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Most local organic market chains have inherent problems in moving from niche to volume, and
mainstream large-scale market chains have inherent difficulties in securing and advancing organic
values. The project “Healthy Growth: from niche to volume with integrity and trust” investigated a
range of successful mid-scale organic value chains in order to learn how they are able to combine
volume and values, and to use this knowledge to support the further development of organic
businesses, networks and initiatives. Research teams from ten European countries contributed with
20 case studies. More information and documentation can be found at: www.healthygrowth.eu



http://www.healthygrowth.eu/

1 Introduction

In Lithuania greatebenefits encouraged the establishment of masrganic farmsand their
cooperatives, buin the long runthey have beeninfected’ with the organic ideand have
persisted even the support has been decreasedWhereas members of the aganic
cooperative'EKO Zemaitija’ primarily interested inthe idea ofecologyitself, and only then
establishech cooperative

The cooperative ‘EKO Zemaitija’ is situated in the TelSiai districtwestern part of Lithuari
called Zemaitija (Samogitia) The main its activities are collection of organic raw milk and
supply to the milk processing enterprise as well as manufacturing of dairy products. In the
end of 208 distribution of organic dairy products coverethinly the Zemaitija region: small

local shops and locamarkets in TelSiai, MaZeikiai, GargZdai and Klaipéda city and
supermarket Maxima in Klaipéda. In 2014 the cooperativeproduced 14 kinds of dairy
products, he distribution area expanded to the biggest cities of the countryetail chains
Maxima,Rimi, TAUn Vilniusand Kaunas).

Figure 1. Geographic location of the cooperative ‘EKO Zemaitija’ and distribution area
of dairy products at the end 2014



2 Casestudy approachmaterials and methods

The casestudy analysis combinegublic information and structured interviews with
representatives of thedairy products supply chain. Fdne public representation of ‘EKO
Zemaitija’ was used informationfrom different publicly available soursesuch asthe
webpage of the cooperativajewspaper articles, internet informatiof}V broadcastetc.
(see Appendix 1). The seHrepresentation of ‘EKO Zemaitija’ is based on a questionnaire
survey on the farmefsopinion about the cooperative management amh structured
interviews with the people involved into the supply chain, i.e. with tlaeministraive
manager of the cooperativemember of the Goperative Board, and short interviews with
sale assistants at small retail shop3elsiai and Klaipéda.

The surveyon farmers opiniorwascarried out at the end 2013 at the request of the Board

of Cooperative with purposeo analyse the opinion of members of organic dairy
cooperative’Eko Zemaitija’ on its performanceThe results of this survegre based m the
opinion of 79% of cooperative members who answered the presented questions about their
attitudes towards the cooperative performance and their expectations from the cooperative.
The majority of the respondents are experienced organic farmers: nearly half of them have

been engaged in organic farming for more than 8 years and more than one third have been
farming organically for-& years. As concerns the educational level, more than half of the
respondents have professiora&bcational education and merthan one third graduated
from the university. Some more than half of the respondents are of age between 40 and 60
years.The results based on aggregated data of this survey on cooperative merapgrsn

were presented at the generalinnual meeting of the cooperative ‘EKO Zemaitija’

(14 February 2014) whereepresentatives of the milk and dairy products supply chain
participated as wellsee Appendix2). Later theresultsof thisresearchwere generalised and
publishedas ascientific paperSkulskis V., Girgzdiené V., Mikelionyté D. (2014). Performance
evaluation results of the organic dairy cooperatiie Lithuanian) // Management theory

and studies for rural business and infrastructure development, Vol. 36(2). P. 407415 (see
Summary in ppendix 3

The main structured questions for interviews with the administrative manager and the
board member of the cooperative were prepared in advance in accordance with the planned
project tasks. Themaininterviewswere takenfaceto-face at the cooperative in spring 2014
During the course of the study, especially in mi@014, the cooperative ‘EKO Zemaitija’
experienced rapid and very important changes in its performance that caused the need to
update information, so the respondents not once waxsgked additional questions by phone
This method of interviews allowed to collect necessary information and to get accurate data
about the performance of the analysed value chain.

Short interviewswith sale assistants at small retail shops in TelSiai and Klaipédare done

in August 2014Theyrevealed some insights from the consumers’ perspective towards the
organic dairy products of ‘EKO Zemaitija’.

(see Appendix 4).



3 Lithuania— The national context

The first organic farms in Lithn@a were certified in 1993. In 1997003 the certified area

and the number of organic farms was growing slowly. Since 2004 EU support for organic
area encouraged to convert to organic farming, therefore, in the 20007 period the
number of organic farms and certified organic area were going up rapidly. The number of
farms reached peak in 2007. Lower EU support &sthfluence on the number of organic
farms. Since 2008 it is noticed a decreasing tendency of the number of organic farms but the
certified aea is slowly expanding. According to Statistics Lithuani20iL3the certified
utilised agriculturabrea(UAA) covered 16.5thousand hectares. Ovehe 6-year period of
2008-2013 the area of certified area increased by 36% whereas the number of organic
farmers went down by &. In 208, as compared to 2@ the certified area expanded by®

and the number of farmergient up agairby 2%.
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Figure 2. Certified utiliseagricultural area(thou. ha)and number of organic farms
in Lithuania in 20082013

Source: Data of Statistics Lithuania.

The share of certified organic area in the total country’s UAA has been slowly growing up.
2008, the share of the UAA of the certified organic farms constituté&dodof the total UAA
areaand reached B% in 2013Statistics Lithuania). According to this indicator, Lithuania is
behind the average in the E28 only by 0.2 percentage points and is siderably ahead of

such countries, like Bulgaria, Ireland and Romania, though is strongly lagging behind Austria,
Sweden, Estonia and LatVRurostat data).

Lately the decreasing number of organic farms caused their consolidation. The average size
of the certified farm in 2013, as compared to 2008, increased from 43.8 to 65.2 ha, or by
49%.However, in 2013 the largest share (46.6%) made up family farms up to 30 hectares.

The groups of farms of 350 ha, 53100 ha and 104300 ha acounted for similar shares,

i. e. about 16%. The farms of 3D ha made up 2%. The smallest part (only slightly more

than 0.5%) occupied the farms larger than 50(dtatistics Lithuania).
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For the last several years changes in certified crop structure have been insignificant3In 201
more than half (63%) of the certified area was covered bygrain crops (cereals 44.6%,
leguminous 12.1% and cerdalguminousmixedcrops 6.3%). Cerease in demandot only

in Lithuanig but also are exported to other EU countries. A number of larger and
competitive organic farmsfor the supplyof organic productshave entered into direct
contractswith foreignpartners other farmers sell theiproducts through intermediaries.

In 2013, only 36.7% dhe total number oforganic farms was certified as orgamicimal
farms Organic farms usually certify cattle. According to the data of the national certification
body ‘Ekoagros’, in 2013 wecertified 34.2 thousand of bovine animdtsf which nearly 10
thousand dairy cows)19.1 thousand sheep, 6.2 thousand poultry, 0.8 thousand goats and
0.4 thousand pigsThe largest amounts of organic raw milk are purchased by dairy
companies and processed into yogurt, cheeses and other dairy prodimigever,Lithuania

still remains an exporter of organic raw products. A significant part of beef cattle is exported.
The produced amounts of organic pork and poultry meat are small.

Organicfood marketin Lithuania during the2008/2009 economic crisiemainedrelatively
stablewith regularorganic food consumers; lately it agamdsto grow. Unfortunately, there is
no reliable data about production armnsumptionvolumesof organic food products in Lithuania

4. Overviewof the case

Product types: Raw mlk and dairy products

Main actor: Cooperative ‘EKO Zemaitija’

Number of members: 47 farmers

Number of employees: 17 (including processing) (2014)
Distribution channels: processor JSC ‘Pieno zvaigzdés’ (supply of raw

milk), direct sales, small local shops, retail chains
‘Maxima’, ‘Rimi’, TAU
Sales revenue: close to 2 Mio. € (2014)

4.1 Presentation and trajectory

The beginning of the present organic daippperative 'EKO Zemaitija‘ comes to January 2003
whenin western part of Lithuania a publicganisation ‘Society of organic farming development’
was established by TelSiai District Municipality. In 2004 the number of members reached nearly
50 but not everyone was farming. The memberdto$ societypropagated the idea of organic
farming organisng voluntary seminars and trainings on the issues of organic farming as well as
meetings with successful organic practic8mce February 2005, the status of Soziety was
changed to association that continued activities of the former society. Low prices for organic raw
milk, especially low for small amount suppliers, encouraged farmers to join their production. The

main reason and objective to establish the cooperative was that farmers collectively could
supply larger amounts of organic raw milk and get a higher price foflite main reason why
organic farmers made a decision to join the cooperative ‘EKO Zemaitija’ was that selling milk



together they had a better position to negotiate with processors fdrigher price on milk
supplied”(Research on the cooperative members’ opinion).

The present cooperative ‘EKO Zemaitija’ started its activity on 14 February 2006. Initially 22
organic farmers becammembers of the cooperative. The main initial goal was to collect
organic milk from the farmers members of the cooperative and to supply it to milk
processing enterprises. Over time, there have been some changes in the number of
cooperativemembers and in theooperativefarm structure.

