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Vilnius Gediminas Technical University' | Lithuanian Insiitute of Agrurian Economics®

Absiract

VAT i an indivect fax paid by the subseriber in accordanee with the purchase - the salee net, In the
yarepean Union the VAT systors is strietly repuiated, becanse (his tax has a significant influence over the
dJevelopment of the EUs singie market and production by ensuring adequaie competitiveness, The main
dgcument regulating the sale of production, including agricultural and foed products, the VAT ropgime acrosy
the EU js 2006, dated 28 November the Enrepean Councit Directive 2006/112/EB oo the common vihoe
added tax system. This Dirsetive regulates practically all aspects of the application of VAT, I8 afddition to
this threshold, there are still some of the European Couneil and Enropean Commission directives on the
specitie applieation of VAT 1o the hearings. Lithuania VAT introduced in 1094, at 1 day, eniyy inte force of
the Republic of ELithuania Law on valne added tax Ne ¥ - 345, which operated wngil 2002 368 June. Since 2602,
entered into force on 3 July the new version of the VAT Act. Latest vevsiorn of the Law 2008 of December
18 and 23 days of the year 2009, June 26 at substantially changed the standard VAT rate and abolished the
former VAT exemptions.

EU single market, with free mavement of goods, the fat agricultural commodity prices, the growing
influence of peighbouring countries have a comparative advantage, Realizable at the same price, indirectly,
the Polish producers processors a competitive advantage on reduced VAT rates as compared to Lithuania the
producers, processors. In addition, the zioty exchange rate fall in 2 competitive advantage over Lithnanian
foed products has inereased (example: the price 100L4/kg, Lithuamian producer - processor, realized the
product remains 69L.¢/kg, while Poland - LG0L.4/ke, it is more 45pros. The % or 9 per cent rate of VAT is
practically the price difference becomes 2 zloty exchange rate flactuation. Value added tax increase had a
negative impact on Lithoanian and vegetable sector. Trading company. with its significant market power, the
VAT increase on to the shoulders of producers. Since their accession o the BT (2004) declared in the areas of
vegetables decreased by 54.8 percent (from 7.4 to 3.3 thousand hectares}, potatocs - 51.1 percent (from 44.8 o
21.5 thousand hectares), and potato and the purchase price for vegetable growers do not have the favourable
conditions of production, compared with Foland and sther KU countries where this sector is developed. A
jower which would help reduce prices for copswumers and improve the farm financial situation. Tn additien, 3
bawar rate wonld encourage smaller producers fo registexr as VAT payers. Cereals and hakery products in ase
in Tithuania, compared to other Wi conntries, is the smaltlest and confinued to decrease,

This fee must be examined in the context of other taxes as (he VAT rate must be aplimized according to
the head of household purchasing, £f the VAT rate raises fo national size in comparison with other U and
thivd conniries, deriving fax revenues decline due to lower national consumption and production of cash for
imports, so that they henefit from a redneed VAT, Such as agricutture and food products, Estonia VAT rate
35 86 per cent of the 1 tthuanian level, in Poland 77 per cent, 26 per eent i France, ermany 39 per cent of
the Lithuanianp level, Unb alapced YAT ather taxes, and other countries to reduce govermment reventes far a
variety of fraud. For example, sales on the markets or piflsging vat of false aceonnting. fn onky pine i prhs
1o 2609 in accordance with siate fax office dats ie not paid 154 mitlion LT
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Infrodnetion hecatrse the popmiation is fnited demand. The farge
vat trumpet depressed competitive differsnoes between
the refail and marketing the bazaar, which do not pay
AT, Neighbourhood counfries such as Poland and other
17 VAT rates for agricuitural and food products owier

Relevant to the topic of analyzing the value addod
tax {VAT), ihe starciard rate of Lithuania 21 pes cent,
respectively, 2 increase in agricutiural and food products
i fetail prices and thess products are purchased 1855,
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than our country, so coming from other EU countries’
agricultural and food products are cheapet, and our
population chooses fhe products of those €0 witiies.

The subject maiter is the VAT rates of agricultural
and food preducts 1o [ithuania, neighbourhood and
other EU countries.

