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1. Introduction
Tax policy is one of the main ways to implement the tax po-

licy of the state, based on the country’s socio-economic deve-
lopment. To increase the efficiency of agricultural production 
and profitability of Ukrainian agricultural producers, key fiscal 
policy tools have been developed, in the framework of state 
support for the agricultural sector, namely special tax treatment 
in terms of value added tax and fixed agricultural tax (a single 
tax of the fourth group since 01 January 2015). The tax incentive 
has contributed to the improvement of the access to finance in 
the conditions of the economic crisis, limited budge tary possi-
bilities for significant investments in the development of the ag-
ricultural sector of Ukraine and lack of working and fixed capi-
tal of agricultural enterprises. Defining the national prio rities of 
Ukraine requires a clear strategy of agricultural development by 
using the best European and international practices. The prin-
ciple of fiscal federalism is typical of the tax system in Canada, 

and VAT, which was introduced at the federal level, performs 
a distinct fiscal function. Support for the agricultural sector 
through tax incentives can be attributed to the Euro pean Union, 
where some member states apply a fixed-rate scheme. The EU 
has preferential VAT for agriculture and uses the practice of re-
duced VAT rates for agricultural and food pro ducts to stimu-
late their greater use. The agreement between on association 
Ukraine and the European Union urges our country to bring its 
tax legislation closer to tax legislation of the EU. A new mecha-
nism of state support for agricultural producers was introduced 
on 1 January 2017, which requires an assessment of the impact 
of fiscal policy tools on stimulation of agriculture and regulation 
of production processes of the agricultural sector.

2. Brief Literature Review
Theoretical reflections on the problems of tax stimulation 

with regard to the priorities of financial policy at certain sta ges 
and formulation of key tasks in establishing, developing and 
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reforming of the tax system and tax policy of Ukraine are ob-
served in works by prominent scholars such as V. A. Andrus-
chenko (2005) [1], I. A. Lunina (2011) [23], A. M. Sokolovska (2015) 
[29] and others. Leading Ukrainian scientists, among whom are 
M. J. Demianenko (2005) [4], V. M. Zhuk (2011) [9], N. M. Ma-
linina (2017) [14], O. O. Nepochatenko (2013) [20], L. D. Tulush 
(2013) [33] and others, have conducted numerous studies and 
proved new approaches to the practical aspects of the imple-
mentation of tax incentives specific to agricultural production.

The following economists should be distinguished in the 
world’s scientific space: O. Oliynyk-Dunn and R. Zufan (2017) 
[18] for their research on funding models in the Czech Republic 
and Ukraine is devoted to the work, M. Soliwoda and J. Paw-
lowska-Tyszko (2014) [30] who studied agricultural taxation in 
Europe and determined key indicators of income tax in agri-
culture in Poland, B. Hill and D. Blandford (2007) [7] who devo-
ted their research to the processing of tax concessions as tools 
of agrarian policy. The main postulates of tax incentives intro-
duced by the state were highlighted in the scientific work by the 
American scholars D. Goldberg (1994) [5] and Surrey S. (1973) 
[32], while the creation of the fiscal space as a budget reserve 
in the conditions of economic stability of the country was sub-
stantiated in the outstanding works by P. Heller (2005) [6] et al. 

Despite the numerous publications and thorough research, 
the current situation in Ukraine requires new approaches to re-
forms and formation of optimal tax model based on harmonisa-
tion of tax legislation (including the regulation of VAT) adaptive 
to the norms, standards and rules of the European Union. Also, 
it should be noted that we need to further consider 
the relevant fiscal policy tools and conditions which 
make it possible to realise a stimulating effect of tax 
incentives on the functioning of agricultural entities. 

3. Purpose 
The purpose of the article is to define the impact 

of the fiscal policy on stimulation of agriculture, to 
justify its further functioning and to establish criteria 
for tax incentive effects on agricultu ral production. 

The authors of the article used the system and 
structural method to identify the impact of fiscal po-
licy on the efficiency of agriculture, along with ta-
bular, graphical and statistical methods to conduct 
economic research. Legislative acts relating to taxa-
tion in Ukraine, accounting data from the Minis try of 
Agrarian Policy and Food of Ukraine, the State Statis-
tics Service of Ukraine, the State Treasury Service of 
Ukraine, the State Fiscal Service of Ukraine, and the 
results of own research constitu ted the information 
basis of the present research.

