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Abstract. Households are important integral part of economic system of every country, therefore the pro-
cesses related to households® budgets and their control are permanently in focus of numerous researchers.
Majority of publications are based mainly on fundamental approach to personal finance management and
do not specifically target decision making mechanisms in a specific household affected by current, perma-
nently changing conditions on global financial markets or macroeconomic processes in a specific country.
The paper presents results from two surveys on Lithuanian households conducted in two different phases
of recent 2008-10 crisis in order to study the transformations of financial behaviour, first of all the ability
and habits to control the household budgets. Both surveys were carried out using the same sociological to-
ols and technology and specially drafted questionnaires. The results indicate that crisis had certain negati-
ve effect on households* income, but at the same time had positively influenced the ability of households
to manage budget related issues and promoted less spontaneous according to Maslow*s definition and
much more rational behaviour. This result comes from both improved personal finance management skills

and psychological factors whoes character was very much affected by crisis.
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1. Introduction

Households are important integral part of econo-
mic system of every country. Therefore, the inside
processes related to the household‘s budgets and
their control are permanently in focus of many
researchers:

- Various aspects related to households in-
come and expenditure have been investigated in
recent publications by C. Bigda, G. Mannes, W.
Updegrave (2010), A. Underwood (2010), L. Alt-
fest (2009), A. Hall (2006), E. Faerber (2005) and
others. Investigations of mainly statistical data
relevant to Lithuanian househoulds have been car-
ried out by SEB bank (2011), the Department of
Statistics of Lithuania (2008).

— Aspects related to saving of households* fi-
nancial resources have been paid attention in pub-
lications by E. Tyson (2010), M. G. Gordon
(2008), L. J. Gitman, Ch. Mazer (2007), G. Helly
(2007), B. Winger, R. R. Frasca (2006), D. Harri-
son (2005), as well as A. V. Rutkauskas (2010),
D. Jureviciené, E. Gausiené¢, K. Taujanskaité
(2010), O. G. Rakauskiené, E. Bikas (2007), A.
Maldeikiené (2005) in Lithuania.
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- Investment related issues of household sav-
ings are among most urgent and are permanently
in focus of both researchers and practitioners in
this sector. Publications on investment manage-
ment by A. V. Rutkauskas, V. Stasytyté (2011), E.
Ody (2010), C. Yacht, R. Siegel (2010) L. J. Git-
man, M. D. Joehnk (2007), Z. Bodie, A. Kane, A.
J. Marcus (2003) and many others cover all the
aspects important for making decisions related to
investment.

Majority of the above and numerous other
publications are mainly based on fundamental ap-
proach to personal finance management and do not
specifically target decision making mechanisms in
a specific household affected by permanently
changing conditions on global financial markets or
macroeconomic processes in a specific country.

Specific financial conditions of Lithuanian
households have been analyzed by A.V. Rutkaus-
kas, D. Jureviciené, E. Bikas and others, while re-
levant statistical data and related process analysis
is permanently in focus of local banks (e.g. SEB
bank) as well as institutions involved in financial
activities and statistics. Statistics Department of
the Republic of Lithuania used to carry out annual
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research on household budgets until 2008 (LR Sta-
tistiscs Department 2008) with focus on statistical
data, but without indept analysis of the processes.

Ministry of Finance on the other hand prepa-
res generalized predictions related to financial sta-
te of households (2011), but does not analyse deci-
sion making process inside the household. The
Securities Commission of the Republic of Lithua-
nia until its liquidation in 2011 and transfer its
functions over to the Bank of Lithuania has been
performing annual research on households finan-
cial literacy (2010). Since 2010 the analysis of
households* financial condition is being performed
by the bank ,.Swedbank AB* through its recently
established Institute of Private Finances (2011).

The above institutions mainly focus on gene-
ralized information, representing condition of all
the spectrum of households without analysing pro-
cesses specific to a certain group of households
with a certain income, wealth, etc. The way how
households manage to control their budgets are out
of scope as well as the influence of instable global
financial markets or macro-economic environment
inside the country.

