HaykoBo-B1pobHMYNiA XxypHan «bidHec-HagiraTop»

VK 336.225
DOI: https://doi.org/10.32782/business-navigator.77-24

Klymenko Maksym

PhD in Economics,

Senior Teacher at the Department of Finance

National University of Life and Environmental Science of Ukraine
ORCID: https://orcid.org/0000-0001-6481-9945

Dolzhenko Inna

PhD in Economics, Docent,

Associate Professor at the Finance Department

National University of Life and Environmental Science of Ukraine
ORCID: https://orcid.org/0000-0002-3834-1789

Nehoda Yuliia
Doctor of Economic Sciences, Professor,
Professor at the Department of Finance

National University of Life and Environmental Science of Ukraine
ORCID: https://orcid.org/0000-0002-9714-5438

Kiunmenko M.B.
PhD, crapmmuii Buknagau kapeapu ¢inancis
Hayionanvnuil ynisepcumem diopecypcis i npupodoxkopucmysants Ykpainu

Jomxenko LI.

KaHIMJaT €EKOHOMIYHUX HayK, TOLEHT,

JoueHT Kadeapu piHaHCIB

Hayionanvnuii ynisepcumem 6iopecypcis i npupoookopucmyseants Yxpainu

Heroaa 10.B.

JIOKTOP €KOHOMIYHHX HayK, mpodecop,

npodecop kadeapu diHaHCiB

Hayionanvnuii ynisepcumem 6iopecypcie i npupoookopucmysanus Ykpainu

ANALYZING THE IMPACT OF TAX MECHANISMS FOR STIMULATING
INNOVATION IN THE AGRICULTURAL SECTOR
ON ATTRACTING INVESTORS

AHAJII3 BIVIUBY NOJATKOBUX MEXAHI3MIB CTUMYJIFOBAHHSI
THHOBAIIMHOI JIS1JIBHOCTI B ATPAPHIN COEPI
HA 3AJIYUEHHS IHBECTOPIB

This article examines the role of tax mechanisms in stimulating innovation within the agricultural sector and
their impact on attracting investors. Tax incentives, such as reduced rates for research and development (R&D)
and depreciation allowances, are critical for encouraging investment in innovative practices. Results indicate that
favorable tax policies enhance the financial viability of innovative projects and significantly increase investor
confidence. By aligning tax incentives with innovation initiatives, agricultural enterprises can create a more appealing
investment climate, promoting the adoption of advanced technologies and sustainable practices while strengthening
competitiveness in a dynamic market. Leveraging tax mechanisms effectively enables agricultural businesses to
attract domestic and foreign investors, ensuring long-term viability and resilience amid evolving challenges.

Keywords: innovation, agricultural businesses, tax mechanism, investors attraction, tax incentives, tax policy,
depreciation allowance.