4. Results
It has been found that tax preferences for ag-

riculture had a positive effect, which manifested it-
self in an increase in economic activity of agricultu-
ral enterprises and increased the level of profitability. 
Yet, for almost twenty years (from 1998 to 2017), tax 
incentives for agriculture have been neglected, with 
the re levant mechanisms and tools being distorted. 
Therefore, it is necessity to bring the institutional ba-
sis of the agrarian policy and legislative framework of 
tax policy up to date. 

Considering the specificity of agricultural produc-
tion, it has been suggested to distribute agricultural 
producers into three groups. The first group includes 
agricultural producers cultivate from 100 to 200 hec-
tares of agricultural land. It is best to use a single 
tax for this group. Agricultural enterprises that consti-
tute the second group cultivate from 200 to 500 hec-
tares of agricultural land. These should be taxed by 
the general taxation system valid in the country, ta-
king into account the European experience and re-
ducing the VAT rate from 20% to 7%. The same is 
with large companies, which form the third group of 
enterprises cultivating more than 500 hectares of ag-
ricultural land. The proposed measures will help to 
disclose the potential of agriculture, increase its effi-
ciency and gradually adapt to European agricultural 

policies, which will have a positive impact not only on the agri-
cultural sector, but also on the economy of Ukraine.

The structure of the state support for agriculture is an ana-
lytical basis in the development of the fiscal policy to stimu-
late agricultural growth and development, considering the cur-
rent situation in the market and specifics of the economic de-
velopment of the agricultural sector. It is important to deter-
mine the optimal value of each element of the structure of state 
support and use more comprehensive approaches to tax privi-
leges, choosing the most effective of them according to the 
needs of economic entities of the agricultural sector. The struc-
ture of state support for agriculture in Ukraine in the period 
of 2007-2016 (Figure 1) was as follows. The tax incentives in 
2007 were minimal and accounted for only 27.2% of the to-
tal state support for farmers. In 2008, it was 43%. Since 2009, 
the volume of financial resources relating to the accumulation 
of funds obtained from VAT on the special accounts for own 
needs of agricultural producers has had a strong trend toward 
increasing annually and reached almost 100% (97.7%) of the 
total amount of state support in 2014, replacing budget sub-
sidies for the development of livestock and crop production.

Thus, in 2014 the state support for agriculture through VAT 
amounted to UAH 8,970.7 million, while UAH 206.6 million was 
available as budgetary subsidies (Figure 2). In 2015, the main tax 
incentive was indirect state support for agricultural produ cers 
at the expense of special VAT treatment of activities in agricul-
ture, forestry, and fishery, the total size of which reached UAH 
46.0 billion. In 2016, VAT accumulation was only UAH 6.7 billion. 

Note: Since 01 January 2015 a single tax of the fourth group of agricultural 
manufacturers with their share in agricultural production amounting or excee-
ding 75% during the previous fiscal year

Fig. 1: The structure of the state support for agriculture 
in 2007-2015, and 2016

Source: Compiled by the authors based on [8; 15]
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This trend is explained by limited financial resources for direct 
state support, as well as by financial instability of commercial 
banks for targeted assistance to the agricultural sector. 

In such a situation, the problem was the payment of direct 
subsidies from the budget under the terms of financial support 
for the agricultural sector which belonged to so-called «unse-
cured expenses» of the state budget (hence, their funding may 
be modified (usually reduced) during the year). For example, 
the analysis of expenses of Development Programme of the 
Ukrainian Rural Territories Till 2015 for the years 2008-2012 in 
the Field of Agricultural Market showed that the programme 
of financial support of agribusiness has been financed only by 
30%) [11]. A retrospective analysis of changes in state support 
for agriculture through VAT (in absolute terms) for the period of 
2007 - 2016 (Figure 2) shows a substantial increase - from UAH 
0.96 billion in 2007 to UAH 46.00 billion in 2015.