The decision making process related to con-
trol of household budgets is very complex and has
no single solution in general. M. A. H. Dempster
and E. A. Medova stated in their article (2011)
“Advances in behavioural finance have not yet
delivered a practical solution”. They support this
statement by citing Paul Samuelson’s keynote ad-
dressed at a conference on life-cycle investment
‘Is personal finance an exact science?’ with the
immediate answer “flat no’. In his words, “‘It is a
domain full of ordinary common sense. Alas,
common sense is not the same thing as good sense.
Good sense in these esoteric puzzles is hard to
come by’’ (Barber, Odean 2005). This process is
very much related to human psychology (Kenrick
et al. 2010) and emotional trigger-factors might
have strong influence. Analysis of households’
behaviour and efforts taken to control their budg-
ets under influence of instability of financial mar-
kets might provide with valuable information on
the level and proportions of influence by environ-
mental factors on the household’s decisions.

The objective of this article is therefore to car-
ry out a study on transformation of financial be-
haviour of Lithuanian households, first of all the
ability and habits to control household budgets
during the 2008-10 crises.

Research methods used: data collection on
households by using sociological tools and spe-
cially drafted questionnaires, processing of data,
systemizing of results and analysis by applying
Maslow hierarchy of needs theory, etc.
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2. Research of household budgets in Lithuania
during 2008-10 crisis

In general every consumer/household seaks to
achieve their goals through maximization of utility
function to the constraint imposed by households
income and market prices.

The above problem, which the Consumer is
facing, is usually being described as follows:

max U = f(X,,X,, X5 X, ) -the
Objective Function
s.t.
> P.X; < I -the Constraint 1)

i=1,...N

U — "Utility"- the satisfaction from acquiring
a particular bundle of goods,

Xi — quantity of the ith good consumed,

P; — Price of the ith good.

I — Household Income.

Consumers allocate their income 'I' in such a
manner as to maximize their satisfaction from con-
suming those goods and services purchased at ex-
isting market prices. The driving force for such a
behavior is simply a common sense. Eventhough
this is a simplified model and restricted mainly to
current consumption (opposed to life-cycle tar-
gets), it represents quite well the motivation mech-
anism, which households usually follow when
making decisions related to spending. We assume
that involvement of principles of Maslow hierar-
chy of needs theory for the analysis of information
retrieved from various households shall provide us
with information on whether and how the financial
behaviour of households has changed during the
crisis period.

In order to collect the required data, 2 identi-
cal in terms of methodology sociological surveys
have been conducted. First - in the beginning of
the year 2009, when crisis in Lithuania had
reached its apogee, another - by the end of 2010
when crisis was approaching its end.

The questionning technology was based on
specially arranged questinnaires, containing spe-
cially drafted questions. In order to obtain the sur-
vey results, which are sufficiently reliable and
adequately reflect information on all the 3,3 min.
citizens of Lithuania, a special confidence level
was set to be at least 95 % and minimal amount of
respondents calculated. To meet the set reliability
indicator at least 200 respondents should submit
their information, which should guarantee error
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within 6,9 % limits. In both cases this requirement
was met.

The study from May 2009 revealed the follo-
wing problematic issues related to the manage-
ment of household budgets:

— clearly displayed non-systemic and poorly
motivated character of spending, which has result-
ed in unexpectedly large amount of non-balanced
household budgets. Big part of households faced
difficulties with the control of spendings even their
income was well above statistical average;

- lack of skills related to investment of sav-
ings and very limited variety of investment tools
used. Majority of household savings were kept in
demand deposit accounts and partly in savings ac-
counts while investment in securities was used on
limited scale;

- lack of knowledge and skills within individ-
ual asset liability management.

Surprisingly, the highest percentage (33 %) of
households with budget deficit fell on those with
high income, ranging between 3000 Lt and
5000 Lt., while even those on the very low-end,
with income below 500 Lt. managed to balance
their budgets more successfully maintaining the
deficit rate within 28,5 %. The best performance
has demonstrated households with income be-
tween 1500 Lt and 2000 Lt. Approximately 60 %
of them had budget surplus and only 15 % deficit.
Some high-income households had to borrow
funds even for covering their basic needs. It shows
that spontaneous spending, usually attributed to
self-actualisation, was given priority over the
physiological needs. This in a way contradicts to
the logics of Maslow theory, which implies that
when satisfying its needs one should move up-
wards successivelly through the levels of pyramid
of needs. From this point of view such spending
character could be considered as non-systemic and
would be more in line with and support the modi-
fied pyramid presented in (Griskevicius et al.
2010) and the statement that “... a key point ... is
the focus on the ongoing dynamic interaction be-
tween internal motives and their functional links to
ongoing environmental threats and opportuni-
ties...”. Indeed, it should not be difficult to explain
such behaviour if we take into account very spe-
cial emotional atmosphere in the Lithuanian soci-
ety just after joining the EU in 2004 and the re-
lated excessive expectations. In later years
consumptionism was even more fuelled by widely
spread various pre-crisis ,,bubbles”, etc. Emotional
motives have clearly prevailed over rational espe-
cially in wealthy households and it was difficult
for them to withstand aggressive pressure from the
market offering products outside the very basic
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needs, like special entertainment products, travel-
ling, luxury cars, dwellings and appliances, etc.