The main principles of the cooperativeere to pay the same price for all milk suppliers,
regardless of what the amount of milk a farmer sold and place a farm was located as well as
to pay one of the highest price for milk the country. ‘EKO Zemaitija’ unifying organic dairy

farms was useful not only for cooperative members but also for consumers. The farmers
sold their production at a higher price, and the consumers had a possibility to buy organic
milk and dairy products

Searching for partners for milk supply the cooperative faced problems because Lithuanian milk
processors were not interested in a proposal to collaborate. The first members of the
cooperative— the greatest enthusiasts of organic farmingcentributed themselves in this
processand made a commercial proposal to milk processing companisspply organicaw

milk. Unfortunately, geographicaltile nearest milk processor did not respond to the proposal
even after personal contact3here were many discussions, consultations and negotiations by
phone andfaceto-face with otherorganic milk processors. As a result, the cooperative
succeeded JSC ‘Pieno Zvaigzdés’ interested in organic raw milk and even leased a milk
transporter for oneyear. “We sent commercial offers to processing companies proposing our
organic raw milk. Only the AB “Pieno Zvaigzdés” responded. Unfortunately, AB “Zemaitijos
pienas’, the nearest company to our cooperative which would have been the best partner, did

not respond. Although we personally talked with them but we did not find a common language.
Therefore, we transport raw milk to the AB “Pieno Zvaigzdés”. This company even leased a

milk truck. The beginning was difficult” —says the member of the CooperaBaard.S far the
cooperative’EKO Zemaitija’ suppliesorganicraw milk to the same milk processor

Over9 years of the existence 6EKO Zemaitija‘, the number of cooperative members has
increased more than twice: at present in total 47 organic farmers are members of the
cooperative their age is 3%0 years.The cooperative was able to expand the activities using
EU and national support for modernization and partial compensation of administrative costs
available for recognised agricultural cooperativishelped to buy a new truck for milk
collection from farmers, to equip the office (computer and other necessary means) and later

to obtain and equip milk processing facilities.

In 2011 the cooperative started implementation of a new idea ‘from farm tadetaand
began to sell milk directly to consumers in TelSiai city.

For a few yeardhe cooperative workd traditionally buying up organic milk from the
members and supplying it to the processdt the same timethey hopedto get a higher
value for the production andgradually exploredthe idea of milk processing at the
cooperative This idea was implemented at the end 2012 whenbeside the supply of
organic raw milk to the milk processing compdhg cooperative started therocessg of
the milk and produimg organic dairy productgself. The number of produced different kinds
of products was modest, but in 2013 it reached 142014 rarly 10% of the milk produced
wasprocessed into different dairy products at the cooperative
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Dairy products are produced from the best quality milk and do not contain any preservatives,

so they are always fresh and healthy. Cottage cheeses are handmade and made according to
the ancient grandmothers’ recipes. The cooperative’s future dream is to acthevstatus

of Lithuanian culinary heritage for some kinds of dairy products. Milk and dairy products
produced at the cooperative are fully organic, certifiedthg nationalcertification body
‘Ekoagros’.
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Figure 3. Time line of the cooperativeEKOe u ]3]i [ A 0}%u v$§

Initially for a few years the cooperative only collected raw milk from the farmers and
supplied it to the processor, so it was only one product and only one distribution channel.
But in 2011, it was decided to supply milk directly to consumers and selthe regional
centre TelSiai as well as to supply it to TelSiai hospital. Later the cooperative bought a
building and began its reconstruction in order to process milk and produce dairy products.
As a result, in 2012 the assortment has become wider. dlesmnges in expansion of
production and assortment were driven by a lack of organic dairy products on the market.



The cooperation with organic milk producers (farmers) and organic raw milk supply to the
milk processing enterprise JSC ‘Pieno Zvaigzdéts based onofficial longterm contracts and
the cooperation with other cooperative membeisbased on written agreements.

Milk processing and production of dairy products at the cooperative created a few new
working places for local people.

Since the begining of the establishment the cooperative haslecision making power but
milk purchase price depends on the market situation and the most power on it has the
processor ‘Pieno zvaigzdés”, thus the income of cooperative membersainly depends on

the processor.Usually the final decisions are made after discussions with the processor at
working meetings. For example, after the Russian embargo for certakfioags from the

EU in August 2014purchase prices on raw milk were lowered to all milk producers,
including organic raw milk.However, ‘EKO Zemaitija’ negotiated with the processor and
finally thedecision on thaeduction of raw milk purchasprice was partlybetter than was
initially proposed by ‘Pieno Zvaigzdeés’.

Intermediary and retailers has rpower in decisiormaking process.

4.2 Basic facts

The price paid for organic raw milk supplied is set by the milk buyer and is higher than that
for convertional milk. Unfortunately, changes in producer prices and consumer prices during
the observedoeriod are not available.

Over the period of 200&014the number of organic farmgroducing raw milk increased
from 6 to 47 i.e. nearly8 times. Simultaneouslyhé amount of produced milk was growing

up steadily Sales revenudad a similar tendencyexcept the year 2009, when due to the
2008’seconomic crisishe purchase price for organic raw milk was reduced by the processor,
and the year 2014, when the processor lowered the purchase price due to the Russian
embargo(Tablel, Figire 4).

TablelX Yp v&]8 §]JA Jv ] 3}Ee« }( 3Z }}% E 3]A Z <K « u ]8]i [ %o

2006 | 2007 | 2008 | 2009 | 2010 [ 2011 | 2012 | 2013 | 2014
Sales revenue, | 494 | 0955 | 0792 | 0,776 | 1,106 | 1,277 | 1,469 | 1,971 | 1,934
mill. €/year

Milk purchased, | 325 | 703 | 781 | 2022 | 2507 | 3316 | 4089 | 4570 | 4858
tons/year

Number of dairy | - ¢ 7 9 23 | 26 | 36 | 42 | 48 | 47
farms

Number of 1 1 1 1 1 2 3 14 14
products

Number of

employees in - - - - - - 3 5 4
processing

Number of selling 1 1 1 1 1 5 5 11 34
places

Source: Data provided by the cooperative ‘EKO Zemaitija’.
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Source: Data provided by the cooperative ‘EKO Zemaitija’.

Besides the supply of organic raw milk to the milk processing enterprise, since 2012 the
cooperative is engaged in the manufacturing of dairy products. I14,204arly 10% of the

milk produced was processed into different dairy products at the cooperativee
cooperative producedpasteurised milk, sour cream, butter, yogurt, kefir, curd, kastinys (a
Samogitian ancient dish made of sour cream, sour milk and butter with seasonings that
tasteslike butter or rich sour cream with seasonings), and different kinds of cottage cheese.

Figure 5. Organic dairy products manufactured by <K < u ]S]i [

In 204 in total the cooperative employed7lpeople (administration, drivers, etc.), of which
4 processing workers.

Figire 6 shows the growth process of the cooperative ‘EKO Zemaitija’ in 2006—-2014 in
relation tothe amount of milk producedby cooperative memberand sales revenue.
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Source: Data provided by the cooperative ‘EKO Zemaitija’.

In 2014,'EKO Zemaitija’ has undergone significant changes relatedprocessing of organic
raw milk at the cooperative and sales of manufactured dairy products in new markets/cities.
The amount of processed milk in 2014 reached ned®@86 of the milk prduced by the
cooperative members

Since March 2014 amnterprising specialisthas become a leaat of the processing
departmentof ‘EKO Zemaitija’. He pays much attention tthe improvement ofmarketing

and his contribution towards distribution of organic dairy products manufactured at the
cooperativealreadyis obvious.The expansion of distribution area to the biggest cities of
Lithuania (the capital Vilnius and Kaunas) in 2014 was very significant. At the end of the year
dairy productsby ‘EKO Zemaitija’ were distributed through 4hannels and availablot only

in Zemaitija region but also in severrities (Tel3iai, Klaipeda, Siauliai, Raseiniai,Kelme,
Kaunasand Vilniug. In total they were sold at 34 constant places as well as from time to
time marketed at various fairs, festivals and other events in different cities of Lithuania.

