through several actions: diversifica-
tion of markets, diversification of production sold, increase
market share, etc;

e accelerating the rotation of equity;

e superior utilization of agricultural holding assets that
increase the performance of the organization;

e increasing the share of equity in the capital in-
vested;

e superior utilization of capital employed to determine
the increase farm income.
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5. Analysis of the relationship between financial
and economic profitability using Pearson correlation
coefficient

Pearson correlation coefficient is a statistical model that
determines the intensity of the relationship between two vari-
ables in the distribution of data. The formula is as follows:

n(Ixy) - (2x)(2y) (20)

\/[nzxz - (Zx)z} [nEy2 - (Zy)z}

r =

where n = number of elements/variables; x, y = ele-
ments/variables taken into account.

In terms of interpreting the value of r, the situation is as
follows:(https://statistics.laerd.com/statistical-
guides/pearson-correlation-coefficient-statistical-guide.php)
r € [0; 0.2] — very weak correlation
r e [0.2; 0.4] — weak correlation
r € [0.4; 0.6] — reasonable correlation
r € [0.6; 0.8] — high correlation
r € [0.8; 1] — very high correlation

Table 3. Correlation between variables using Pearson model

No. Indicators Value
1 Rata rentabilitatii economice-Rata rentabilitatii financiare 0,988
2 Rata rentabilitatii economice-Rata rentabilitatii comerciale 0,936
3 Rata rentabilitatii financiare-Rata rentabilitatii comerciale 0,970

Source: author projection based on the farm data

Analyzing the data from table no. 3 results the following:

— The correlation between the variables considered is
very high, values very close to 1;

— The strongest correlation is registered between
economic and financial profitability, 0.988 for the following
reasons: there are common factors that influence both rate-
such as commercial rate, both rates of return have as nu-
merous the profit

— Between economic profitability and commercial
profitability there is a correlation of 0.936 because the eco-
nomic profitability is influenced by the commercial profit-
ability- according to equation no. 2 and 5;

— Also a strong correlation is between financial profit-
ability and commercial profitability because financial profit-
ability it is influenced by the commercial profitability — ac-
cording to equations no. 13, 14, 16, 1

Conclusion & Discussion

The objective of any organization is to develop a profit-
able activity. Given that Romania is on the last places in
the EU in terms of economic development and taking into
account Romania's agricultural potential, it is necessary to
analyze the profitability of farms using different models.

In this research we analyze the economic and financial
profitability using a series of specific models, models who
were applied to a successive period of four years. From the
results obtained by applying these models it was found that
each model leads to different results, so it is verified re-
search hypothesis no. 1.

The objective of any organizations is that the rates of
return to be as high as possible. In our case these values
are very low which shows an inappropriate management of
resources and a significant gap between the effects ob-
tained and committed efforts.

Analysis of the correlation between financial rate of re-
turn (Rf), economic rate of return (Re) and commercial rate
of return (Rc) was performed using Pearson coefficient,
observing that there is a very high correlation (over 0.9)
between Rf-Re, Rf -Rc, Re-Rgc, si it was verified research
hypothesis no. 2.

In the research conducted can be identified some limit-
ing aspects: reduced number of farms considered which
can influence the results of the survey, there are a number

C. bBymbecky, acn.
YHiBepcuteT 1 rpyaHs 1918 poky, Anb6a lOnis, PymyHis

of other models of profitability analysis which were not
taken into account.

In terms of future research, this work represents the
beginning of an extensive research which refers to de-
termining the correlation between profitability indicators
considering all farms in Romania who meet certain con-
ditions, expanding research by performing a multiple
regression equations.

"This work was supported by the project "Excellence aca-
demic routs in the doctoral and postdoctoral research-
READ" co-funded from the European Social Fund trough the
Development of Human Resource Operational Programme
2007-2013, contract no. POSDRU /159/1.5/S/137926."
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AHAII3 MOAENI PEHTABEJIbHOCTI B CIJIbCbKOMY TOCNMOAOAPCTBI
Y yiti cmammi mu po3po6unu cuHmemuy4yHy meopemu4Hy OCHO8Y aHari3y peHmabenbHocmi Yyepe3 eKOHOMi4Hi ma ¢hiHaHcosi Hopmu npubym-
Ky 3 euKopucmaHHsIM pi3HUX modesieli, a makox 3pobunu memamuyHe AocnidxeHHs1 nodi6Hocmel ma eiOMiHHocmelMix pizHUMU ModensiMu
weudkocmeli 380POMHO20 aHani3y e cinbcbkoMy 2ocnodapcmei. Momueauis eubopy yiei memu — eusHayeHHs1 83a€M038'sI3Ky MiX ¢biHaHcoe8oo
ma eKOHOMIi4YHO peHmabesnibHicmio, euKkopucmosyroyu koegiyieHm kopensyii lMipcoxa. lMMpoeedeHe docnidxeHHs1, Npueodumb 00 380X OCHOBHUX
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Kamezopili pesynbmamie: 3 00H020 60Ky, Npoeodumbcs sKiCHUl meopemuy4Huli cuHme3 mModesieli OyiHKU memmy OKyrnHocmi, 3 iHwo20 60Ky, ue
8U3HaYyaembCsl cMnie8iOHOWEHHs1 MiX ¢hiHaHCOB80I ma eKOHOMI4HOI peHmabesibHicCMIo 8 cinlbcbKoMy 2ocrnodapcmei.

Knro4oei crnoea: ekoHoMi4yHi memnu nosepHeHHsl, hiHaHcoei cmaeku npubymkoeocmi, koegiyieHm kopensayii llipcoHa, cinbcbko2o
2ocnodapcmea.