So, the study was repeated by the end of 2010
and the two results compared in order to find out
the changes and trends caused by the crisis.

2.1. General information

General information cover the respondents age,
gender, information about education, residence
and monthly income.

The age of respondents was between 20 and
65 years. To maintain the right proportions bet-
ween the citizens residing in big cities and coun-
tryside respondents were selected accordingly by
using random sampling method (Waksberg 2011).
The number of respondents was exactly the same
in both survays, therefore this should not cause
any additional errors as well.

General characteristic of respondents in both
studies were quite similar:

—percentage of respondents by gender: men —

48.25 %, women - 51.75 % (in 2009, men —

55.28 % , women 44.72 %);

- percentage of respondents by education:
81 % - university degree; 9.5 % - university de-
gree in progress; 5.5 % - college; 3.5 % - secon-
dary school (in 2009 79 % - university degree;
11 % - university degree in progress, 6.5 % - col-
lege; 3.5 % - secondary school);

— average age of respondents — 32 years (2009
survey — 30 years).

We placed both questionnaires on a special
webpage www.apklausa.lt meaning that first of all
people with good access to the Internet and having
skills in using IT tools would dominate among
respondents. One possible negative aspect from
using this technology might be that the results are
not bias-free due to non-uniform representation of
all population, comprised of those using and not
using IT tools.

Respondents represent highly educated part of
the population, well above average, which means
their behaviour could be considerred as well moti-
vated and reasonable. This also suggests that ob-
tained results should be reasonably reliable and
adequately reflect reaction of households induced
by the crisis.

2.2. Trends within households budget
management under crisis

The results were processed and analyzed to
determine the changes within personal finance
management during the years 2008-2010.
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Monthly Income of the Respondents, (Lt)
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Fig.1. Monthly Income of the Respondents (Source:
made by authors)

Respondent’s monthly income (Figure 1)
range from 500 Lt to 5000 Lt and more, while
majority receive from 1000 Lt to 1500 Lt per
month and latterly this number has increased from
18 % to 22 %. In addition, there was a significant
increase of 41.67 % in individuals with income
between 2000 Lt and 2500 Lt, followed by 9 %
decrease in people who get the lowest income. The
number of respondents whose monthly income is
between 3000 Lt and 4000 Lt is the same, but
there was a decrease in high income respondents.
For example, now 40 % fewer respondents get
4000 Lt - 5000 Lt and only half get more than
5000 Lt compared to 20009.

Even the average income of respondents fell
by 6.63 %, from 1860.88 Lt in 2009 to 1737.46 Lt
in 2010; it is still above average in Lithuania,
which during the same period has increased to
1601.80 Lt from 1583.90 Lt in 2009. Comparison
of these figures may look contradicting, which
nevertheless can be explained quite easily.
Majority of respondents are young, highly
educated and economically active people whose
average age is 32 years. Likely, this has led to
higher income compared to the statistics. The
observed decline in average income can be
explained by the fact that significant decrease was
registered in number of those with the highest
(4000 Lt and more) income. The main conclusion
about changes in income during the crisis could be
that it became more ,,compact” with significantly
reduced number of those with very low and very
high earnings.

A special block of questions was designed to
find out how crisis has changed the household's
ability to balance their budgets (Fig. 2).
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Fig.2. Changes in household’s budget balance (Source:
made by authors)