In big cities organic dairy products are available at super or hyper markets of retail chains
Maxima and Rimi and marketing system PCs ‘TAU’. Both retail chains are among the leading
retailers in the Baltic States. Thetail chain Maxima opates in Lithuania, Latvia, Estonia,
Bulgaria and Poland. The Rimi Baltiés represented by three companies: Rimi Eesti Food,

Rimi Latvia and Rimi Lietuvand is one of the leading retailers ithe Baltic States
appreciated by customers. Among its core valinesRimi chain promotes a healthy lifestyle.
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Rimi Lietuva has special shelves under the label *Vikis’ for certified food products and a wide
range of such products. Marketing system ‘TAU’ ha®d) mainly in the north-western
part of Lithuania thats closer to the cooperative ‘EKO Zemaitija’

The other kind of changes related to distribution chanweds reduction of direct saleBue

to very hot summerin 2014,daily direct sales of ‘Eko Zemaitija’ products were stopped
because the cooperative could not ensure meeting the necessary requirements of sanitary
and hygiene. The cooperative has no special mobile food vending vehicle since it is too
expensive. After the daingroducts of ‘EKO Zemaitija’ were introduced intobig retail chains,

that foster sales ohatural and organic products, arosemedoubts ifdaily direct sales will

be restartedbecause the latter marketing channel for the cooperatinas becomdabour-
intensive and more expensivehe cooperative needs to hire a sale assistant, suffer logistics
costs, etc.Weather conditions alsdimit direct sales opportunities because there are
difficulties meeting the necessary requirements of sanitary and hygidmeing to keep
contacts with consumerand to attract new onesthe cooperative continualirect sales in

fairs, exhibitions or other local and national events

4.3 Stakeholder network

The stakeholder network of the ‘EKO Zemaitijpresented in Figure.7

Milk processor Retailers
P JSC ,VP|.er‘10 S —| Consumers
Zvaigzdés
Cooperative
> EKO g Small
Zemaitija
local
shops
Farmers
Dai
(Bain) Consumers
Direct
sales
Milk
processing
Intermediary Retail chairs
CJSGJomarko MAXIMA &
prekyba’ RIMI;
PCs ,TAU*

Figgre7X dZ 31 Z}o & v SA}EI }( §Z e Z <K e u ]8]I [
The stakeholders network consists of farmers, cooperative ‘EKO Zemaitija’ with milk

processing branch, milk processor JSC ‘Pieno Zvaigzdeés’, intermediary CISC ‘Jomarko prekyba’,
retailers (small local shops, retail chains Maxima, Rimi, Tau), direct sales, consumers.
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5. Analytical perspectives 1-6

5. 1 Organisation and governan@ask 1)

Snce the establishmentof the cooperativethe management structure has remained the
same, i.e. the Administration and the Board (5 members) of the cooperative. Members of
the Board have changed very little (only one change), and the administration structure also
remained almost the same. The Boaotlthe cooperativerepresents the interests of the
farms of various size groups almost equally: the Board includes 3 farmers representing farms
of different size. It happened naturally without any particular decision.

Since the beginning short-term strategic decision was to collect and sellv milk to the
processor, butlongterm ambition wasgreater—milk processing at the cooperative.

The cooperation with organic milk producers (farmers) and organic raw milk supply to the
milk processing enterprisisC ‘Pieno zvaigzdés’ is based orofficial longterm contracts and
the cooperation with other cooperative membeirs based on written agreementhat
include milk supply and collection terms.

In the contract with JSC ‘Pieno Zvaigzdés’ are included terms for minimal milk amount that
the cooperative ‘EKO Zemaitija’ undertakes obligation to supply and the processor to
purchase. The major change in contracts is the fluctuating purchase price of raw milk paid by
the processor that depends on many reasons (season, supplied amount, changes of average
prices in the market, etc.).

Without a doubt, the most important are the contract with JSC ‘Pieno Zvaigzdés’ (organic

milk buyer) and contracts with mifroducers. The most powerful and leading partner is JSC

‘Pieno ZvaigZdés’ since on it depends the price of milk supplied, and thus, the earnings of

milk producers. The main partner JSC ‘Pieno Zvaigidés’, in respect of ‘EKO Zemaitija‘, plays a

key role as organic milk buyer, but the cooperative itself is engaged in the logistics and milk
collection. The relations with the milk buyer as well as with the packaging and milk bottling
tare suppliers are merely business relationships.

At the beginning the coopative had some 10 membesrsorganic farmers who specialised

in plantgrowing, but they were not able to develop successfully production and produce
sufficient amounts of organic products for distribution to the market through the
cooperative. The majority of these farmshave changed their specialisation. At the moment
only 2 farmers -the members of the cooperative are not active in milk production but
apply the knowledge they acquired at the cooperative and use some services provided by
the cooperative.

There are no changes in the requirements for joining the cooperative since the beginning of

its activity: every farmer engaged in organic farming can join the cooperative. The organic

milk producers themselves are looking for a possibility to join the cooperative since the
collective organicaw milk supply helps farmers to survive and to get the more income. The
organic farmer who has decided to join the cooperative presents an application, and then
his/her farm for some time is observed. If the cooperative is sure that it meets all necessary
requirements, the farmeprobationer can supply milk to the cooperative not being a
member of the cooperative. Latethe General meeting considers the farmers’ admission to
membership. Usually every yeard3new organic milk producers join the cooperative. But in
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the period of 200742008 the number of new cooperative members was larger (some 10
each year).

“Since the establishment of the cooperative, no farmers have withdrawn their membership,
they all are together. The age of cooperative members is 35-60 years. They keep from 3 to 70
cows and supply daily from 50 kg to 2 tons of raw milk. Mainly the cattle kept are of the
Lithuanian Black and White breed, and daily amount of milk is 4-5 thousand kilograms. Milk
yields are relatively low, but bearing in mind that we produce organic milk and have to follow
very strict requirements, it is quite a good result," - says the adhinistrative Director of the
cooperative

Because lie number of cows kept by members of the cooperative varies amounts of

milk supplied also are different. According to one of the main principles of the cooperative,
the same price should be paid to all milk suppliers, regardless of what the amount of milk
they sell. “For a few years of operation the cooperatie “EKO Zemaitija” was faithful to the
principles declared at the beginning of the establishment. One of them says that the price

paid for bought in raw milk is the same, regardless of the amount of milk supplied and the

farm location. Another principle declares that the cooperative pays one of the highest prices

for raw milk in the country” — says the AministrativeDirector.

But after large organic milk suppliers joined the cooperative, this principle is no longer
obtained. Conventional milk supplierseadifferentiated according to the amount of milk
sold, so thdifferentiation is applied and for organic milk suppliers. At the cooperative there
are three categories of milk purchase price that depend on the amount of milk that farmer
produce: up to 300 litres, 301000 litres and over 1000 litres. The price differentiation
according to the produced amount of ramilk makes a conflict situation among the
cooperative members. In the beginning of 2014 nearly one fifth of the cooperative members
were unsatifed with the price for the milk supplied. On the other hand all cooperative
members are satisfied or very satisfied with the settlement terms for the purchased milk and
milk pickup order from the farm; they positively rate milk quality evaluati®esearch on

the cooperative members’ opinion).

The Russian embargo on certain European @gritucts in August 2014 was a reason for all
Lithuanian milk processors, includitig: processor ‘Pieno Zvaigzdés’, to reducethe purchase
price of raw milk. But after discussions witRieno ?vaigZzdés’, ‘EKO Zemaitija’ negotiated a
smaller reduction and a better purchase price as well as a later reduction applicitien
than other milk suppliers. This fact shows that the cooperative remains an impantganic
milk supplier.

The main strategic trend of the cooperative to start milk processing and production of dairy
products of higher valuadded was implemented coherently and steadily in the last few
years. Milk processing at the cooperative watarted in 2012 and the range of
manufactured products has increaseftoduction of dairy products of higher value-added
canlower the risk of income losg the processor reducemilk purchase price.

Currently the most important challenges the cooperative faces with is related to the
expansion of new distribution places and the increase of production voluhies $rategic
decision to produce dairy products at the cooperative was supported since therbeg
because products of higher vakaglded are more profitable.
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EU and national support available under the Lithuanian Rural Development Programme for
cooperative development cover up to 40% of the total project eligible costs. But dairy farms

or their cooperatives implementing integrated project of production of primary agricultural
product and milk processing can expect support by 10% larger. Additional 10% are available
for farming in lesdavoured areas. Thus, in total the State support for thepayative ‘EKO
Zemaitija’ can cover up to 60% of eligible costs if they are not reimbursed through other
channels.

In 2011 the cooperative decided to apply for EU investnemgport in order to purchase
milk processing equipmentAn investment project for construction of new processing
facilities was prepared and‘EKO Zemaitija’ applied for EU support under the measure
‘Modernisation of agricultural holdings’ of the Lithuanian Rural Development Programme.

The cooperative could expeetvailablefinancial support up to 60% of the total project
eligible costs. In 2013 the project for processing of 5 tons of organic milk per day was
approved. According to the support implementation rylése cooperative had to invest
nearly half of that sm and to finish implementation of the project by November 2014.
Unfortunately, the cooperative had no sufficient own funds to be invested since they were
not accumulated in advancand a loan from a bank was too big a risk because of high
interest rates.Therefore, at the cooperative annual meeting on 14 February 2014 it was
acknowledged that preparing the project the necessary funding sources were not sufficiently
evaluated and the project itself was too optimistic and risky. As a result, a strategic change in

the decisionsvas made and the implementation of this project has been stopped. On the

other hand, at the moment the market for organic products of ‘EKO Zemaitija’ is rather small.
There were controversial opinions inside the value chain, but after discussions during the
annual general meeting of the cooperative members, in which participated representatives
of the processor, a final decision was takeo modernise processing facilities and
technologies slower but investing only own funds.

EU and national funds had a very significant impact on the development of the cooperative
‘EKO Zemaitija’ activities, starting with the purchase of premises, reconstruction of
manufacturing facilities to the equipment of processing workshop. The majority of property

the cooperative acquired employing the EU or national funds.

