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THE INFLUENCE OF VAT ON AGRICULTURAL PRODUCERS
THEORETICAL CONSIDERATIONS AND PRACTICAL MEASURES FOR
ECONOMIC CRISES EFFECTS DECRISIS

TOMA MIRCEA '

Abstract

The purpose of this paper is to highlight the effects of lack of liquidity in the financial system and profit from
uncontrolled migration pathway (in relation producer, processor, merchant bankers, concentration and profit growth in
the last links in the chain from producer to end - the consumer). In this variant is proposed adjustment method value
added tax on the three sectors of the national economy: the primary, secondary and tertiary education in the size of
enterprises. The proposed measures, there is a "movement" to collect VAT payable to the tertiary sector (trade), which
is closer to cashing the value of goods to the end user, the consumer, and exerting pressure on operators in hiring costs
by making the assumption VAT cost. with VAT reduction proposed variants are accelerating state budget revenue
collection from this source while reducing the amounts returned operators with the right and the radical version
increase the recovery of VAT payable on the branch of from 14.9 to 16.26% share of 24%, providing additional
potential income of about 600 000. lei (150,000 euro) at no additional cost (VAT collected on a budget estimated at 40
billion lei annually).

Keywords: agriculture, financial crisis, profit, VAT, agricultural producers
INTRODUCTION

Compared with the crisis of 1929-1933, but with other intensity, the crisis of this beginning
millennium retains the same general characteristics with the first crisis from 1825: cash money
disappear from the market, loaning stop, trade stagnated, growing stocks of certain goods (now
automobile and real Estate), the production of goods is reduced, multiply bankruptcies and forced
sales, increase unemployment, and so on, and "abundance becomes a source of misery and
deprivation" as noted by FM Charles Fourier (1772-1837).

By replacing etaist regime and accession to the values of capital and private initiative,
Romania (including eastern Europe countries) are facing one of the most complex paradoxes: in
1992, the European Union (EU-15) begins an accelerated process of reforms following inefficiency
recognition model of development; after integration, since the end of 2007, the entire capitalist
system is comprised of financial and economic crisis with the prospect of a real recession.

Agriculture can not be analyzed outside of these phenomena more so as humanity faces on
one side with an acute global food crisis, and on the other side with overproduction. However, the
World Trade Organization (WTO) exerts a strong pressure to liberalize agricultural trade,
elimination of subsidies and protectionist measures and ultimately lower prices and hence incomes
of farmers, in terms of allocation of substantial funds in the financial system, of the crisis, have
increased proven cases of fraud, oversized salaries and bonuses, compared with agricultural
production subject of climate change.

In the current context, in addition to the economic crisis, agriculture faces with climate
change, accelerated reduction of biodiversity, degradation processes, soil erosion and pollution,
reducing freshwater resources, etc..

MATERIAL AND METHODS
The research method used is qualitative analysis that follows, by studying literature

documents, and so on, highlighting both the economic crisis and the presentation of opportunities
that may counteract the effects of the crisis.
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For the second part of the paper, we propose some practical solutions as possible measures
to be adopted to overcome the crisis, to support the Romanian agriculture and with effects on
agriculture producers in particular. The working hypothesis is another approach to adjustment
system of the VAT in the three sectors of the national economy: the primary, secondary and tertiary
compared with the size of enterprises. To adjust the value added tax there are used two variants:
variant moderate (progressive increase in the VAT rate by sector, from 15% to 24%) and radical
version (determining the percentage of sectors: primary, secondary and tertiary 9% while
maintaining 24% share of the tertiary sector).

RESULTS AND DISCUSSION

From present financial crisis derives at least two questions:

1. Where are the profits of the capitalist model of development over the years? How it’s
explained “sovereign debt™?

2. What are the current sources for the establishment of funds, global and regional, for
support the announced programs, if there is a cash shortage so acute?

The current crisis has shattered once again, the illusion of continuous economic growth,
based on neo-liberal theories and models, according to the principle "laissez faire, laissez passer".

In essence:

- Lack of liquidity is the tip of the iceberg, and

- Profit is the Gordian knot.