Figure 2 indicates huge diversity and quite
contradicting results belonging to households with
different income level. As mentioned earlier the
previous survey of 2009 discovered that contrary
to expectations the biggest share of households
suffering from budget deficit (33 %) was found
among those with highest income, while even
those on the very low-end were more successful
from this point of view. The best performance was
demonstrated by households with middle income
between 1500 Lt and 3000 Lt. By the end of crisis
in 2010 situation has changed very little in low-
income households even it would be not surprising
to see it much worse because of increased prices.
Middle-income households demonstrated even
better performance compared to previous survey
reducing the share of deficit budgets by 13 %,
while high-income households suffered from
deficit more than in 2009. The share of deficit
budgets within this category has increased by
12.5 % reaching 37.5 %, which is 1.45 times more
than corresponding share of low-income (25.8 %)
and 2.8 times more than middle-income (13.4 %)
households. More accurate analysis shows that the
zone, where rational behaviour dominates has
became wider covering not only middle-income
but also some part of households with income
equal or exceeding 3000 Lt, while performance of
those with income around 5000 Lt was really poor.
According to survey situation within households
having income more than 5000 Lt seems to be
much better, but due to limited number of
respondents it’s risky to make firm generalized
conclusions.

Distribution of household expenditure by ne-
eds can be seen on Figure 3. Similarly to previous
survey, the biggest spending is for nutrition,
municipal services and transportation costs.
Comparing with the 2009 we see 6.9 % increase in
expenditure on food, 11.76 % on utilities and
6.67 % on transport. These changes might have
direct connection to the rise of corresponding
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prices, which was significant during this period
within the sectors. However, in the end of 2010,
the other household expenses have declined.
14.29 % decline in the cost of clothing and
footwear, 20 % in cosmetics and hygiene products,
and even a 23.08 % in the cost of entertainment
was registered. There is a good correlation with
the results from survey by Swedbank Private
Finance Institute of October 2010, which found
that the main structure of household expenditure
mainly consists of food products and non-
alcoholic beverages (34 %), costs of household
maintenance  (17%) and  expenses  of
transportation and fuel (8 %) (Swedbank Personal
Finance Institute).

Changes in most common expenditure
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Fig.3. Distribution of expenditure by needs (Source:
made by authors)

When analyzing the proportions of these two
studies, it can be noted that the costs for necessary
needs comparing with all household expenditure
have risen relatively, and makes it possible to draw
conclusions about more rational and conservative
household behaviour.

Another block of questions concentrates on
households’ attitude to saving. Respondents were
asked whether they have saving plans.

Respondents answers to the question whether they save
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Fig.4 . Answers regarding saving plans (Source: made
by authors)
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Figure 4 shows an increase of households who
have set their saving plans from 68 % to 80 % in
2010 or by 17.65%. In addition, there was a
37.5 % decrease in respondents who do not save at
all, which is quite remarkable taking into account
that average income over the period has decreased
by 6.63 %.

The question about used saving instruments
was answered by the respondents as follows
(Figure 5):

Saving and investing instruments
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Fig.5. Changes in investment instruments applied
(Source: made by authors)

Figure 5 shows that situation in saving sphere
has significantly changed. Comparing the number
of respondents who save by transferring cash into
a current bank account, we see a 30.3 % decline
(2009-33 %, 2010-23 %). Up to 50 % increase
was registered in people who used to buy stocks or
bonds despite very negative overal environment.
This could be explained by better awareness of
people on investment mechanisms. At the same
time a number of those who chose other alter-
native investments, such as collectables (art,
wines), horses, etc has declined by 21.43 %.
Additionally, in 2009 the percentage was higher in
the number of people who preferred life insurance
for investing their money. Currently this number
has declined by 16.67 %. Also, there was an even
47.06 % increase in those who choose to keep
their savings at home and increase of 15.38 % in
the number of respondents who keep their free
cash in fixed bank deposits.

This indicates that the variety of popular saving
options in Lithuania is becoming wider, but still
limited and the way households distribute the
accumulated free cash is rather conservative. It’s
obvious that sharp drop in stock values did not
encourage a large portion of those who could
potentially invest in financial markets. This
percentage still remains low. Consequently, distrust
has increased in any riskier investment alternatives.
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This may explain sudden and widespread tendency
in keeping free cash just at home.

Attempt was made to find reasons behind
non-saving behavior of households.

Answers of respondents who do not save
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Fig.6. Reasons for refusal of saving (Source: made by
authors)

It appears (Fig. 6) that even 53 % of respon-
dents who otherwise would prefer saving do not
do this because all income is being spent on
consumption. However, this number has decreased
by 13 % compared with the previous survey.
Dramatic, even 2.7 times (from 3% to 8 %)
increase was registered in people who are afraid of
full or partial loss of their savings and that was the
reason why they have decided not to save at all.
By the way, there are 25 % more people now who
do not save because they feel lack of financial
knowledge, which also means they do realise the
importance of adequate knowledge and skills
within finance management.

