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Abstract

VAT is an indirect tax paid by the subscriber in accordance with the purchase - the sales net. In the
European Union the VAT system is strictly regulated, because this tax has a significant influence over the
development of the EU’s single market and production by ensuring adequate competitiveness. The main
document regulating the sale of production, including agricultural and food products, the VAT regime across
the EU is 2006, dated 28 November the European Council Directive 2006/112/EB on the common value
added tax system. This Directive regulates practically all aspects of the application of VAT. In addition to
this threshold, there are still some of the European Council and European Commission directives on the
specific application of VAT to the hearings. Lithuania VAT introduced in 1994, at 1 day, entry into force of
the Republic of Lithuania Law on value added tax Nr. I - 345_ which operated until 2002 30 June. Since 2002,
entered into force on 1 July the new version of the VAT Act. Latest version 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 movement of goods, the flat agricultural commodity prices, the growing
influence of neighbouring 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 zloty exchange rate fall in a competitive advantage over Lithuanian
food products has increased (example: the price 100Lt/kg, Lithuanian producer - processor, realized the
product remains 69Lt/kg, while Poland - 100Lt/kg, it is more 45proc). The 5 or 9 per cent rate of VAT is
practically the price difference becomes a zloty exchange rate fluctuation. Value added tax increase had a
negative impact on Lithuanian and vegetable sector. Trading company, with its significant market power, the
VAT increase on to the shoulders of producers. Since their accession to the EU (2004) declared in the areas of
vegetables decreased by 54.8 percent (from 7.4 to 3.3 thousand hectares), potatoes - 51.1 percent (from 44.8 to
21.5 thousand hectares), and potato and the purchase price for vegetable growers do not have the favourable
conditions of production, compared with Poland and other EU countries where this sector is developed. A
lower which would help reduce prices for consumers and improve the farm financial situation. In addition, a
lower rate would encourage smaller producers to register as VAT payers. Cereals and bakery products in use
in Lithuania, compared to other EU countries, is the smallest and continued to decrease.

This fee must be examined in the context of other taxes as the VAT rate must be optimized according to
the head of household purchasing. If the VAT rate raises to national size in comparison with other EU and
third countries, deriving tax revenues decline due to lower national consumption and production of cash for
imports, so that they benefit from a reduced VAT. Such as agriculture and food products, Estonia VAT rate
is 86 per cent of the Lithuanian level, in Poland 77 per cent, 26 per cent in France, Germany 39 per cent of
the Lithuanian level. Unbalanced VAT other taxes, and other countries to reduce government revenues for a
variety of fraud. For example, sales on the markets or pillaging vat of false accounting. In only nine months
in 2009 in accordance with state tax office data is not paid 154 million LT.
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Introduction because the population is limited demand. The large
vat trumpet depressed competitive differences between
the retail and marketing the bazaar, which do not pay
VAT. Neighbourhood countries such as Poland and other
EU VAT rates for agricultural and food products lower

Relevant to the topic of analyzing the value added
tax (VAT), the standard rate of Lithuania 21 per cent,
respectively, an increase in agricultural and food products
in retail prices and these products are purchased less,
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than our country, so coming from other EU countries’
agricultural and food products are cheaper, and our
population chooses the products of those countries.

The subject matter is the VAT rates of agricultural
and food products in Lithuania, neighbourhood and
other EU countries.

The aim of the article is to submit proposals for the
application of VAT for Lithuanian agricultural and food
products.

Objectives of the study:

1. Perform VAT of agricultural and food - rate
applicable in Lithuania and neighbourhood
countries comparative analysis.

2. Investigate the individual EU countries, VAT rates
applied to influence the Lithuanian agricultural
and food products competitiveness.

3. Submit bids for the main agricultural and food
products in the VAT rate applied in Lithuania.

Topics scientific novelty is that for the first time a
complex issue in the VAT rate applicable in Lithuania
and foreign countries, differences in the influence
of agricultural and food products competitiveness.
According to the theory of elasticity theory justifying
a possible reduction in the VAT Lithuanian agricultural
and food prices and their impact on the consumption
of the population. The practical significance is that
following an analysis, based on the best possible to
assess the change in revenues and sales - scale dynamics
in the VAT rate applicable to the agricultural and food
products in Lithuania.

Test methods -
calculation.

The study period is 2004 - 2009.

statistical analysis, surveys,

Value added tax (VAT) rates for agricultural
and food regulation in the European Union and
Lithuania

In the European Union the VAT system is strictly
regulated, because this tax has a significant influence
over the development of the EU’s single market and
production by ensuring adequate competitiveness.
The main document regulating the sale of production,
including agricultural and food products, the VAT regime
across the EU is 2006, dated 28 November the European
Council Directive 2006/112/EB on the common value
added tax system. This Directive regulates practically
all aspects of the application of VAT. In addition to
this threshold, there are still some of the European
Council and European Commission directives on the
specific application of VAT to the hearings. Lithuania
VAT introduced in 1994, at 1 day, entry into force of
the Republic of Lithuania Law on value added tax Nr.
I - 345, which operated until 2002 30 June. Since 2002,
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entered into force on 1 July the new version of the VAT

Act. Latest version 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.