The aim of the article 15 10 submit proposals for the
application of VAT for Lithunanian agriculturak and food
oS,

Ohjectives of the study

1. Perform VAT of agricattural and food - rate
applicable in [ithisania  and geighbourhonod
pountries conmparative analysis.

2. fnvestigate the mdividnal BU countries, VAT raies
apptied to infiuence the Lithuanian agricuftural
and fond products competitiveness.

1. Submit bids for the main agriculturat and food
products in the VAT rate spplied 1 Lithuania.

Topics scientific povelty is thal for the first time 2
complex issue in the VAT rate applicable i Litdiuania
and foreign countries, differences in the intlnence
of agricultural and food products gompetitivencss.
According to the theory of elasticity theory justifying
a possible reduction in the VAT Lithuanian agricuttural
and food prices and their impact o the consumption
of the populaton. The practical significance s thal
following an analysis, baged on the best possible (0
agsoss the change 0 revenues and sales - scale dynanics
. the VAT rafe applicable to the agricuftural and food
produets tn 1 ithuama.

Test methods - statispical  analysis, SUIVEYS,
caloulation.

The study periad is 2604 - 2009,

e added tax (VAT) rates for agsicultural
and food regelation in the Lurepean tlnion and
1ithuania

T the Furopean Union the VAT system s strictly
epulaied, because fhis ta% has a significant miuence
over the development of the ELS single market and
production by enguring  adequaie commpetitiveness.
The main gooment regulating the sale of production,
inciuding agriculfural and food products, the VAT regime
aeross the BT is 2006, dated 28 Nov ewbor the Buropean
o the common value

Copneil Directive 2006/1 12788
added tax system. This Directive regulates practicaly
all aspects of the application of VAT, I addition 1o
fhin threshold, there are il some of the Duropeal
Councat and Eurapasi Commission directives o the
specific appheation of WAT 10 the hearings. Lithuania
VAT introduced in 1994, at 1 day, entry 1o force of
the Republic of ¢ ifhuania Law on VRITE added tax N
f- 345, which aperatec untit 2002 38 Jue. Since 20072

entered mto force on 1 tnly the new version of the VAT
Act. Latest version of e Lawe 2008 of December 18
and 23 days of the year 2009, June 26 at substantially
changed the standard VAT rate and abolished the former
YAT exemptions.

Lithuania key 5 percent VAT rate to 31 Diecember
2008 date has been applied to those agricultural and
food products and gervices:

. fresh and chilled meat comestible offal (other than
nouilry meal andl edible offal);

o fresh, chilted, frozen, deep frozen poultry meat and
offal comestible;

o live, fregh and chilied fishs

o agricuifural companies and cooperative companies

{cooperatives) - agriculturat services, agricuttural

entitics, provided the i Taemibers;

. grganic food {from {st Jaruary 2006}

The reduced VAT rate o9 pev cent under the existing
gy regime  applbicable O residential  wonstruction,
renovaiion, eulefion services, paid for by staie anid
municipal  budgets, prefcrcniiai loans  granted and
the state special funds (1). This rate does not apply 1o
agricaltural and food products while at the time was the
dehate in the Government of the Republic of Lithuana
and the Lithuanian Seimas of the Repubiic of & percent
tari T on stch products.

EU couniries, VAT rates, the practice shows that two -
thirds of the countries apply reduced rates of agricultural
and food products.

The VAT standard rate discounts and their
impact on the budget yevenue aud Lithuaanian
agricnitural and food products

competitiveness

For the purposes of the staiutory standard rate of VAT
rebates, equal to 13 percent, previously referred to the
apricultural and fond products in 2004, 1 ithuania has nol
received a budget of 52.0 rittion LT {see table 1), but in
2009 a standard rate 1n the retail trade volume fell more
than 20 percent. This is alrapst lost in the processing
industry of employrment and neome tanes.