The cooperative also was subsidised by the Labour exchange through a variety of
programmes as well as supported by the Ministry of Agriculture forpiteenmotion of the
sales of higkguality agricultural products.

Since the establishment of the cooperative itmmembers understand of what great
importance is the prestige of the cooperative and how important is to maintain trust in the
quality and values of products. Trust is the most img@ot value among the cooperative
members, processor and consumers. A fgyars of thorough work helped the cooperative

to gain the confidence of consumers and the milk processor. Unfortunately, such key
concepts as value, quality, organic, success, cooperation, trust not always are perceived the
same by different participants (including consumers) along the chain of organic dairy
products.Even not all farmers trust in high quality of products, but at cooperative meetings
these issues are discussed and coom solutions are found. Introduction of Intranet for
cooperative members will let such discussions to be more effective and operative. It seems
that consumers are not informed enough about the organic products and their qualities
becausesome consumers believe that all products produced on farmsganic
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Such product attributes as organic, animal welfare, fair trade are very important striving for
the cooperative’s aim to get a good position in the local market of dairy products in the near
future as well as later in the country’s market.

Unfortunately, not all members of the cooperative are equally altruistic implementing green
ideas.In the opinion of Administration and some Board membensly less than half of
cooperative members are entirely deted to the spread of organic philosophy. For some
other members of the cooperative organic farming support paymetday more important

role than green ideas.

The Administrative Director and Chairman of the Board are very active defending the
interests d the cooperative and taking part in the deliberations/considerations and
discussions at the political level.

The cooperative ‘EKO Zemaitija’ maintain and strengthen the cooperation with local public
institutions, such as theationalcertification body ‘Ekoagros’, regional and local authorities,
because they have a very significant influence on the ensurance of the cooperative future
development. Sometimes this cooperation might seem as insignificant but for the
cooperative and its members it is very iorfant, eg. in winter time it is necessary to have
roads cleaned or to get some other small services. Usually dairy products serve as a
compensation for such small services.

The Lithuanian association of organic agriculture ‘Gaja’ has some positive influence on the
performance of the cooperative since the members of the cooperative participate at the
events organised by ‘Gaja’, get some knowledge, additional information, learn about organic
farming news, etc.

The cooperative ‘EKO Zemaitija’ also participates at national fairs and other events selling its
products, propagating green ideas.

Neither the LithuanianAssociation ofOrganicAgriculture ‘Gaja’ hor any othercivil societyis
involved in the cooperative governance.

5.2 Business and management logics: the process behind ensuring economic performance
and efficiency in migcale food value chains (Task 2)

‘EKO Zemaitija’ is a legally registered cooperative The performance of the cooperative is
profitable. Total sales revenue fully covers all costs of the cooperative. ’EKO Zemaitija‘ has
own office premises, processing facilities, milk truck, cooling equipment, etc. as well as has
no liabilities for the State aiebts for banks.

The cooperative receiveHU and nationasupport for settingup andfor acquisition of milk
truck (under the Rural DevelopmentProgramme for 20072013)

The cooperative has no written strategy for its business. In the opinioreathyGrowth-
team, the most important elements of business/management strategies of ‘EKO Zemaitija”

are professionalization of management (a new specialist with marketing knowledge),
production and supply of higher vakaelded and high quality products (dairy products have
higher valueadded than milk and are handmade), search for new/alternative marketing
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channels (big retail chains with special shelves for farmers’ products) and creation a dynamic
organisation that is prepared to meet the challenges.

The recruitment of specialist with knowledge of marketing and a strong focushen
realisationof products strengthened the internal management.

In general, the managers of the cooperative understdne importance of professional
specialists so learning plays an important role in the performance of the cooperative: a
training ®urse is organised for the processivgorkers, farmers are encouraged to
participate in the courses under the LEADER programme, on intranet they can share their
own experence, etc.

The cooperative officially does not declare its motto, but the initiative “From field to table”
could be considered as a motbecause the ‘EKO Zemaitija’ ambition to process raw milk at
the cooperative and producknal dairy products was implemented

The most important business objectives are profitability making sure thathe revenue
exceeds the costs of doing business and solid financial thaseallows the management
team to prepare for longerm projects and answers shoiterm needs (e.g.wages,payable
accounts, etc.pf the cooperative Profit is used to strengthen the technical basis of the
cooperative and ensure modernisation of its business. Tin€ial bas consists of own
funds of the cooperativeand state support.In the opinion of 85%of respondents-
cooperative memberdinancial stability of their cooperative is imparit or very important
(Research on the cooperative members’ opinion).

In the opinion of the cooperativenembers the most important objective is to maximise
profit in order to develop processing of raw milk at the cooperativ@ther important
objectives that were not rankedby respondentsre: to expand saledp ensure high quality
to develop assortmentto ensurethe basic needs of members of the cooperatiResearch

on the cooperative members’ opinion).

Absolutely all cooperative members appreciate the prestige of the cooperative and rate it as
important or very important for successful business development. Also trust, transparency
and fairness are valued in the cooperat{®esearch on the cooperative members’ opinion).

TheBoard of the cooperativeunderstands the importance of transparency, communication,
fairness, trust, responsibilities, contracts/formal agreements for the internal organisation,
but the steps done are very small.

The cooperative ‘EKO Zemaitija’ and the milk processor ‘Pieno 7vaigidés’ are considered
strategic partners from the perspective of the valtginstakeholdersThe most powerful
and leading partner in the chain is JSC ‘Pieno Zvaigzdés’ that plays a key role as organic milk
buyer on which depends the price of milk supplied, and, therefore, the earnings of milk
producers. But the cooperative has a possibility tosduss situation and put forward
proposals for negotiations that help to find a solution that is acceptable to both pafies
changesn the pricing strategy depend on the fluctuation in the purchasing price of raw milk.

The price paid for organic raw milk supplied is set by the milk buyer and is slightly higher
than that for conventional milk. The same rule is applied for prices of all organic dairy
products in the entire chain, i.e. prices are a little higher than these of conventional dairy

products. The price paid to the cooperative members for milk sold also depends on the

amount supplied. Although this difference is inconsiderable, the farmers selling larger
amounts of milk are paid more.
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Usuallythe main changes in the purchase price of raw milk experience the cooperative
members (milk suppliers), thus creating preconditions for the further development of
activities, modernisation of technical basetc. The cooperative contributed financially only

in 2009 whenpart of its profit was used to smab farmers’ income loss that emerged
because othe 2008 economic crisis.

In the opinion of the lkalthyGrowth-team, the most important instruments supporting the
cooperation between chain partners are forward contracting of supply volumes and clear
respongbilities on each level.

The competitiveness of ramilk supplied and of produced dairy products is very important
for the continuity of the cooperative activities

According to the Rules of ‘EKO Zemaitija’, profit among the members is distributed
depending ontheir shares and theéurnover of the cooperative But for the meantimethe
total amount of profit goes for investmentln the opinion of the members of the
cooperative, he development of cooperative investments is important or very impdrtan
92% of the respondenti®esearch on the cooperative members’ opinion).

Starting a new business it isr@rmal thing that at the first stage of its development all
attention is focused on growth. Only in the beginning of 2Gh& issue about the
distribution of profit among thenembers of the cooperativerasdiscussed. This shows that
the cooperative members are clearly distinguished and maintains the selected priohiies.
an example of asuccessful growth, it can be the produaenhsumer cooperative EVG
Landwe@ EG in Germany ‘Eko Zemaitija’ might study its experience and lessons learned
facing challengesand somestepsmight beadaptedin Lithuania.

The sles revenue of the cooperativand farmers’ income depend on tlieictuating price of

raw milk paid by the processor that depends on many reasons (season, supplied amount,
changes of average prices in the market, efthle interdependency of business partners is
quite high and makes a risk if the processor has suffargdeconomic failures or decid¢o
change its strategy of organic production. In that case ‘EKO Zemaitijould face big
challenges for the selling of raw milk to other large processing enterprise or the use of raw
milk at the cooperative while moderra@son of technical base is not implemented.

The relations with the milk buyer as well as with the packaging and milk bottling tare
suppliers are merely business relationships that are based on contracts.

The cooperative maintains a growth of sales of own produced dairy products as well as a
growth of milk amounts supplied to the processing compaije encouragement to
produce larger amounts afaw milk and admission of new members might increase milk
supply, whereas modernisation of processing technologies and reconstruction of-boiler
house might expand the existing assortment of dairy products though both directions of
growth — the expansion of assortment range and specialization in specific dairy products
are maintained. As concerns distribution, managers of the cooperative prefer to increase the
number of selling places not only in the Zemaitija region but also in other Lithuania’s regions

in order to gain a bigger market share.
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5.3 The balance/trad-off between quality differentiation and volumend economic
performance(Task 3)

Lithuanian market for organic food products during the 2089 crisis period remained
relatively stable and kept its regular consumers. Recently it has had a growing tendency and
each year increasest least by ondenth, but still remains relatively low and takes a very
small part of the Lithuanian food market. The market of organic dairy products is not
saturated yet, though the supply of some products is high, e.g., yogurts, some kinds of
cheeses. Large dairy enterprises dominate in the production of yogurts (AB ‘Pieno
vaigidés’) and ripened cheeses (AB ‘Zemaitijos pienas’). Smaller producers, such as the
cooperative ‘EKO Zemaitija’, strive to produce niche dairy products that differentiate from

the products of other organic producers. The possibility of small producers to enter the
market or keep or strengthen thie positiors in the market is higher if they put efforts
producing the products that have additional values and differentiate from other producers
of similar products. They produce dairy products that have an exceptional quality, are made
according to old regional recipestc. ‘EKO Zemaitija’ understands itself as a small market

player that has the potential for eapid growth. So farie demand for someorganicdairy
products ishigher than the supply.