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

» fresh and chilled meat comestible offal (other than
poultry meat and edible offal);

 fresh, chilled, frozen, deep frozen poultry meat and
offal comestible;

* live, fresh and chilled fish;

» agricultural companies and cooperative companies
(cooperatives) - agricultural services, agricultural
entities, provided their members;

 organic food (from 1st January 2006).

The reduced VAT rate of 9 per cent under the existing
tax regime applicable to residential construction,
renovation, insulation services, paid for by state and
municipal budgets, preferential loans granted and
the state special funds (1). This rate does not apply to
agricultural and food products while at the time was the
debate in the Government of the Republic of Lithuania
and the Lithuanian Seimas of the Republic of 9 percent
tariff on such products.

EU countries, 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 revenue and Lithuanian
agricultural and food products
competitiveness

For the purposes of the statutory standard rate of VAT
rebates, equal to 13 percent, previously referred to the
agricultural and food products in 2004, Lithuania has not
received a budget of 52.6 million LT (see table 1), but in
2009 a standard rate in the retail trade volume fell more
than 20 percent. This is almost lost in the processing
industry of employment and income taxes.

Analyzed food products of different VAT rates form
the application of unequal competitive opportunities for
all producers. Meat, fish producers of organic products,
and agricultural entities providing services to agriculture
because their production is subject to preferential VAT
rate of 5 per cent to secure a competitive advantage in
the market, compared with other food and non - food
products. Despite the reduced 5 percent VAT rate
applied to meat economically justified, because the meat
producers to give a competitive advantage with regard
to price competition, both locally, at both EU and third
country markets.
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Table 1. The existing VAT rate and deviation of the rate reduction in the food sector of Lithuania

Sold on the VAT standard | The existing The amount The amount of | Deviation
Product group domestic market |rate VAT rate of VAT at the VAT under the | of the .rate
standard rate current rate reduction
2004 2009 2004 (2009 [2004 |2009 [2004 |2009 [2004 |2009 [2004 |2009
2 3 4 5 6 7 8 3 4 3 4 3 4
Fresh and chilled
meat comestible 287,5 637,7 18 19,6 5 19,6 | 51,75 | 125,0 | 14,4 | 125,0 | 37,4 0,0
offal
Fresh, chilled,
frozen, deep
frozen poultry 117,3 217 18 19,6 5 19,6 | 21,1 42,5 5,9 42,5 15,2 0,0
meat and offal
comestible
Meat preparations | 560,7 856,5 18 19,6 18 19,6 | 1009 | 167,9 | 1009 | 167,9 | 0,0 0,0
Potatoes,
vegetables, fruits 63,9 128,7 18 19,6 18 19,6 11,5 25,2 11,5 25,2 0,0 0,0
and berries
Milk and milk 7153 | 1122 | 18 | 19,6 | 18 | 19,6 | 1288 | 219,9 | 128,8 | 2199 | 0,0 | 0,0
products
In all 1744,7 | 2961,9 X X X X 314,0 | 580,5 | 261,4 | 580,5 | 52,6 0,0

Source: Agricultural production in buying and production in 2004 and 2009. Department of Statistics at the Lithuanian
Goverment .- V., 2005, 2009.

relations, food and supplies for agricultural output,
which determine the production cost and value, lower
VAT rates (see table 2).

Subjectto standard VAT rate of 21 percent of Lithuania
produced agricultural and food products to reduce the
competitiveness of the fact that in some neighbouring
countries and the EU, with which it has intensive trade

Table 2. VAT rates juxtaposition of agricultural and food products and resources in agricultural output in the
individual Member

Countries VAT foods VAT Resources Agricultural output
2004 2009 2004 2009
Lithuania 18 - standard, 21 - standard, 5 - mineral 21
18 - Agriculture and Food (100 percent | 21 - Agriculture and Food (100 fertilizers
from the standard), percent from the standard)
5 - raw meat, raw poultry, fish, organic
products, some agricultural traders (28
percent from the standard)
Latvia 18 — standard (100 percent Lithuanian 21 — standard (100 percent 18 (100 21 (100 percent
Level), Lithuanian Level), percent Lithuanian Level),
18 - Agriculture and Food (100 percent | 21 - Agriculture and Food, 10 - | Lithuanian
from the standard), Specialized Baby Food Level)
5 - Specialized Baby Food
Estonia | 18— standard (100 percent Lithuanian 18 — standard (86 percent 18 (100 18 (86 percent
Level), Lithuanian Level), percent Lithuanian Level)
18 - Agriculture and Food (100 percent | 18 - Agriculture and Food (100 | Lithuanian
from the standard) percent from the standard) Level)
Poland | 22 — standard (122 percent Lithuanian 22 — standard (105 percent 3 - (17 percent| 3 - (17 percent
Level), Lithuanian Level), from the from the Lithuanian
7 - Agriculture and Food (32 percent 7 - Agriculture and Food (32 Lithuanian Level)
from the standard and 39 percent from | percent from the standard and Level)
the Lithuanian Level), 33 percent from the Lithuanian
3 — meat (14 percent from the standard Level),
and 60 percent Lithuanian Level) 3 — meat (14 percent from
the standard and 14 percent
Lithuanian Level)
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Level),