An almost twofold increase in the profitability of the entire 
agricultural sector (from 15.1% in 2007 to 29.5% in 2015) de-
monstrates a positive impact of tax incentives implemented by 
the state to enhance financial potential of agricultural enterpri-
ses. The accumulation of VAT on a special bank account for fur-
ther use of such funds by agricultural entities may be considered 
the most effective form of indirect state support for agricultu-
ral enterprises. Yet, the shift from comprehensive state support 
for the agricultural sector towards indirect incentives through tax 
preferences did not bring expected results for the following rea-
sons. Firstly, due to the in-
efficient use of regulato-
ry function of tax incen-
tives through special treat-
ment for VAT for farmers. 
The fiscal pressure on the 
state budget increased, 
which is lead to debts in 
VAT refunds in agricultural 
production and to a reduc-
tion in purchasing prices 
for agricultural products. 
That, in turn, lowered in-
vestment incentives for in-
vestors and farms.

Secondly, the chan-
ges in the tax legislation 

that came into force in 2014 significant-
ly complicated the administration of the 
abovementioned tax. In addition, VAT re-
funds were non-transparent in some cases. 
Here, we should also consider corruption 
and abuses of off trade financial and busi-
ness transactions, as well as an unjustified 
increase in VAT credit. Thus, 17.046 thou-
sand agricultural enterprises received UAH 
82.861 billion in 2014, with 1,369 of these 
companies having lands in cultivation and 
employees, which means that they wrongly 
received UAH 2.853 billion of tax credit. In 
fact, 81 prejudicial investigations were initia-
ted, resulting in calculations of the amount 
of economic loss of the state amounting to 
UAH 1,133,000,000 UAH [21]. On the basis 
of foregoing information, we conclude that 
the current system of tax incentives has lost 
its effectiveness and relevance through the 
special VAT regime and requires structural 
changes and optimisation of the legal, insti-
tutional and financial fields. There is a need 
to move from quantitative support of agri-
cultural sector to qualitative changes.

The fixed agricultural tax (FAT), which 
was introduced under the special regime of 
direct taxation, is another tool to provide tax 
incentives for the agricultural sector. Its rate 
is fixed for a certain time. FAT is collec ted 
from a unit of land area as a percentage of 
the normative monetary value. The tax re-

placed the 12 taxes and obligatory payments, including the com-
pany income tax, land fee, motor vehicle duty, duty for compul-
sory social insurance, fee for compulsory retirement insurance 
and others. The stimulating function of the fixed agricultural tax 
is that a direct dependence between an increase in agricultural 
production and an increase in tax payments is not observed. The 
simplified tax has been guaranteed by the Law No. 320-XIV «On 
the Fixed Agricultural Tax» as of 17 December 1999 [10]. Consi-
dering the limitations established by the law, payers of the fixed 
agricultural tax are agricultural producers, whose share of agri-
cultural production for the previous tax (financial) year equalled 
or exceeded 75%. According to experts estimates, the afore-
mentioned tax incentive for agriculture significantly reduced the 
tax burden on manufacturers of the industry to the level of 3-4 
kopiykas per one Ukrainian hryvnia (UAH) of income [34].

However, according to Law of Ukraine «On Amendments 
of the Tax Code of Ukraine and Some Other Legislative Acts of 
Ukraine on Tax Reform», FAT formally lapsed because of the 
simplified system of taxation on 01 January 2015 [23]. Due to 
the clarity of the tax base and increasing rates of single tax of 
the 4th group, the tax burden on farms increased by 21 times 
in 2015, as compared to the year 2005. In 2016, the single 
tax rate for agricultural enterprises increased again [25; 36]. 
On the basis of analytical data (Table 1), we can make the fol-
lowing conclusions. In 2014, the sales earnings of farms in-
creased by 4.06 times, if compared with the year 2007, and 

Tab. 1: Realisation of tax policy to stimulate agricultural growth and development via 
the fixed agricultural tax

Note: Since 01 January 2015 a single tax of the fourth group of agricultural manufacturers with their 
share in agricultural production amounting or exceeding 75% during the previous fiscal year

Source: Compiled by the author based on [8; 15; 31]

Fig. 2: Effectiveness of state support for agriculture generated from VAT 
in the period of 2007-2016

Source: Compiled by the authors based on [8; 15; 31]
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the amount of paid FAT was 0.92 times higher. There was a 
significant increase in the tax volume of agricultural products 
sold in 2016 comparing with 2007.