Sinceorganicraw milk is produced and part (nearlyl0% in August 2014) of it jgocessed at
the cooperative, the time period between production of mékd dairy productss shorter
than producing the same kinds of organic products atrhitlik processing enterpriseMilk is

cooled to 4°C and processed within two hours.

Dairy products are produced from the best quality milk and do not contain any preservatives,
so they are always freshealthy, have excellent taste and high qualit¢veryone who tries
our products enjoys their taste and quality”. Natural yoghurt is one of the most popular
products of the cooperative./t'is not food but medicine”, - says theadministrativemanager
of the cooperative. Sucimgredientsas caraway, raisins, etare bought but theymake up a
very small share in producetheegs

The cooperative has no large industrial technological lines for processing; therefore, all dairy
products by ‘EKO Zemaitija’ are handmade that adds additional value recognised by the
consumers. Besides, usualtpnsumers have more trust in producpsoduced by small
producers These conclusions are based on observations, experience, and knowledge of the
cooperative.The demand on the products by ‘EKO Zemaitija’ shows that consumers are
satisfied with their quality.

Qurrently, maintaining the quality of the produced dairy products and keeping prestige of
the cooperative strategic activities of ‘EKO Zemaitija’ are very important. A great attention is

paid to such quality attributes as taste and freshness following old regional recipes. One kind
of cottage cheese alreadg made according to old regional recipe and is named after the
place where it is produced: Organic cheese ‘Ryskénai’. This unique recipe allows offering
consumers the product of an exceptional taste. The cooperativessahfature ambition to

get the certificate of Lithuanian culinary heritage for this kind of fresh curd cheese.
Production of culinary heritage products could helpthe productsof ‘EKO Zemaitija’ to be
different from the other organic chains.

A part of dary products produced by ‘EKO Zemaitija’ is sold directly to consumers by the
cooperative itself, so the price for the same products are lower thahin small food shops
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or supermarkets. Besides, part of milk and many dairy products are sold in Zemaitija region
thus lower transportation costs also have a positive influence on prices. Consumeriaget a
price for the products that have specific qualities.

At the cooperativedairy products are produced from the best quality organic milk every day
according to the descriptions of technological processes and recipes. All necessary
requirements of technological processes are met, temperature register is filled up.
Technological processes are supervised by the production manager and administrative
manager All materials used in the processing of milk are controlled by rthgonal
certification body ‘Ekoagros’, and dairy products are strictly controlled by the State Food and
Veterinary Service. Such ethical value as ‘organic’ also depends on the faamarsness

and fairness that builds consumers’ trust and confidence.

Since mieR014 a few kinds of dairy products, including two kinds of cottage chesser
cream, curd, kefir, yogurt, are supplied ttee retail chains Rimand Maxima where special
shelves for natural fresh products produced according to the traditional retipdarmers
and small producerare arranged These shelvealsocontain certified products(organic or
of exceptional quality, in which technology any food additivese not usedIn general,
these shelves are like a small farmers market inside upersnarketand have special labels.
In the retail chain Rimi abovementioned products are sold undedabel ‘Vikis’
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Source: http://krautuvelevikis.It/

In the retail chain Maxima these products are sold under the label ‘Linkéjimai i$ kaimo’
(‘Greetings from the village).
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Source: http://www.maxima.lt/prekiu-zenklai/linkejimai-is-kaimo/

Theproductsthat are on special shelves have an advantage since they cannot be confused
with or mistaken for conventional products. They have certificates issuednhtional
institutions or organizations such as Lithuanfaalinary Heritage Foundation, certification
body ‘Ekagros’ (organic products and products of exceptional quality)and bear special
marks on labelsThe products that do not havabovementioned certificates can lpit on

these shelvesonly with the permission of theState Food and Veterinary Service and the
confirmationthat the farm/producer and productsneetthe requirements for providedood
quality standards.

Special shelves for farmers’ products in retail chains laneady earned the recognition of
consumers. B¢ch way of selling has an advantagpecause consumers always can buy fresh
and exclusiveproducts ofLithuanian farmerdn one place for a longer period of time —
opening hours of supermarkets are longban in traditional farmers markets. Quite often

(it depends on producer) there is a possibility to taste products. Besides, in supermarkets
consumers can buy all necessary products they need. Supermarkets have good product
storage conditions such as cooling equipment as well.

Beside the advantages, sales in supermarkets have a negative side as well since consumers
caneasiercomparethe appearance/packaging pfoductsof different producersLabels of

‘EKO Zemaitija’ dairy products are nice, of white and green colours (developed in mid-2013)

(see Figure @). Unfortunately,labels ofsimilar colours and products of the same shapes also
are used by some other cheese producers whose products are on shelves close to the
cheeses of ‘EKO Zemaitija’. From the first glance consumers have some difficulties to
recognise the producer. The problem is that green and white colours are very popular

22


http://www.maxima.lt/prekiu-zenklai/linkejimai-is-kaimo/

among the organic producers and dominate in labels of many organic products in Lithuania.
Besides, it is not excluded that the labels for organic products create the same group of
designers. This similarity is not important for regular consumers who are satisfied with the
taste and quality of these products, but this small shortcoming does not help to attract new
consumers.

Figure D. Labels of ' EKG u ]S]i [ %o &} H S*W }EP v] C}PuUES v }EP v]

Source: http://www.ekozemaitija.lt/produktai.

The f@irmers and the cooperative areterested in produdng the higher valueadded
products of high quality, since they increase saleevenue and profit. Intermediary
CSJC "Jomarko prekyba’ distribute products to such big cities as Vilnius and Kaunas where
exist larger markets for organic products of ‘EKO Zemaitija’. In mid-2014 consumers
possibiitiesto buy these productexpandedto 28 selling placeand in the end of October
they were availableat 34 selling places different cities.The demand on the products by
‘EKO Zemaitija’ shows that consumers are satisfied with their quality. There are very rare
cases when the supplied amount of products is not sold.

The poduce and supply of organic milk and dairy products to the consumers obligate to
meet the requirements producing safe and healthy products, and preventing- non
compliance in all stages of the products movement.

5.4 Communication of values and qualities among thalmees of the food chain (Task 4)

Upstream and downstream communications between stakeholders in the case ‘EKO
Zemaitija’ are presented in Figure 11.

The communication between the Administration and the Boar@f the cooperative is usually

at quarterly meetings and live discussions where they deal with the information about
cooperative activities: milk procurement and processing, product distribution, investments,
modernisation, discuss current issues.

The communication among the members of the cooperative is not steady; usually the
farmers with similar size farms discuss their position/opinion on strategic issues together.
Different production and size of farms has an impact on the communicdindarmation

since the farmers’ needs and interests are sliglifferent. Internal communication by-e
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mails is practised between the Administration and the members of the cooperative (news,
other information, and feedback) as well as among members of the cooperative (not very
actively).Since mieR014, n order to improve internal communication, an internal network
for cooperative members was introducea ‘EKO Zemaitija’ website. However,farmersuse
intranet not activdy yet. It can be assumed that the mareasons for the low use of it are
that the intranetin the cooperative is still a novelty, areh the other hand, perhaps for the
older age of the head of administration asdmemembers of the Board.

Upstream

Downstream
Farmers |Cooperative|Processor Direct salegIntermediary Retailer Consumer
Farmers
Cooperative
Minimal
o quantities,
Minimal price everyday;
quantity purchasing
guantities,
price
Processor
Quality
Direct sales
Intermediary
quality
Retailer quality
Consumer quality

Contracts or written agreements

Personal communication

Communication per mail
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The way of communication amonthe members and other interested stakeholders is
different: phone calls, meetings, negotiations are going on depending on the needs and
situation.

The main communication betweethe cooperative and milk processor ‘Pieno ZvaigZdés’ is
formal written agreement.
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The communication among the cooperative and retaileris often by phone or-enail, lately
dominate emails. The products to small shops arepglied by ‘EKO Zemaitija’ daily
according to orders. After interviews with retailers it can be said that all interviewed small
retailers were satisfied with existing communication with the cooperative and had no
complaints as concerns distribution of nesasy amount or ordered kinds of products. Retail
prices for ‘EKO Zemaitija’ products set retailers. Usually all products of ‘EKO Zemaitija’
distributed to retailers are sold. Cases when the products remain unsold are very rare. Who
suffers loss in this case depends on the seller's location: in TelSiai the cooperative itself takes
them back while in Klaipéda losses suffers retailer. Usually small retailers pay for products
supplied in 32 weeks. In the opinion of small shop retailers in TelSiai and Klaipéda, the
cooperative as a partner is reliable, supplies products in time, necessary amounts and
assortment, the quality of products is good. The retail prices of organic and conventional
dairy products in small shops are similar. Sale assistants in smahggrghops think that
many consumers see no difference between the dairy products produced on organic and
conventional farms. One of the reasons could be that consumers are not sufficiently
informed about advantages of organic products and, therefore, tth@yot want to pay a
higher price for such products.