16 - all food sold in restaurants, all
beverages except milk and drinking
water (100 prcent from the standard
and 89 percent from the Lithuanian

Level),

7 - all agricultural and food products
sold in stores (44 percent from the
standard and 39 percent from the
Lithuanian Level)

France 19,6 - standard (109 percent 19,6 - standard (93 percent 5,5-(31 5,5 - (26 percent
Lithuanian Level), 5,5- Agriculture and Lithuanian Level) percent from | from the Lithuanian
Food (28 percent from the standard and | 5,5 - Agriculture and Food (28 | the Lithuanian Level)
31 percent from the Lithuanian Level), | percent from the standard and 26 Level)
19,6 - food products sold in bars, percent from the Lithuanian
restaurants, cafe, liquor (100 percent Level),
from the standard and 109 percent from | 19,6 - food products sold in bars,
the Lithuanian Level) restaurants, cafe, liquor (100
percent from the standard and
93 percent from the Lithuanian
Level)
Germany | 16 - standard (89 percent Lithuanian 19 - standard (90 percent 7 - (39 percent 7 - (39 percent

Lithuanian Level), from the from the Lithuanian
19 - all food sold in restaurants, | Lithuanian Level)
all beverages except milk and Level)

drinking water (100 percent
from the standard and 89 percent
from the Lithuanian Level),

7 - all agricultural and food
products sold in stores (37
percent from the standard and
33 percent from the Lithuanian

Level)

Source: VAT Rates Applied in the Member States of the European Community/European 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 Community/European Commission Taxation and Customs Union,
Situation at 1st January 2009/ DOC/2401/2009 — EN. — Brussels, 2009.

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

EU single market, with free movement of goods,
the flat agricultural commodity prices, the growing
influence of neighbouring 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 zloty exchange
rate fall in a competitive advantage over Lithuanian
food products has increased (example: the price 100Lt/
kg, Lithuanian producer - processor, realized the product
remains 69Lt/kg, while Poland - 100Lt/kg, it is more
45proc). The 5 or 9 per cent rate of VAT is practically
the price difference becomes a zloty exchange rate
fluctuation.

Reduced VAT rates for food use two - thirds of EU
countries, but their rate is very close to rates in neighbour
countries. Thisis to avoid unnecessary market similarities
between the other party, and to ensure that the first
necessity of foods unlikely to be able to purchase and use
of'even low - income citizens. Lithuania has arisen in the
opposite situation - the crisis period, market participants
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who pay taxes lose their users of internal market. They
compete with the informal economy business.

Since the beginning of 2009 changed the system of
VAT rates had the greatest impact on Lithuanian food
for consumers, which, compared to other EU countries
are among the most family budget issuing food. VAT
rates increase very significant on the meat sector, where
almost 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
turnover within nine months of this year compared
with last year’s same period, decreased by more than
20 percent. Given the increase in VAT in the Lithuanian
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
turnover of pork, beef and meat products accounted for
about 322 million LT, or 23 percent of the total annual
sales of meat establishments amounts. Neighbour
countries, a reduction in the VAT rate on meat and
meat products, producers lose competitiveness of the
Lithuanian landed production, and meat products import
growth means that the Lithuanian meat processing
industry lost their jobs, did not create new work places,
not transferred to the budget of the tax, the country has
entered the lowest quality meats, while the state budget
did not direct the greater part of the VAT tax.
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Fig. 1. Different VAT rates and the zloty exchange rate impact on the competitiveness of the consumer in respect

of, in percent

The high volume of imports of meat products is
lagging behind not only 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 Lithuanian farmers - are falling
purchase prices, the destruction of beef raw materials
base.

Polish produce competitive advantages highlighted
the Lithuanian markets. Increasing the VAT rate
difference between the Polish and Lithuanian markets,
we support the illegal import of Polish products to
the Lithuanian market or where meat sales is exempt
from VAT (not accounting markets and cash registers).
Currently in Lithuania there are more than a hundred
from markets where there is trade in meat and meat
products (57 percent) and vegetables and fruits (33
percent). Most products sold in markets in neighbour
Poland, although the official meat and vegetable imports
from this country diminishing. Thus, the country starts
thriving informal trade.