A special block of questions was designed to
investigate the respondents' opinion on how they
evaluate their knowledge within personal finance
management (Fig. 7).

Respondents answers how they rate their financial knowledge
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Fig.7. Knowledge within personal finance management
as estimated by respondents themselves (Source: made
by authors)

The answers show that there was 6.45%
increase in the number of people who think that
their knowledge about personal finance manage-
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ment is sufficient. Most signficant, even 85.71 %
(from 14 % to 2 %) was decrease in the number of
respondents who know nothing about it, while
amount of those who lack adequate financial
knowledge has increased by 18.18 %. Most likely
this could be at the expense of respondents who
had no knowledge at all during the previous
survey. This indicates obvious progress and posi-
tive changes nevertheless the need for education to
improve financial management skills still remains
high.

3. Conclusions

Results from study carried out with the aim to in-
vestigate the influence of 2008-10 crises on Lithu-
anian households’ ability to manage their budgets
and financial behavior in general are presented in
the paper. The study included two surveys on
households conducted in two different phases of
the crisis, first in the beginning of 2009, during its
apogee, another by the end of 2010 when it was
approaching its end. Both surveys were carried out
using the same sociological tools and technology
and were identical in terms of applied methodolo-
gy. The results were interpreted using Maslow’s
hierarchical approach to human motivation:

1. Financial behavior of households belong-
ing to different income levels was quite different
during the crisis. Low and middle income house-
holds seemed to follow quite well the logics of
Maslow hierarchy principles and demonstrated
adequate behavior and good ability to withstand
the related challenges. They were focused on satis-
fying basic needs first of all. As a result the per-
centage of households suffering from budget defi-
cit did not increase during the crisis in the low-
income segment, while middle-income households
have even reduced this indicator by 13 %. Contra-
ry, the high-income households had serious prob-
lems controlling their budgets. The percentage of
deficit budgets during the period has increased by
12.5 % and reached level of 37.5 %, which is 1.45
times higher than the corresponding share of low-
income (25.8%) and 2.8 times than middle-
income (13.4 %) households. Necessity to borrow
funds for satisfying their basic needs shows that
spontaneous spending, usually attributed to self-
actualisation in this case is given priority over the
physiological needs, which contradicts to the hier-
archical logics of Maslow theory. From this point
of view such spending character could be consid-
ered as non-systemic and triggered by other than
purely rational motives. Despite this the average
figures covering all the households spectrum show
that the recession prompted households to manage
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their expenses more responsibly and at the same
time revealed significant saving reserves.

2. An average income of respondents fell by
6.63 % to 1737 Lt in 2010 mainly because of re-
duced number of those on the very high end. Still
it is slightly above average statistical in Lithuania
(1601 Lt), which contrary has increased by ap-
proximately 1%. The main conclusion about
changes in income during the crisis could be that it
became more ,,compact“with significantly reduced
number of those with very low and very high earn-
ings.

3. Situation with using various saving tools
has changed significantly. The number of respon-
dents who used to simply transfer cash into a cur-
rent bank account has declined by 30 %, but the
number of respondents keeping funds in fixed
bank deposits has increased by 15.38 %. Despite
negative overall environment up to 50 % increase
was registered in people who buy stocks or bonds.
This could be due to raised awareness about in-
vestment mechanisms. Other alternative invest-
ments, such as collectables (art, wines), horses, etc
became less popular and declined by 21.43 %. A
number of people who choose life insurance as
investment tool have declined by 16.67 %. All this
indicates that the variety of saving options in
Lithuania is becoming wider and more evenly
spread, but still is rather limited and conservative.
It’s obvious that sharp drop in stock values did not
encourage a large portion of those who could po-
tentially invest in financial markets. This percent-
age still remains low. Consequently, distrust has
increased in any riskier investment alternatives.
This may also explain sudden and widespread ten-
dency in keeping free cash at home (47 % in-
crease). Besides, the number of recipients who fear
for partial or total loss of savings and have decided
not to save at all increased 2.7 times.

4. Awareness about personal finance man-
agement has increased during the recession as the
number of people who claim to have no knowl-
edge in this area has fallen 7 times and the number
of those who have sufficient knowledge increased
by 6.46 %. However, despite of positive develop-
ments, still many people lack sufficient knowledge
needed to guarantee rational management of their
financial resources.
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