C. Bymb6ecky, acn.
YuuBepcuteT 1 aekabps 1918 roga, Anb6a KOnus, PymbiHus

AHAINW3 MOAENU PEHTABEJIbHOCTU B CEJIbCKOM XO3AWUCTBE

B amoli cmambe Mbl pa3pabomanu CUHMemMuYecKyro meopemu4ecKkylo OCHO8Y aHanu3a peHmabesbHOCmMu 4epe3 3KOHOMUYecKue U (huHaH-
coeble HOpMbI NPU6LIIU C UCMOIb308aHUEM Pa3fiu4yHbIX Modesnell, a makxe cOenanu meMamu4yeckoe uccsedoeaHue cxodcme u pasznuquli Mexaoy
Ppas3fiuyHbIMU MOOesIsIMU cKopocmel o6pamHo20 aHasnu3a 8 cesibcKoM xo3silicmee. Momusayusi ebibopa amoli membi — onpedesieHUe 83aeM038b-
A3u Mexdy puHaHcoeol U 3IKOHOMUYeCKol peHmabeslbHOCMbIO, UCMONb3Ys Ko3ghghuyueHm kKoppensiyuu lMupcoHa. lposedeHHoe uccrnedoeaHue,
npusodum Kk 08yM OCHOBHbLIM KamezaopusiM pe3ysibmamos: ¢ 0OHOU CMOPOHbI, MPo8oduUMcs Ka4ecmeeHHbIlU meopemu4veckuli cuHme3 modernel
oyeHKU memna oKynaemocmu, ¢ Opy20li CMopoHbI, 3Mo onpedesisiemcsi COOmHoweHuUeM Mexdy ¢huHaHcoeol U IKOHOMUYecKol peHmabesibHo-
CMbIo 8 cesIbCKOM Xxo3silicmee.

Knroyeenie crnoea: akoHomuyveckue memnbl eo3epawjeHusi, puHaHcoeble cmaeku doxodHocmu, koaghgpuyueHm koppensyuu [MupcoHa,
cenlbCcKo20 xo3silicmea.
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ANALYSIS OF BUDGET DEFICIT AND ITS PROBLEMS IN LITHUANIA

Budget deficit is one of the most important parts of macroeconomics. Since 1990, the government of the Lithuanian Republic
has been faced with problems in balancing the budget deficit; most of the years, the country's budget was deficit with the lack of
incoming money flow. The budget deficit value in Lithuania has been a significant theme since 2004, when Lithuania became part
of the European Union, and one of the liabilities was to insure the litas replacement with euro currency and the budget deficit was
one of the Maastricht's criteria. Also it is very important to maintain effective management of public finances. The government is
responsible for managing the country's budget in respect to various economical parameters, for example, GDP, inflation rate,
unemployment rate, etc., in order to plan income level and distribute it to the relevant economic areas. Also, the budget deficit's

problems are revealed in this article.

Keywords: budget deficit, macroeconomic parameters, budget, convergence criteria.

Introduction. The budget deficit would be optimal,
because it is very important in stabilizing the economy and
promoting its development. Response to 2008. crisis in
many countries, including Lithuania pay more attention to
fiscal deficit reduction. Economics is a constant variable,
for this reason balancing the budget deficit is a very
complicated process. Due to the fact that all developing
countries are faced with a lag in their fiscal policy, Lithuania
is not the exception. Lithuania had difficulties managing the
budget deficit during the world financial crisis in 2009.
Public debt had increased to its highest levels; the lack of
income in the public budget brought problems to different
sectors due to instability in financial sectors. Budget deficit
is often explored in research as one of the variables in
macroeconomics' situation in the country.

Budget deficits' analysis is presented in this article,
including internal and external variables for budget deficit.
Internal factors' analysis, public budget income collection
problems and expenditures distributions problems are
analysed in this article. Calculation is made to measure the
impact of budget deficit redemption methods. The
importance of effective and sustainable public finances is
revealed in this research.

Purpose. To make Lithuania's budget deficit and its
problems analysis, evaluating internal (public income and
expenditures) and external (macro economical
parameters) factors.

Methods of research: Systematic analysis of scientific
literature, statistical analysis, logical comparative analysis,
meta-analysis, graphical data analysis and comparison,
correlation  analysis, using one-regression model,
multivariable regression model, the expert forecast,
prognosis using regression model.

Theoretical Analysis of Budget Deficit and It's
Problems. Budget deficit exists when, during a certain
period of time, public expenditures become higher than the
public income. According to Buskeviciute (2008), budget
deficit exists when income is lower than the expenditures.
To widen the description of budget deficit Rakauskiene
(2006) says that there are two types of budget deficits:
active and passive. Active budget deficit can be recognised
when public expenditures are above public income
whereas passive budget deficit can be seen when taxes
are not collected due to economic growth decrease, public
debt is not honoured, taxes privileges. The more detailed
budget deficit conception is prepared by Sineviciene ir
Vasiliauskaite (2010): fiscal policy can be contra-cycled in
developing countries; this fact is explained by non-discrete
fiscal policy (self-contained economic stabiliser). This
theory explains that having an increase of public income,
collected taxes amounts grow together and public
expenditures decrease — the public budget is surplus. On
the other hand, when the economy is decreasing, public
budget does not collect enough income to cover
expenditures (social welfare) in this case budget is deficit.

Furthermore, the budget deficit value depends on its
calculation method. The possible calculation methods
presented below:

Conventional fiscal balance (also known as the
absolute position). This balance is calculated as follows:
consolidated government revenues to and non-repayable
transfers minus costs and net borrowing.

Current balance is calculated from current income
minus current expenditure.

Liquidity balance. It is calculated as follows: from the
conventional balance subtracted by foreign borrowing and
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