VY cTarTi po3mISNAEThCS BAXIIMBICTh MOJATKOBUX MEXaHI3MIB Y CTHUMYJIOBAHHI 1HHOBAIIHOT AiSUTBHOCTI B
arpapHOMY CEKTOpi Ta iXHI¥ BIUIMB Ha 3aJy4YCHHS IHBECTOPIB. ATpapHHUI CEKTOp, K OJIMH 3 KIIFOYOBUX €JICMEHTIB
CKOHOMIKH YKpaiHH, CTUKA€THCS 3 YUCICHHUMH BUKIUKAMH, 30KpEMa, HEIOCTaTHIM (DiHAaHCYBaHHSIM, HU3BKUM
piBHEM IHBECTHUIIIH Ta HEOOXiJHICTIO BIPOBAJKCHHS HOBHUX TEXHOJOTiH. [lomaTkoBi CTUMYJIM MOXYTh CTaTH
e(eKTUBHUM IHCTPYMEHTOM MJISI MiABUINEHHS IHBECTUIIIHHOI MpUBAOMUBOCTI arpapHHX mmianpueMctB. CTarTs
aHaJi3ye pi3HI TUNM MOAATKOBHX MEXAaHI3MiB, IO BUKOPHCTOBYIOThCA B YKpaiHi Ta JESKUX CBITOBHX KpaiHax
(i3 akenToM Ha kpaiHax €C), Taki K MOJATKOBI KPEIUTH Ha MOCIiIKeHHs 1 po3pooku (R&D), minbrosi ctaBku
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MOJIaTKy Ha MPUOYTOK, BIINMIKOMYBaHHS Ta 3MeHIIeH1 cTaBku [1JIB mi1st okpemMux ToBapiB, 3BUTBHEHHS BiJ| TIOATKY
Ha TPUPICT KaIliTady, MOJATKOBI TUIBIH JUISl 3€JIEHOTO CUIBCHKOTO TOCIOAApPCTBA, MPUCKOPEHA aMOPTH3AIlisl.
30KpeMa, aKIIEHTY€ETHCSI yBara Ha TOMY, SIK Ili MEXaHi3MH MOXKYTb CHPHSTH ITiABUIIEHHIO KOHKYPEHTOCIIPOMOKHOCTI
arpapHuXx IiJIIPUEMCTB, X €KOJIOTTYHOI OPIEHTOBAHOCTI 1 CTUMYJTIOBATH BIPOBAHKEHHS iHHOBaIIN. JlocmiIKeHHs
0a3yeThCs Ha aHaIIi31 ICHYIOUHMX TOpOOOK Ta 3BITIB, a TAKOXK HA JAHUX NMPO €(EKTUBHICTH MOJATKOBUX PEKUMIB B
arpapHoMmy cekTopi. Pe3ynbrarn cBiguyarbh mpo Te, 0 KpaiHu 3 PO3BUHEHUMH CHCTEMaMH MOJATKOBHX CTHMYIIB
JIEMOHCTPYIOTh BUIIUH PiBEHb iHBECTUIIIH Y CUILCbKE TOCIIOAAPCTBO Ta iHHOBAMii. O HaK B YKpaiHi iCHYIOTb IIEBHI
HE/IONIIKM B peastizallii MmoJaTKOBUX MeXaHi3MiB, ki MoTpeOytoTh BIOCKOHaJeHHA. KpiM TOro, CTarts MpOIOHYE
PEeKOMEHIAIIIT IS JepiKaBHUX OPTaHiB MIO0 ONTUMI3allii HOAATKOBOT MONMITHKHU 3 METOI0 CTBOPCHHS CIIPUSTIHBOTO
IHBECTHUIIIIHOTO KITIMaTy B arpapHOMy cekTopi. OCHOBHA MeTa CTaTTi moiirae y (GOpMyBaHHI IUTICHOTO YSBICHHS
PO POJIb MOJATKOBMX MEXaHI3MIB Yy CTUMYIIIOBaHHI 1HHOBAIIH Ta 3aJlydeHHI 1HBECTOPIB, & TAKOXK y BH3HAYCHHI
HaNPsSMKIB JUIsI MOJANBIIUX JOCTKeHb y i cdepi. TakuM YWHOM, pe3yibTaTH NOCHIKCHHS MOXYTb OyTH
KOPUCHHMH 11 HAyKOBIIIB, arpapHHUX IJIMPHEMCTB 1 JIEPKABHUX CITY)KOOBIIIB, SIKI 3aMarOThCSI MUATAHHIMH
arpapHo{ MOJIITHKU Ta EKOHOMIYHOTO PO3BUTKY YKpaiHU.

KurouoBi ciioBa: iHHOBaIII, arpapHuid Oi3HEC, TOJATKOBUIA MEXaHi3M, 3aJTy4eHHsI iHBECTOPIB, MOIATKOBI MTiJIbTH,

MIO/IaTKOBA TIOJIITHKA, aMOPTU3AIliifHI BiApaxyBaHH.

Problem statement. The agricultural sector faces
numerous challenges in adopting innovative practices due
to limited financial resources and insufficient investment.
Understanding how tax mechanisms can stimulate
innovation and attract investors is crucial for enhancing
competitiveness and sustainability. We need to consider
the best practices in tax concessions and tax mechanisms
functioning to implement the most efficient and relevant
policies in the Ukrainian context.