Figure 1. Profit representation — expression of social and economic rationality

PROFIT
Expression of social and
economic rationality

At macro-economic level At middle and micro-economic
“Proficere”= to progress, to level
give results, using taxes, fees Fair profit, difference between
and contributions incomes and expenses

Source: The author

When production of a society it’s expressed and traced only in value, in terms of
maximizing profit, without tracing the content and the real destination of goods and services, the
history confirms, loses its ability to self-regulation and ends with the crisis.

The share of tertiary sector increasing to 60% and changing the place with the primary
sector which represent only 10-15% (with agriculture) in Gross Domestic Product (GDP) and gross
value added (GVA) has determined the inequitable obtaining and redistribution of profit on the
channel.

It has and still having an uncontrolled migration of profit on the relationship producer -
process - trade - bankers, profits concentration and increasing in the last links of the chain until the
final payer - the consumer.

As following of economic progress, determined by the industrial society that has brought
standardization, specialization, synchronization, concentration, maximization, centralization has
been a continuous release of labor from primary and secondary sectors. Partly, labor force was
absorbed by the tertiary sector.
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Figure 2: The structure of availability time of population
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Progress in knowledge and technology has leaded to a changing of occupational structure of
active labor between the primary, secondary and tertiary in G.D.P. and G.V.A. realization.

Agriculture — opportunity for overcome the crisis

Agriculture is more than a production volume. All advanced economies of the world have
reached their present level of economic development on the basis of a competitive agriculture.

High share of agriculture (13-14% as in Romania) in GDP can become an opportunity to
increase the general welfare in terms of the role change "peasant" and the State in the development
of society, but without becoming dependent on technology and technology agricultural importance.

The main constraints of farmers in the European context

No mater of the type of ownership (public, mixed or private) and organizational (public
institution, directing, or national company, firm or association agricultural family business or
individual producer - with or without legal personality) farmer faced and will face partially or
totally, with constraints at European level, that are related to productivity, efficiency, effectiveness,
free movement of agricultural products, elimination of customs duties, agricultural taxation,
changing mechanisms to support agricultural production, reducing and then eliminating subsidies
agricultural production services for the preservation and conservation of nature and rural
development; euro - as instrument of comparable food products with competitive prices.

EU funds absorption - Risks and Vulnerabilities: Who helps you free?

Funding schemes of various programs supported by the EU are generally known: the EU
budget, national budget and beneficiaries in various proportionality.

Synthetic circuit proportionality of grant funds and state payable are:
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Figure 3 European funds circuit in Romania
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The 32 billion euro grant from the EU, anesthetized many of us. In fact, Romania
contributes 1% of GDP annually (about 1 billion / year) plus other contributions (such as sugar, in
2008 almost 30 million Euros in OCM) contributions and inter-professional associations.

In conditions of ensuring the inputs from import, it’s increasing the current account deficit,
stimulate production and achieve added value (profit) in EU countries, the domestic employment
market it’s shrinking and its imported unemployment, the need for funds and/or loans for the funds
from the state budget and the EU budget beneficiaries it’s increasing.

The condition for efficient use of EU funds is:

The value for inputs import < Sums received from EU
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Figure 4 — Comparative evolution of subsidies in EU and Romania
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Source: Own calculation

Compared to 200 euro / ha envisaged by the EU in 2013 - Romania will receive 110 euro /
ha (only 55%), the difference will be provided from internal resources.

The VAT influence on agricultural producers

Value Added Tax (VAT) is an indirect tax supported by the final consumer of the
goods/service. VAT is a tax charged in cascade from each economic operator participating in the
economic cycle to manufacture a product or provide a service covered by the tax.

In Romania, VAT was introduced and implemented on 1 July 1993 as a form of
harmonization with EU tax system used. Currently there are applied three rates: the standard rate of
24% (from 1 July 2010) and two reduced rates of 9% and 5%. Also a number of goods and services
are exempt from VAT. Exit also the optional possibility to pay VAT for operators conducting a
turnover of up to 35,000 Euros, and from 1 January 2013 up to 60,000 Euros.

Besides the fact that agriculture has faced and is facing serious problems in both the
upstream input prices and prices of its products as expressed by "price scissors" individual farmer
also face some disadvantages created by laws that not held and not keep up with the changes that
have taken their ownership structure and economic conditions of agriculture development
processes.

In this context a special aspect it’s represented by the value added tax.