Analyzed food products of different VAT rates o
tre appication of wnequal cormpetitive opportunities for
all producers. Meat, fish producers of arganic products,
and agricaltoral entities providing services to agriculiure
ecause their production is subject o preferential VAT
rafe of 5 DEF CERE B SECUHTS & competitive advantage i
e market, compared with sther food and non - foof
products. Despite the: reduced 5 percent VAL rait
applied to meal 6eon omteally justified, botause the med
producers 0 pive a corpetitive sdvantage with regalf
1o price cormpetition, both locally, af both BiJ and thire

country markets,
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Subjectios standard VAT rateof 21 poreont of Lithuania  relafions, food ang supplies for agricuttural output,
produced agriculinral and food products 10 reduce the  which determine the production cost and vaiue, lower
competitiveness of the fact that in some neighbouring VAT rates (see table 2).

countries and the EU, with which it has intensive trade

Table 2. VAT rates juxtapasition of agricuttural and fpad producty andg yespnries in sesicultural output in the
individa al Member
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19,6 - standard (109 percent
Lithuanian Level), 5,5- Agriodmre and
Foad (28 percent from the standard and
31 percent from the Tithwanian Lovel),

19,6 - food products sold in bats,
restaurants, cafe, hquor (100 percent
from the standard and 169 percent from
the Lithuanian Level)

Lithuasnian Level}
5.5 - Agriculture sand Food {28
percent from the standard and 26
percent from the Lithuanian

19,6 - food products seld in bars,
restaurands, eale, liquor (100
percent from the standard amid

9% percent from the Lithuanian

554 Zt@ﬁj;emem_!
from. the Lithuanian
Leval)

ard (93 pereent | 5.5
percent from
the Lithuanian
Lewel)

Level),

Level)

Crermany
Lavell,
16 . ull food sold in restaurasnts, all
beverages except milk and drinicing
water {100 preent from the standard
and %9 percent from the Lithuanian
Tevel),

% . sl agriculteral and food producis
sold in stores 44 percent [rom the
standard and 39 percent from the

Lithuamisn Level}

1% - standard {90 pereen ¢
I athyanian Level},

10 . al! food sold in restanrants,
all beverages except mitk and
drinking water {100 percent
from the standard and 83 percent
from the Lithuanian Level),

7 - all agricultura) and food
producis sold in stores (37
percont from the standard an d
33 pereent from the Lithuanian \

i

7 - {39 pexgent
from the
£ Hinanian Lewel)

T - (39 peroent
from the Lithuanian

Foaread’y
1L \fﬁ-’i;

Level) . i

]

Source: VAT Rates Applied in the Member States of the Buropean Conwnanity/Eeropean Commission Directorate General
Taxation and Customs Union Tax Policy/DOC/2008/2004 - EN. - Brussels, 2004, September,

VAT Rates Applied in the Member States of the European Communily/Earopesn Commdssion Taxation and Customs Unmen,
Situation at 15t January 2009/ DOC/2401/2009 - BN, — Brussels, 2009.

In table 2, at the party food, which are subject 1o
Lithuania by 21 percent VAT rate of 74 percent in France
taxed less, and In neighbouring Poland - 67 per cont,
Germany - 29 percent less. Estonia and Latvia in food
products exerapt from VAT do not apply. Thus, the rate of
VAT in terms of Lithuanian products is less sompetitive
in the EU in the Western markets. In particular, deprived
of Polish products.

7il) single market, with frec movement of goods,
the fat agricultoral commodity prices, the growing
influence of neighbouring countries have a comparative
advantage. Realizable at the same p rice, mdirectly, the
Polish producers processors a competitive advantage
on reduced VAT rates as compared to Lithuania the
producers, processors. [n addition, the zloty exchangs
rate fall in a compefitive advantage over Lithuanian
food products has ncreasad (example: the price 1001/
kg, Lithuanian prodocer - DIOCCSEOL, raatived the product
remains 69L4ke, while Poland - 100Lvky, i i PO
45pracy. The 5 or % per cent rate of VAT is practically
the yrice difference becomes Zloty cucnange rate
fluctuation.

Reduced VAT rates for food uss two - (irds of EU
countrics, but their rate is very close to rates n o eighbour
courtries. This is toavoid umnecessary market sirilarities
Wetween e other party, and 1o ensure that the first
necessity of foads unlikely o be able 1o purchanse and Use
afeven low - income citizens. Lithuania has aviaen w1 the
opposiie situation - the s

is period, market partic ipants

fau)

Poray

who pay taxes lose their users of internal market. They
compete with the informal economy business.