Accordingly, the tax burden from the income rate also in-
creased, which worsened the financial condition of agricultu-
ral enterprises. A higher tax burden means a loss of the exo-
genous source of capital, which negatively affects the proper-
ty status of the company.

We agree with Ukrainian agricultural researches who argue 
that the fixed agricultural tax has not been optimised for a long 
time in terms of its compliance to the current economic con-
ditions in the agricultural sector of Ukraine and the country’s 
economy [35]. Yet, the transformation of FAT into the single tax 
of the fourth group and a significant reduction in the stimula-
ting function of the tax is impossible within one calendar year. 
Therefore, a significant reduction in tax preferences for agricul-
tural enterprises should be balanced by the provision of sub-
sidies. Advantages and disadvantages of the tax policy aimed 
at stimulating the agricultural sector are presented in Table 2.

In order to take full advantage of the fiscal policy aimed at 
stimulating agriculture, it is essential to conduct a balanced 
tax reform to optimise the financial condition of agricultu-
ral enterprises, as well as financial and economic security of 

Tab. 3: Tax criteria in terms of the stimulating effect of the system of privileged VAT for agricultural entities

Source: Compiled by the authors based on [16; 19]

Tab. 2: Advantages and disadvantages of realization of the tax policy for agriculture stimulation

Source: Compiled by the author based on [2; 3; 9; 13; 22; 27-28; 33; 35]

entities operating in the agricultural sector. Options for the 
concept reforming the system of preferential VAT for agricul-
tural entities are presented in Table 3.

 5. Conclusions 
Our research has proved that tax preferences for agricul-

ture have a positive impact, especially in terms of economic 
activity of agricultural enterprises and level of profitability. Yet, 
for almost twenty years (from 1998 to 2017), tax incentives 
for agriculture have been neglected, with the relevant mecha-
nisms and tools being distorted. We believe that the institu-
tional basis of the agricultural policy and legislation related 
to Ukraine’s fiscal policy should be improved. The vector of 
Ukraine’s development being aimed at European integration, 
our country has successfully diversified export flows and be-
come a full partner in the European food market. In the near 
future, the agricultural policy of Ukraine should be fully adap-
ted to the mechanism of the European agricultural policy. In 
relation to this, it is necessary to work out a program of deve-
lopment of the agricultural sector for the next three years, with 
special attention paid to the issues of public regulation and 
state incentives for agricultural development. The measu res 
undertaken with regard to the program should be both sta-
ble and flexible.
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The goal of the fiscal policy is to promote economic 
growth and increase revenues to the budget. At the same 
time, economic growth is not possible without increasing the 
economic potential of business entities, since fiscal policy 
tools should be aimed increasing business entities’ econo-
mic efficiency. It is necessary to consider that the profit tax 
reduces the endogenous source of own capital and, accor-
dingly, constraints financial stability and financial indepen-
dence. Therefore, a performance of the main goal of tax po-
licy requires optimum interaction between fiscal tools and 
stimulating incentives.

Limitation of tax preferences for the agricultural sector 
should be compensated by direct financial support from the 
part of the state through public funding programs that encou-
rage the development of agriculture. The amount of such 
funding supplements the funding of equities, which provides 
incentives related to the accumulation of capital and deve-
lopment of agricultural enterprises. Considering the specifi-
city of agricultural production, it has been suggested to distri-

bute agricultural producers into three groups. The first group 
includes agricultural producers cultivate from 100 to 200 hec-
tares of agricultural land. It is best to use a single tax for this 
group. Agricultural enterprises that constitute the second 
group cultivate from 200 to 500 hectares of agricultural land. 
These should be taxed by the general taxation system va lid 
in the country, taking into account the European experience 
and reducing the VAT rate from 20% to 7%. The same is with 
large companies, which form the third group of enterprises 
cultivating more than 500 hectares of agricultural land. Ano-
ther option for agricultural entities forming the second group 
is to supplement the general system of taxation (including the 
20% VAT rate) with the budget subsidy measures, based on 
direct budgetary subsidies accounting for 1.5-2.5% of gross 
agricultural production. The proposed measures will help to 
unleash the potential of agriculture, to increase its efficiency 
and to gradually adapt it to the European agricultural policy. 
All this will have a positive impact on both the agricultural sec-
tor of Ukraine and the country’s economy. 
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