Cooperation with an intermediary ‘Jomarko prekyba’ supplying products to retail chains lasts
not long but ‘EKO Zemaitija’ has not heard any complaints yet as well as so far there have
not been any casef product returning back to the cooperative.

The cooperative’s website (http://www.ekozemaitija.lt/), printed advertisements such as
flyers or brochures, advertisements on other web pages (e.g.
http://www.galatum.lt/It/ekozemaitija), local radio, broadcasts on national television as well
as direct interaction at the selling places are the main communication ways with consumers.

The most common communication with consumerss faceto-face at selling places of dairy
products. The cooperative advertises its products at the selling places, |taied radio,
makes presentations, explain their values, discuss with consumers the taste, quality and
prices of products, listen to consumers’ comments, i.e. get feedback directly, analyses it and
reacts on it. In 2013of advertising of productsat fairs or different eventsEKO Zemaitija’
prepared and published a leafletith the calendar for 2014. Kerved asa presentation of
information about products and selling placasd advertisingof products Unfortunately,

there was no special scientific research on the impact of such information presentation or
advertising on sales, but in thepinion of administrative manager of the cooperativall
kindsof advertising had a positive effect.

An informal way of communication dominates in farmers markets, fairs, exhibitions and
other events. Since the cooperative has insufficient fundsotber means of advertising,
direct sales are important source of information that is passed from the mtmsthouth

and is effective attracting new consumerB retail chainsthe logo of the national
certification body ‘Ekoagros’ as well as national and EU organic logos allow consumers to
identify organic products.

In general, consumers are not active expressing their compliments or complaints. In most
cases the reaction of consumers on products ®0‘Eemaitija’ is available at direct sales,

where communication facé-face exists. Usuallyonsumers say compliments for delicious
products of EKO Zemaitija’.
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At the moment the telephone and especially electronic feedback is not popular and
consumers ge such means of communicatigary seldom. The cooperative gets on average
only 1phone calperweekfrom consumersusually with compliments

Also consumers have a possibility to send feedback, comments or suggestionsaly leut

such form of feedbek is used very ray®n average 42 emails per year. One of the reasons
could be that older consumers in provinces do not usaasl. Another possible reason is
that there is a necessity to update leaflet more often, because lately many changes in
distribution has been going on, especially about new selling places. It is expected that in
future feedback will be more often and relationghvconsumers will becomstronger.

A bad example could be sad that the cooperative for some tthtenot pay enough
attention to maintainand update properly and in timés website The title ‘News’ was
deleted after HalthyGrowth-team remarks on the necessity to update information
Qurrently it has no special title for news and consumers or stakeholders cannot quickly draw
attention to the latest information aboubew selling placesproducts, etcand notice easily
changes Also the website of ‘EKO Zemaitija’ has no counter that means that the
administration of the cooperate does not know how many people visit its homepaljee
problem of the abovementioned shortcomings is that the cooperative has no specialist with
sufficient IT kowledge therefore,have to strengthen the abilities of the employees in order

to maintain and update its website.

Besides official meetings, sometimes are goingndormal meetings both at the cooperative
office and other places, stakeholders meet atdar other events. Such meetings within the
cooperative are usually used to discuss current issues, activities, to exchange opinions or
other information. Tangible benefits of informal meetings have not been identified, but it is
likely that the member®f the cooperative deal with thopical issues related to therices for

raw milk, services provideby the cooperative, etc., that sometimes are transferred to the
official level. Different fairs or other events are useful for all stakeholders since theycan share

the news, information, opinions. Such meetings or events sometimes have the effect of
modifying/changing the decisions related to the activities of the cooperdtittethere is not
possible to assess the importance of informal communication m&snthe performance of

the cooperative or sales.

The cooperative and the entire analysed chain are still young establishments, so there is no
specially trainedfood ambassadorsyet, not including people working at direct sales
sellers at small shopsho can give feedback about the producBut in future thar role
should be strengthened.

On 19 and 26 September 2014 the cooperative particidade the autumn fairs of organic
productsin Vilniusorganized by thenon-profit organization TatulosPrograma’ where ‘EKO

Zemaitija’ presented its organic dairy productspasumersfrom the capital city hd a possibility

to taste and to buy the Samogitimoducts.

On 20 Septembe?014the cooperative participate at the regional eventMove together’ in
TelSiai/EkoZemaitija” was among the sponsors of the event.

Also he cooperative ‘EKO Zemaitija’ participated at the traditional forestry, municipal
economy, environment and animal husbandry technologies exhibition ‘Sprendimy ratas
2014’ (‘Solutions’ Circle’) that took place on 24 October at Aleksandras Stulginskis
University in Kaunas Region. It is one of the biggest annual gshsbheld in Lithuania. In
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the 2014 exhibition tookpart 111 companiesand organisationsabout 200 small farmers,
manufacturersand sellersnot just from all over Lithuania, but also from neighbour countries
such as Poland, Latvia, Estonia, etc. Total area of the exhibition was 2na. Nearly 50
thousand visitors attended thex@ibition. The aim of theooperative ‘EKO Zemaitija’ wasto
advertise its dairy products and to meet many new people whight become the
consumers of its organic dairy productdurture.

According to the data of the Department of Statistics of the Republic of Lithuaniat the
beginning of 2014, all manufacturing and service enterprises with the staff of 10 and more
employees used computers and the Internet in Lithuania. 74.58ftefprises had a website.
Electronic social media (e.g. Facebook, Twitter, YouTube, Picasa) were used for working
purposes by 35.5% of enterprisélthough Lithuania is ahead many European countries as
concerns the development of information technologies, the online communication measures
in the cooperative ‘EKO Zemaitija’ are not very important and their benefits are minimal yet
because of its oldemembers who have no needs and the necessary skills to usgriendy

the most popular type of communication within the cooperative ‘EKO Zemaitsjatl among

the stakeholdersn the entirechainis goingvia telephone.

The cooperative ‘EKO Zemaitija’ has QR code with its contact information.
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Unfortunately, current labels of dairy products by the cooperative has no the QR code.
Maybe the cooperative had made a significant quantity of labels that still has been used. So
far the QR code is also unused on leaflets or other advertising material.

It is difficult to say wwich of existingforms of communication thestakeholdersprefer or
would prefer to use in future ifhey had sufficient fund$ecause such questions were not
foreseen among the proposed questiomaire, so theywere not presentedto farmers,
administration or retailergluring interviewslIn the opinion of theadministrative manageof

the cooperative dectronic communication means are npbpular enoughyet. The reason
could be that in regional small shops consumers are elder people and they are not good
users of innovative electronic means (this is an opinion of sale assistants in small visited
shops). Consumers in cities are younger (also an opinion of sale assistants, e.g. in Klaipéda

their ageis 3040 year9, so innovativaools should be more populait is likely that inthe
nearest future the online communication tools will gain a wider significance as online
ordering and delivery system is beidgveloped

If the cooperative had enough funds, it would prefer to prepare and publish a new leaflet or
flyer advertising its dairy products and available for consumers in every selling place. Also
more attention would be paid for website improvement and maintenance.

27


http://rekvizitai.vz.lt/qr-kodas/kooperatyvas_eko_zemaitija.png

5.5 Quality dimension of primary production and mediation througk thain(Task 5)

All dairy products of ‘EKO Zemaitija’ are organic andbelong to the same value chain.

The cooperative ‘EKO Zemaitija’ joins together only organic farmers, who produce only
organic raw milk that is processed at the cooperatise there is no possibility to be mixed
organic and conventional products as it might happen in other milk processing companies
that produce both typesorganic and conventional) of products.

Quality assurance is very important at the cooperative: a great attention is paid on the
quality of both raw milk and products manufactured. For the quality of milk supplied the
farmers are responsible themselves. All farms of the cooperative are cedifi@dontrolled

by the nationakertification body ‘Ekoagrognd meet the stringent requirements of organic
farming Traditional raw milk quality tests are made constantly but such an important duty
as sampling is left for drivers collecting milk. The quality and the price of milk supplied
depend on testing results. For the better quality the buyer of organic milk pays a higher price.

For the period 20142015the national certification body ‘Ekoagrassued the certificate to
‘EKO Zemaitija’ for the production of 23 organic dairy products All final products are
controlled by the State Food and Veterinary Setrvice

Milk processing company ‘Pieno Zvaigzdés’ has a separate line for processing of organic raw
milk, and its quality assurance system ensures the quality of manufactured dairy products.

The dairy products of ‘EKO Zemaitija’ are sold directly to consumers, distributed in small
local shops or placed on special shelves in supermarkdtseatetail chains ttat they were
not confused with conventional ones ardnsumers could easily find them.