Since the beginning of 2009 chan ged the system of
VAT rates had the greatest impact on Lithuanian food
for consumers, which, compared to other FELJ countrics
are armong the most family budget igsuing food. VAT
rates increase very significant on the meat sector, where
aimost half of the output VAT increased by 16 percent
points in 2009, January 1, the abolition of 5 per cent
reduced rate of VAT of fresh meat processing plant
fumover within nine months of this year compared
with last year’s same period, decreased by more than
20 percent. Given the increase in VAT it the Lithnaman
market surged Polish meat and its products are sold free
of VAT to pay or to avoid it.

It should be noted that last year's market traders
trmover of pork, beel and meal products aceouated for
ahowt 322 paiflion LT, or 23 percent of fhe tofal anaal
sales of meat establishments amounts. Neighbour
countries, # reduction i the VAL rate on meat and
meat products, producers 1ose competifiveness of the
[ ithuanian landed production, and meat products wpport
growth means that the Lithuanian medt proSessing
industry lost their jobs, did not create new work places,
ot fransferred o the budget of the tax, the countyy has
eptored the lowest quality meats, while the state hudget
did not divect the greater part of the VAT fax.
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Fig. 1. Different VAT rates and the zlety exchange raie
of, in percent

The high volume of imports of meat products i8
lagging behind not onty the fraction. of Lithuanian meat
processing plants operating (do not use business plans,
the capacity limited to meat processing plants and other
development), but also Tithmanian farmers - are falling
purchase prices, the destroction of beet raw materials
base.

Polish produce competitive advantages highlighted
the Lithusnian markefs. Ins anging the VAT rate
difference between the Polish and Lithuanian markets,
we support the illegal import of Polish products 10
the Tithuanian market or where meat sales is exempt
from VAT (not accountiog markets and cash registers).
Currently in Lithuania there are mote than a hundred
fromn markets where there is trade in meat and meat
products {37 pereent) and vepetables and fruits {33
percent), Most products sold In markets in neighbour
Poland, although the official rneat and vegetable Imports
from this country diminishing. ‘Thys, the country starts
thriving informal trade.

atue added tax incresse had a aegative iTopact on
T ithuanisn and vegetable sector Trading comnpany, with
its significant market pOWET, the VAT increase on fo fhe

shouiders of producers, 5ince their accession o the EL
{2004} declared in the areas of vegetabies decreased by

L

54 8 prreent (o 7 410 3.5 thousand heotares), potaloes
- 51,1 percent (from 4.8 W 41,5 thousand hectares),
and potate and the pure hase price for vagetable growers
Ao not have the favonrable conditions of production,
campared with Poland and other EUS conntries whert & is
1 4 lower which would hielp reduce
e and improve the fenm Goancial

sectar i develops
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$npact o1 the coppetifiveness of she eonsnzer in respect

sitnation. I additon, a fower rate would encourage
smalier producers 1o register as VAT payers. Cereals and
bakery products in use in Lithuania, compared to other
E1! couniries, is the smaliest and continued to decrease.
Phue to the large shadow tax huginess in this industry is
ahout 15 percent. Excessive VAT forced some conpanies
to pefreat into the shadows and in only nine months of
the year 2009 in accordance with state tax office date 15
not paid 154 miflion LT

Conclusions and recommendations

The et of 2008 the Polish zloty depreciation against
sterting and a reduced VAT 212 has swbstantially alteved
the abolitien of Lithuaman cOnsumer choice. The loss
of a substantial patt of the tax af Polish meat products
purchase 0 Poland, Increasing the rate difference
petween the Polish and [ ifhanian markets, we suppott
the purchase of Polich products and itlegal imports into
fhe Lithuanian markets.

Palish producs compeiitive advaniages in the formof
the nformal economy highlighted the business fmarket
place. Bazaar is the erade area, where taxes compared 10
ihe rerail frade is different almost & fifeh,

Om the crifical siteation of reduced consumer
purchasmg power and to avold noreasing the shadow
cffeet on the business L1 appro priate to reduce the meat
and vegetalics VAT rate.

Cities market traders, trading

Gireat in meat and
meat producis (except farmers and meat - producing
comopanies], o review and sstablish adeguate TRCOMES

fiat incoms X
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