Although since it’s introduction as modern form of consumption tax, both, the base and the
tax rate had suffered several changes, VAT did not solve the issue of received price (cash) by the
individual producer compared with the legally organized one, creating more parallel markets: the
peasant market as direct relationship between farmers and consumers and market of products that
run on organized farmers legal relationship - wholesalers - processors - traders, and less on
individual producer relationship - processors, and a speculative market on individual producer
relationship - wholesalers (retailers of agricultural products in their natural state) - the consumer.

Individual agricultural producer (associate), without legally personality, through the
methodology adopted for VAT regulation is obliged to bear on costs related value of all inputs used
in agricultural production (seeds, fertilizers, pesticides and herbicides, fuels, lubricants, mechanical
works and other services and so on.).
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VAT acted and acts inhibitory, introduced and maintained fiscal inequity, has lost its
neutrality and exclude a great mass of agribusiness products from regulated market circuit, with
negative effects on producer - industrialist - trader - consumer — domestic budget.

In a stabilized market economy, all participants in a product chain must win fairly:

Financial institutions = Inputs suppliers = Agriculture producer = Wholesaler =
Processing Industry = Trader = Consumer = State

It must be avoided uncontrolled migration of profits from one sector to another by
establishing of interdependence between partners that participate in chain manufacture a product
based firm contracts.

Influence of VAT on agricultural producers
a. The influence on costs and economic results

Individual agricultural Differences
Specification Company producer. P.I.-S.C.
a b a b
Invoice price (received) (2+3) 124 100 100 -24 -24
VAT — collected 24 - - -24 -24
Negotiated production price 100 100 100 - -
Other price elements inluded the 40 26.5 40 135 )
profit
VAT afferent inputs-deductible - 13,5 10,5 +13,5 +10,5
Costs of inputs and materials,
services subject to VAT 60 60 49,5 ) -10,5

Source: Own calculations

b. The influence on received sums by the producer and paid by the user

Specification Company I:f;ﬁ:iclgl Average price
Invoice price (paid) 124 100 110,5
VAT collected 24 - 13,5
Production price 100 100 100

Source: Own calculations

Some measures to counter the crisis:
1. VAT adjustment on sectors;
a) Moderate option: setting the VAT rate to 15% in the primary sector and agriculture,
19% in the secondary sector (manufacturing) and 24% in the tertiary sector.

Tabel 1: Setting the VAT share in a progresiv mode

. . Activities sectors Total
Specification Primary (1) | Secondary (2) | Tertiary (3) flux
VAT proposed share 15% 19% 24%
Cumulgted share of the sectors 40% 75% 100% 124
in the final price
a) present 3,50% 6,65% 4,75% 14,9
VAT b) proposed 1.10% 6.05% 7.75% 14.9
chargeable -
¢) differences -2,40% -0,60% 3,00% 0

Source: Own calculations

b) Radical option: set quota for sectors 1 and 2, and the movement of goods between them
to the level of 9% and 24% share for tertiary sector.
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Table 2 VAT share established to 9%

VAT collected 6,76 19,00 24,00 124,00
VAT deductible 3,60 6,75 9,94 2,04
VAT chargeable 3,15 12,25 14,06 16,26
Diference from the present 3,50 7,50 8,75 2,60
share.

Source: Own calculations

c) As a complementary measure, order the operators of retail food products for the
payment of a part of the VAT payable as advance form during the month (from to 20 or 25) and
regulation to 25 of the next month.

2. a) granting the right to deduct VAT rate of 15.966 (equivalent rate of 24%) of the price
paid by the users individual producers of agricultural products as:

— Agribusiness manufacturing products for human consumption (except for the
manufacture of grain alcohol), represented by the milling and baking industry, meat and
milk, oil and sugar etc.

— Complex breeding (cows, fattening cattle, pigs, sheep) and poultry fodder cultivation
(barley, corn, alfalfa etc.).

— Wholesale markets, buying centers and storage of agricultural produce (vegetables and
fruits, cereals and technical plants and so on).

b) Negotiation and circulation of agricultural products purchased from individual
producers at prices including VAT.

c¢) Generalization "procurement slip" as document of special regime for regulating and
monitoring income tax farmers.