Value added tax increase had a negative impact on
Lithuanian and vegetable sector. Trading company, with
its significant market power, the VAT increase on to the
shoulders of producers. Since their accession to the EU
(2004) declared in the areas of vegetables decreased by
54.8 percent (from 7.4 to 3.3 thousand hectares), potatoes
- 51.1 percent (from 44.8 to 21.5 thousand hectares),
and potato and the purchase price for vegetable growers
do not have the favourable conditions of production,
compared with Poland and other EU countries where this
sector is developed. A lower which would help reduce
prices for consumers and improve the farm financial

situation. In addition, a lower rate would encourage
smaller producers to register as VAT payers. Cereals and
bakery products in use in Lithuania, compared to other
EU countries, is the smallest and continued to decrease.
Due to the large shadow tax business in this industry is
about 15 percent. Excessive VAT forced some companies
to retreat into the shadows and in only nine months of
the year 2009 in accordance with state tax office data is
not paid 154 million LT.

Conclusions and recommendations

The end of 2008 the Polish zloty depreciation against
sterling and a reduced VAT rate has substantially altered
the abolition of Lithuanian consumer choice. The loss
of a substantial part of the tax of Polish meat products
purchase in Poland. Increasing the rate difference
between the Polish and Lithuanian markets, we support
the purchase of Polish products and illegal imports into
the Lithuanian markets.

Polish produce competitive advantages in the form of
the informal economy highlighted the business market
place. Bazaar is the trade area, where taxes compared to
the retail trade is different almost a fifth.

On the critical situation of reduced consumer
purchasing power and to avoid increasing the shadow
effect on the business it is appropriate to reduce the meat
and vegetables VAT rate.

Great Cities market traders, trading in meat and
meat products (except farmers and meat - producing
companies), to review and establish adequate incomes
flat income tax.

&9



ISSN 1822-8402 EUROPEAN INTEGRATION STUDIES. 2010. No 4

References

Auzins Alberts, Nipers Aleksejs, Kozlinskis Vulfs.
Effect of value added tax rate changes on market
Equilibrium. Agricultural University of Latvia,
Research papers, 13(2), Management theory
and studies for rural Business and infrastructure
development, Lithuanian university of agriculture,
Faculty of Economics and Management, 2008.

Balkevicius V. Komercijos vadyba.- Vilnius: 2000.

Bivainis J., Tunéikiené Z. Viesojo sektoriaus institucijy
strateginis planavimas.- Vilnius: 2009.

Buskevicitte E., Pukeliené V. Valstybés mokesciy
sistema.- Kaunas: 1998.

Cicinskas J., Klebanskaja N. Ekonomika ir verslas.-
Vilnius: 2001.

Data of Eurostat.

Data from Department of Statistics to the Government
of the Republic of Lithuania.

Data from Lithuanian security stock.

Dubinas V.,Kucinskiené¢ M. Enterpreneurship and
business environment analysis in Lithuania.
Problems of development of natural economy and
entrepreneurship.- Riga: 2007. 72-80 p.

European Commission Directorate - General taxation
and customs union tax policy/DOC/2008/2004 —
EN. - Brussels, 2004, September.

90

European Commission Taxation and Customs Union,
Situation at 1st January 2009/DOC/2401/2009 —
EN. — Brussels, 2009.

Hal R. Varian. Mikroekonomika: Siuolaikinis pozitiris.-
Vilnius: 1999.

Kaip pradéti versla.- Vilnius : 2009.

Karlof B., Lovingson F. Vadybos koncepcijos ir
modeliai.- Vilnius: 2006.

Martinkus B, Zilinskas V. Ekonomikos pagrindai.-
Kaunas: 1997.

Mieliauskaité V. Pridétinés vertés mokescio jtaka
zemés tkio produkty konkurencingumui. Rinkotyra.
Zemés tkio ir maisto produktai.-Nr.1(31). - Vilnius:
LAEI, 2006. 89 - 96 p.

Gapsys A., O. Eicaité. Sesélinés ekonomikos zemés
tikio ir maisto produkty rinkoje jtaka Salies
biudZetui. Vadybos mokslas ir studijos —kaimo
versly ir ju infrastruktiiros plétrai. — Nr. 20 (1). —
Kaunas: LZUU, 2010. 15 — 24 p.

Paliulis N., Chlivickas E., Pabedinskaité A. Valdymas
ir informacija.- Vilnius: 2004.

Wonnasot P., Wonnasot R. Mikroekonomika Kaunas:
1998.

Zvinklys J., Vabalas E. [monés ekonomika.- Vilnius:
2001.

The article has been reviewed.

Received in April, 2010; accepted in May, 2010.