Currently on the product labels dominate the logo of the cooperative ‘EKO Zemaitija’
because ithas no own brandOnly one kind of cottage cheeses has its name ‘Ryskény’
cheese. Other products do not have specific names. The cooperative identifies itself with the
products to the greatest extent, as it emerged due to farmers’ dissemination efriecally
philosophy thus, this identification is important.

5.6 Resilience of the valuehain and the initiative/businesslong term perspective, change
and sociakcological link¢Task 6)

The 2008 economic crisis had no direct influence on the cooperative performance, but it
responded to the farmers because ‘Pieno zvaigzdés’ reduced the price for raw milk. First of

all it was caused by lower milk purchase priceglainternational market. The economic
crisis lowered demand on food products and reduced consumer puraghgsower by
lowering real incomeas well As a result, Lithuaniaprocessos also paidless for milk
supplied, thus, farmers’ income was lower. The cooperative itself smoothed the emerged
situation and covered part of lost farmers’ income. Therefone2009 net profit of the
cooperative dropped by 8%. Despite the difficulties encountered, the cooperative itself
managed to survive and even to buy premises and equipment for milk processing.

The quantitative indicators of the economic performance (see Tablel, Fig.4 and § show
that sincethe beginning of the establishment the cooperative has been growing steady
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every year. The 2012013 period was the most successful: the purchase pricef milk went
up by 62% due to increased quantities of milk and a logest price. This growth had a
positive impact on the income from saleand over the same period farmers’ income
increased by 64%.

A new wave of changes has begun in 2014th&tannual general meeting in mkebruarya
decision to hire a marketing specialist and to expand selling territory was taken. Since March
the cooperative hasa new head of the processing department who also performs the
functions of a marketingpecialist. Theesults are obvious: the cooperative hasintroduced

its dairy productsinto important retail chains and graduakxpand the number ofselling
places In October 2014 dairy products of ‘EKO Zemaitija’ were available not only in the
Zemaitija region but also in such large cities as Vilnius, Kaunas, Siauliai. In total, the number

of selling placescreasedup to 34.

In 2014 was a call for applications under the European School Milk Programme ‘Milk to
children’. It covers not only milk, but also yogurt, cheese, buttermilk and other healthy dairy
products that are important tagood nutrition and a balanced digEKO Zemaitija’ had a
good chance for a new distribution channddut, unfortunately, missed it becausen
advanceit did not pay enough attention to this possibility ahdd no necessary prepacking
equipment.On the other hand, this Programme is coordinatedby the Lithuanian Agricultural

and Food Products Market Regulation Agendyut the operating system of administration
does not encourage participation of small producers because of awmrging capital
turnover (in total, all proceduregake nine monthg

The large milk processing compaigmaitijos pienas’ won the tender for the supply of milk

and dairy products to schools and kindergartens, and began to canvass organic farmers for
the supply of orgaic raw milkpromising a higher price for raw milkhe cooperativeé EKO
Zemaitija”' has faced a new challengleut has no real instruments to keep organic farmers,

so meetings or discussions are organised and the farmers are asked not to leave the
cooperativeonly appealing to the signed agreements and obligations to the cooperative
The cooperative cannot raise pree¢o individual farmers for rawnilk, becausethis could

cause somelisagreement among the cooperative members or elead to thepossibilityof
blackmailing

In August 2014 the cooperative faced new challenges. Due to the Russian embargo for some

EU agrifoods, raw milk purchase prices generalhave dropped considerably. Despite the

fact that ‘EKO Zemaitija’ was able to negotiate for a better reduction (by 2%), the price of

milk purchase went down nearly by 20%. It is expected that the increased processing of raw
milk at the cooperative will create more vahaelded that will let to smooth farnts losses.
During the negotiations the purchase price ofaw milk was adjusted with farmers.

The cooperative unifies organic farmers. Organic farming as a method of agricultural
production is based on principles aimed at a sustainable cultivation of farmland and food
production. It isa holistic, ecesystematic approach and the preservation and enhancement
of soil fertility.It is based on aninimal use of offarm inputs and on management practices
which restore, maintain and enhance ecological harmonyisTimethod of agricultural
production contributes to the protection of the environment and adpiodiversity as well as

to the sustainable development.

So far he business is stable, its developing is consistent and-lastghg cooperation in the
chain dominates.
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In the opinion of the cooperativadministration in future they would like to invest more
into processing of dairy products at the cooperatifée proessed dairy products creates
higher valueadded thus a greater profit and lowers risks. On the other hémel processor
‘Pieno Zvaigzdés’ does not need more milk in summer;it feels a lack of raw milk onlyn
winter time. Thereforejt should be some kindf farmers encouragement to produce larger
amounts of raw milk during that period.

The cooperative has no ambitions to increase significantly the numberrokitsbers.

Economic crises haved most important negative impact on the successful developnoént
the cooperative

There are some threats/riskhat make thebusinessof the cooperative ‘EKO Zemaitija’
vulnerable:

1. A sudden reduction othe purchase pricef raw milk by the decision of processor ‘Pieno
Zvaigzdeés’. This reduction can be related to changes in the global andlocal markets.

2. The cooperative entered intie retail chains ‘Maxima’ and ‘Rimi’ but not necessary this
step will be successfuh future. So far there is too shor period of sales in theseetail
chains thatcould bepossible to make finatonclusionslt was noticed that the products of
‘EKO Zemaitija’, being on special shelves in retail chains, have a small negative shortcoming
because labels of similar coloud® not adda positive evaluation A smilar problemis
related to the logo of the cooperative‘EKO Zemaitija’. Although its dairy products are
popular among large part of Lithuania's population, saoasumers confuse them with the
products by powerful milk processing company ABemaitijos pienas’ that also produces
organic dairy productsVisually the logos ardifferent and of different colours, but names
sound similarly.

3. Economic/political cres. The cooperative survived the economic crisis in 2008/2009. In
August 2014he introduction of the Russian embargo on EU dgodshad an impact on the
performanceof ‘EKO Zemaitija’ also since purchase prices afaw milk were reduced nearly

by 20%.

4. A threat of losing organic milk suppliers has appeared after ‘Zemaitijos pietas
successfly won atender for the supply of milk and dairy products to educational
establishments

5. The potential threat that may become a risk is the older age okdemling people (the
Administrator of the cooperative and some members of the Boaebhause so far there are
no clear leaders among the youngaeembers of the cooperative that were capable to take
over the leadership

The partners in the entire chain are reliable, so it is unlikely that the food value chain would
break up.

From the researcher point of view, it can be noticed that the cooperative has no approved
order for the division of the property in cae of termination of membership in the
cooperatve. A reasonable decision must be taken on this issatberwise it may lead to
conflicts or disagreementsetween the members of the cooperative.
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6. Future orientation of the initiative/business and the value chain

In the nearest future (in 1-2 years) more than half of the cooperative members plan to
increase milk production up to 10%, but no one thinks about the reduction of milk
production. As a result, the production of organic milk at the cooperative is expected to be
growing up (Research on the cooperative members’ opinion).

As concerns future milk collection and supply, the cooperative expects a successful
cooperation with a key partner JSC ‘Pieno Zvaigzdés’ supplying larger amounts of organic

raw milk. A future growth strategy is discussed with the cooperative members and the milk
processor ‘Pieno Zvaigzdeés’. JSC ‘Pieno Zvaigidés’ feels a lack of organic raw milk in the
winter time. Striving to encourage milk production and supply in winter, both the processing
companyand the cooperative have plans to promote the farmersctSdiscussions have
alreadybeenstartedat the Boardof the Cooperativebut the main problem is not fodder for
cattle but a scheme oinsemination of dairy cows. Although current intentitm expand
production of dairy productsusing EU support and creditsas been dropped, the
cooperativestill setsout ambitious plans tanoderniseinfrastructure and technologies and
process up to Hons per day. It is expected that the new project will be implemented over a
period of threeyears investing only available own funds

Developing new products, the cooperative is working closely with the Food Institute of
Kaunas University of Technology and has a future plan to employ a food technologist.

As regards internal organisation and maeaggnt, the cooperative needs renewal, since in
addition to the enthusiasm it is necessary to have-keyel managers with conceptual skills
and competencies in longerm thinking, welltrained specialists with modern knowledge,
active support from the members, and improved management style.

As concerns markets, the cooperative expects to sell its organic products not only regionally,
i.e. to have a stronger position in the local market, but also expand the distribution of
organic dairy products in the whelLithuania’s territory establishing new selling places and
strengthening distribution channels as well as to become more famous because of the good
quality dairy products.

“Successful performance requires a lot of work, a lot of thinking, you need to take an interest
in everything, to monitor developments, to participate in exhibitions, to seize every even the
smallest opportunity, to plan all the activities in such a way that everything were done in
time and properly”, - administrative managerspeaks abou the future vision of the
cooperative “Learning must be a lifelong endeavor, as new things constantly emerge that
need to be understood. And, in general, there are untapped resources for our cooperative. As
the shelves for organic products remain sparse, they must be filled. We are ready to do that.”

As concerns local development, the cooperative has no plans to be more involved in direct
local activities or support them, but intend take part and sell its organic dairy products at
different local events as had done so far.