Analysis of recent research and publications. The
theoretical and practical aspects of taxation in agriculture
have been extensively explored by numerous experts.
Notable contributions include the works of M. Bochlje
(1982), who examined the implications of tax policy on
agricultural productivity [1]; R. Durst (2001), who focused
on the relationship between tax incentives and investment
decisions [2]; and L. Ebrill (2011), who analyzed the
efficiency of tax systems in promoting innovation within
the sector [3]. Additionally, R. Halvorse (1991) provided
insights into the structural changes induced by taxation
in agriculture [4], while C. Heady (2002) discussed the
broader economic impacts of agricultural taxation [5].
B. Hill (2007) contributed to the understanding of tax
mechanisms and their influence on farm income variability
[6], and I. Rajaraman (2005) explored the implications
of tax policy on agricultural development in emerging
economies [7]. Lastly, J. Savickiene (2013) highlighted
the importance of aligning tax policies with agricultural
sustainability goals [8]. The OECD report emphasizes that
tax mechanisms can incentivize innovation by reducing
taxable income through provisions for depreciation and
offering preferential treatment for investments in research
and development (R&D). The report also discusses how tax
systems influence the behavior of farms and food companies,
ultimately impacting their investment decisions. A review
by CPB Netherlands Bureau for Economic Policy Analysis
suggests that while R&D tax credits encourage investment,
they may not always lead to significant advancements in
technology development [9]. CLA emphasizes the broad
definition of R&D in agriculture, which includes activities
such as developing climate-resilient crops and improving
farming techniques [10]. EY guide provides an overview of
R&D tax incentives across various jurisdictions, detailing
how these incentives encourage investment in innovation.
It highlights specific benefits available to agricultural firms,
including tax reductions and accelerated depreciation [11].

However, further research should be done to deepen the
most effective tax mechanisms and leverages to attract
investors in the agricultural sector.

Formulation of the research task. The primary goals
for this article are: 1) Highlight specific tax incentives
and mechanisms that have proven effective in promoting
innovation in agriculture 2) Assess how different tax
regimes influence investment decisions among agricultural
enterprises and their capacity to adopt innovative
practices. 3) Offer evidence-based recommendations for
policymakers to design and implement tax policies that
effectively support agricultural innovation and enhance
competitiveness.

Summary of the main research material. In recent
years, the agricultural sector has emerged as a vital
component of economic stability and growth in both
Ukraine and the European Union. As these regions face
increasing challenges such as climate change, food
security concerns, and the need for sustainable practices,
the role of tax mechanisms in stimulating innovation
within agriculture has become critically important. Tax
incentives, including research and development (R&D)
credits, special tax regimes, and exemptions, are designed
to encourage investment in innovative technologies and
practices that enhance productivity and sustainability.

In Ukraine, the current tax framework for agriculture
is characterized by a mix of direct and indirect incentives
aimed at fostering innovation. However, the effectiveness
of these mechanisms is often hindered by bureaucratic
complexities and a lack of awareness among agricultural
producers. Recent studies highlight the necessity for
legislative reforms to optimize the taxation system and
better support innovation in the agricultural sector.

Conversely, the European Union has implemented a
comprehensive Common Agricultural Policy (CAP) that
provides substantial financial support to farmers through
direct payments and various subsidies. CAP not only
aims to stabilize farmers' incomes but also incentivizes
environmentally sustainable practices through "green"
payments. The EU's approach reflects a robust commitment
to integrating tax mechanisms as tools for fostering
innovation while addressing broader societal goals.
The Common Agricultural Policy (CAP) of the European
Union can be considered a tax mechanism in the broader
sense, as it involves direct payments and financial support
to farmers that are funded through the EU budget, which
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is primarily financed by member states' contributions and
customs duties (Figure 1).