3. Support agricultural producers with subsidized interest loans grace period until they
obtain the production (harvest) and to finance approved projects to collect amounts outstanding
from the national budget and EU agriculture by establishing a bank (by APIA structure);

4. Up a temporary fund to support producer groups by giving a rate of 2% of the price
charged by individual producers as "assigned revenue" (EU model);

5. Review of the current conversion factors of major agricultural products in one wheat kg
(barley 1.10 / kg / wheat, corn, 1.30 kg / wheat, sunflower 0.40 kg / wheat, sugar beets 7 kg / wheat)
as part of orientation in determining the structure of crops and price negotiation;

6. Establishment of agricultural intervention stocks mandatory in nature for rent collected
from public land leased by MARD;

7. Supporting agricultural research funding from the state budget;

8. Increasing the advances for R&D projects won in a competitive system from 30% to
60%.

9. Domestic support for agricultural and industrial inputs for agriculture, the processing
industry of agricultural products as raw materials, with subsidized interest loans;

10. Introduction of partnership agreement for the development of economic activities
between representatives of the state (MARD through the Farm Registry) and farmers to traders.

11. change the methodology for determining and income tax

12. Reconsideration of the tax and contribution burden sharing between employees and
operators

Expected effects

— Accelerate and streamline of cash flow, reducing the demand for loans and increasing
the economic efficiency of farmers - operators.

— Increasing individuals farmers' income (with 10 to 13%) without affecting the cost of
raw materials or extra budgetary efforts, raising living standards, and / or funding
sources to purchase inputs, provision of mechanical etc..
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— Stabilizing of agricultural products markets by: stimulating producers association,
increasing the role of economic contracts and developing a civilized trade chain,
reducing intermediaries and speculation in markets and ensure security of food supplies
at competitive prices.

— Reduce the pressure on MARD budget for agricultural subsidies and increasing their
economic effect on individual farmer and/or the associated increase agriculture's
contribution to the formation of state budget resources.

— Comparability cost structure and prices with manufacturers in EU countries.

CONCLUSIONS

Counter the crisis, theoretically, but practically can not ignore its effects, both directly and
subsidiary effects (collateral) that may be more important on chain:

Financial institutions = Inputs suppliers = Agriculture producer = Wholesaler =
Processing Industry = Trader = Consumer = State

Solutions require transparency, solidarity, equity, social justice in the distribution of efforts
and usufruct (profit) on chain of all participants to achieve useful goods and services to human
society.

An orderly adjustment of tax and contribution system may lead to the adoption of those
measures that will stimulate domestic consumption, increase domestic production and rotation
speed of the capital, and to reduce the budget deficit, uncontrolled growth of prices, inflation,
unemployment, in a word economic life imbalances.

Crises, whether financial or economic, past and recent history demonstrates, ends with
changing systems (models) for the organization of society or violent (revolutions, coups, wars) or
peaceful (velvet revolution in Czechoslovakia) in agreement with the intensity and affordability of
people.

Therefore the current crisis should be managed with greater accountability and
transparency in the spotlight reinstatement rights and human personality, in which social
development can not be left to chance, market forces as regulator.

Without claiming to exhaust the topic discussed, duties, taxes and contributions should be
regarded not only as mere budgetary resources, as well as effective tools to guide operators through
the tax and mechanisms that can promote competent state institutions in stabilizing market goods
and services, as part of a functioning market economy. Reforms in the Romanian economy must
accumulate and "burn" but also to avoid some mistakes in the steps already developed countries.
These goals can not be achieved without scientifically analyzes tailored to Romanian realities.

Free enterprise combined with the use of capital, be it their own or borrowed, to obtain a
product or a service, is based on state mandates given by the relevant institutions in order to meet
the requirements of goods and services to society, communities or individual.

In exchange for a fair profit "initiator-employer" shall comply with rules and regulations
socioeconomic stated by law, to ensure quality goods and services at affordable prices.
And inter-professional bodies have the task of establishing the strategy, delivery and purchasing,
receiving and payment based firm agreements and commercial contracts concluded on track.

State institutions are required to develop and adopt legislation that would lead to
harmonization as equitable interests and the application of the criteria and mechanisms for
production, processing, transformation and marketing of agricultural products so as not to cause
imbalances in the market and the creation of monopolies, distortion of competition within the
domestic and European competition.
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