The cooperative will maintain and strengthen the cooperation with local public institutions,
such as the certification body ‘Ekoagros’, regional and local authorities, because they have a
very significant influence on the ensurance of the cooperative future development. So far
the cooperative had no cooperation ties with research institutions as there was no need, but
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the implementation of the ‘HealthyGrowth’ project has changed the attitude of the
cooperative administration towards research and this cooperation might be desélm
the future.

The first organic farmers for a few years were engaged in environmefriaihdly farming
without any support payments, their activity was altruistic, disseminating green ideas and
ethical values. At present the attitudes of cooperatmembers, especially those of different
size farms, towards the cooperative future performance differ. Therefore, in the decision
making process some conflict situations arise from differences in the opinions and from
different needs. If in futuréhe cooperative would be ruled by persons who have lasyeed
organic farms, it might be that they would defend their interests. The larger the organic farm,
the more likely the farmer will stop organic activity if the organic payment scheme were
changed. In cas¢he support level for organic farming were reduced, the number of
cooperative members might decline and only the farmers that are enthusiastic about
continuing their farming traditions might stay at the cooperative, while the farmers who
develop organicdrming mostly on incentives to get larger income might stop this activity.

In general, the actors of organic dairy product chain believe that green living and
environmentallyfriendly lifestyle is based conceptually upon the ethical ideas and feel they
are responsible for the preservation of the environment for future generations.

7. Verification of the results andcluding refletions

The main information necessary for the case study report was collected in spring 2014. This
was done by reviewing publicly available sources of information and interviewing
respondents. In mi@014, the cooperative ‘EKO Zemaitija’ experienced rapid and very
important changes in its performance that caused the need to update information and ask
interviewees for some atitional information, especially with focus on analytical tasks. It
was noticed that in different time some provided information had different interpretation,
therefore, there was a necessity to clear some statemesdsthe interviewees not once

were aské additional questions by phone calls. Small differences were noticed in official
data and informationrelated to the cooperativeas well. These differences also were
clarified by phone and revised.
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Appendices:

Appendx 1
The documents used asformation sources
Type of documents | Data |Document Short description of content
type | number
Home page External 1 http://www.ekozemaitija.lt/:
e About the cooperative;
o Membership;
e Products;
e Selling places
Research reports Both 2 1. Research on farmers’ opinion on performance of {
cooperative ‘EKO Zemaitija’ (A shortoverview of the
researchin Appendixl).

2. Scientific paper: Skulskis V., Girgzdiené V.,
Mikelionyté D. (2014). Ekologisko pieno gamybos
kooperatyvo veiklos vertinimo rezultatai (= Performance
evaluation results of the organic dairy cooperative) /
Management theory and studies for rural business and
infrastructure development, Vol. 36(2). P. 407-415.
(Based on aggregated data of the questioaire on
cooperative members opinion)

Newspaper articles |External 2 1. Kvedariené A. (2011). Organic dairy cooperative
expands its activities // National daily ‘Lietuvos rytas
04.06.2011 and http://www.Irytas.It/
1307139337130542899%ko0logi%C5%Alkuenoc
kooperatyvasple%C4%8Dia-veikl%C4%85.htm ;
interview with the administrative manager of the
cooperative ‘EKO Zemaitija’ about its activities and
future development.

2. How farmers conquer sepmarket (2014-11-26).
http://www.pienoukis.lt/kaip-ukininkuruzkariauti-
prekyboscentra/; about cooperation and successful
development of the cooperative ‘EKO Zemaitija’ based
on information by the Ministry of Agriculture.

TV broadcast External 1 Interviews with the administrative manager of the
cooperative ‘EKO Zemaitija’; member of the
Cooperative Board; farmaerominee to be a member of
the cooperative at the TV broadcast ‘Kaimo Akademija
(Rural Academy; 01.12.2013; duration 12 minutes)

Commercials External 1 Local radio, duration 1 min., translated 1 monthiries
per day (in August 2014)
Magazines No
Leaflets External 1 ¢ Short informatiorabout the cooperative ‘EKO
printed Zemaitija’;
brochur e Certifications;
€ e What are organic products;

e Products by ‘EKO Zemaitija’;
e Selling places
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Legal documents (e.g. |Internal 3 ¢ Act of Establishment;

founding) e Certificate of Establishment
o Cooperative Statute

Contractswith Internal N.a.

supplierstustomers/m

embers

Internal strategy Internal 1 Business plan

papers

Minutes of internal  (Internal Yes

communication/meeti

ngs

Internal newsletters No

Quality assurance Both Certificate by thanationalcertification body ‘Ekoagros’

documents

List of Internal Yes

supplierstustomers/m

embers

Financial accounting N.a.

Appendix2

A short overview of the research on farmers’ (members of the cooperative) opinion
about performance of the cooperative ‘EKO Zemaitija’

The main reason why organic farmers made a decision to join the cooperative ‘EKO
Zemaitija’ is that selling milk together they have a better position to negotiate with processors
for a higher price on milk supplied. At present the majority of cooperative members are
satisfied with the price for milk sold and payment terms, they positively rate milk quality
evaluation and milk collection at their farms. Milk collection is very important since on it
depends how the quality of the organic milk will be preserved until its arrival at the
processing enterprise.

Although the farmers rate the performance of their cooperative as good, very good or

sufficient, they notice some problems that should be improved. From the farmers’ point of

view, the most important is to increase sales and to maximise profit of the cooperative. The
other important actions that should be taken to improve the performance of the cooperative
are the following (in descending order of the importance): to pay more attention on the

publicity and presentations of organic dairy products at selling places, stricter control costs, to
expand the assortment of organic dairy products, and to strengthen cooperation with the milk
processor.

The development of cooperative investments is it@mbror very important for 92% of the
respondents. 85% of the responded organic farmers think that financial stability of their
cooperative is impoant or very important. And absolutely all respondents appreciate the
prestige of the cooperative and ratad important or very important.

The overall impression of the analysis of farmers’ opinion on the activities of the cooperative
is good; however, they would like additional services such as assistaacguisition of
cheaper agricultural inputs and in farm modernisation process to be provided by the
cooperative. The organic farmers also would like some kind of training in order to improve
their knowledge on the issues of milk production.
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The encouragement to keep more cows, milk purchase frontouerative farmers and
admission of new members to the cooperative could increase the amount of milk supplied to
the processor. The ideas to admit new members and to keep more cows are more acceptable
than to buy milk from the farmers who are not the members of the cooperative.

In the nearest future (in-2 years) more than half of the respondents plan to increase milk
production up to 10%, but no one thinks about the reduction of milk production. As a result,
the production of organic milk at the cooperaiiwexpected to be growing up.

The presented overview is based on the opinion of 79% of cooperative members who
answered the presented questions about their attitudes towards the cooperative performance
and their expectations from the cooperative. Theoritgjof the respondents are experienced
organic farmers: nearly half of them have been engaged in organic farming for more than 8
years and more than one third have been farming organically for 5-7 years. As concerns the
educational level, more than half of the respondents have professioceional education

and more than one third graduated from the university. Some more than half of the
respondents are of age between 40 and 60 years.

Appendix 3

PERFORMANCE EVALUATION RESULTS OF THE ORGANIC DAIRY
COOPERATIVE

Virgilijus Skulskis, Vilija Girgzdiené, Deiva Mikelionyté
Lithuanian Institute of Agrarian Economics

Received 08 05 2014; accepted 26 05 2014
Summary

The Lithuanian dairy sector is dominated by small and mediaed milk producers.
Cooperation is one of the means that could improve conditions and results of their activity.
The purpose of the paper is to analyse the opinion of members of organic dairy cooperative on
its performance and to propose recommendations for the development of organic cooperatives.
A questionnairébased survey shows that the respondents positively evaluate cooperative
performance, and the prestige of the cooperative is very important to all members.
Investmendg andfinancial stability of the cooperative are important factors for the successful
development of organic production. A significant share of the respondents would prefer a
broader range of services provided by the cooperative.

Keywords: organic milk production, cooperative, cooperative member, performance
evaluation.

JEL codes: Q13, Q57, O13.
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Interviews and interviewees

Appendix 4

Intervieweesand role Date Duration, h I-1 | I-2 |[Remarks
Administratve manageof the | 201402-14 2h X At the cooperative
cooperative ‘EKO Zemaitija’
Member of the Cooperative 201402-14 1lh X At the cooperative
Board
Shop ‘Mastis’, TelSiai City 201407-26 15-20 min. X In shop
retailer,shopassistant
Shop ‘Linoké’, Telsiai City, 201407-26 15-20 min. X In shop
retailer, shopassistant
Shop ‘Sodyba’, TelSiai City 201407-26 15-20 min. X In shop
retailer shopassistant
Local market ‘DZiugo kalnas’,| 201407-26 15-20 min. X At the =lling place
TelSiai City, retailer, seller
Local market ‘Senjory rojus’, 20140814 20 min. X At the =lling place
Klaipéda City, retailer, seller
Administratve manageof the | 20140828 |15-20 min. eacl X |Phonecalls
cooperative ‘EKO Zemaitija’ 20140904

201409-12
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