In 2023, 33 of the 38 OECD countries provided tax
relief for R&D expenditures, a notable increase from just
19 in 2000. Within the European Union, 23 member states
offered R&D tax support in 2023, which is double the
number available in 2000. According to OECD estimates
regarding tax subsidy rates for R&D (Figure 2), both
the average and median tax subsidies for firms investing
in R&D continued to decline in 2023, following a slight
decrease observed in 2022. This downward trend is also
evident in the EU27 region and is consistent across all

modeled scenarios, irrespective of the size or profitability
of the business. Profitable small and medium-sized
enterprises (SMEs) within the OECD could anticipate
an average subsidy of 18% on their R&D expenditures
in 2023, which is higher than the nearly 15% subsidy
expected by larger firms [16].

The most recent OECD estimates of implied marginal
R&D tax subsidy rates (Figure 3) illustrate the theoretical
levels of tax support (before tax) that firms with specific
characteristics are entitled to in 2023 for each additional
unit of R&D investment. In this year, Iceland, Portugal, and
France provided the most generous R&D tax incentives for

THE COMMON AGRICULTURAL POLICY (CAP) OF THE EU

v v

CAP provides direct payments to farmers based on specific criteria, such as
land area and compliance with environmental standards. These payments help
stabilize farm income and support farmers financially, which can be viewed as a
form of subsidy funded by the collective contributions of EU member states.

The payments are not linked to production levels, meaning farmers receive
these funds regardless of how much they produce, thereby reducing their
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Recent reforms in CAP emphasize "greening" measures, which require
farmers to adopt environmentally friendly practices to qualify for certain
payments. This can be interpreted as a tax incentive for sustainable
practices, innovation

encouraging in agriculture that aligns with

="~ | By linking payments to compliance with environmental regulations, CAP
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incentivizes farmers to invest in sustainable technologies and practices.

CAP also includes funding for rural development programs aimed at
improving infrastructure, enhancing competitiveness, and fostering
innovation in rural areas. These programs often come with financial | <
incentives that can be viewed as indirect forms of taxation that promote
investment in rural innovation.
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Reform and
Flexibility

The CAP has undergone numerous reforms to adapt to changing

. agricultural needs and economic conditions. These reforms have aimed to
make the policy more equitable and efficient, allowing member states
greater flexibility in how they implement CAP measures within their

.| The flexibility allows countries to tailor their approaches based on local

agricultural conditions while still adhering to EU-wide objectives.

Figure 1. Overview of The Common Agricultural Policy (CAP) of the European Union
Source: compiled by the authors based on [12]
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Figure 2. Trends in tax subsidy rates on R&D expenditures in the EU-27 in 2000-2023, 1 minus B-Index
(unweighted averages)

Source: [16]

small and medium-sized enterprises (SMEs), regardless
of their profitability. For large firms, whether profitable
or operating at a loss, the highest R&D tax subsidy rates
were found in Portugal, France, and Poland. This indicates
a strong commitment from these countries to R&D through
favorable tax policies aimed at enhancing innovation
across various business sizes [16].

The trends regarding tax support for R&D in the
EU27 closely mirror those observed in the OECD area
(Figure 4). The recovery of business R&D spending in
2021 led to renewed growth in tax expenditures related
to R&D relief, while direct funding continued to increase,
albeit at a slower rate than in 2020, and did not decline in
real terms as it did within the OECD. From a long-term
perspective, total government support for business R&D
in the OECD area rose by 50%, increasing from 0.14% of
GDP in 2000 to 0.21% in 2021. This growth was primarily
driven by a consistent rise in tax support for R&D, which
surpassed direct funding starting in 2016. In the EU27,
total support for business R&D nearly doubled during this
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period, climbing from 0.10% of GDP to 0.19% in 2021,
with R&D tax incentives overtaking direct funding as early
as 2015 [16].

Business Enterprise Expenditure on Research and
Development (BERD) is a critical metric used to assess
the level of research and development (R&D) activities
conducted by businesses within a specific timeframe. This
measure is particularly significant for understanding the
contributions of the business sector to overall innovation
and economic growth. BERD represents the intramural
R&D expenditures incurred by businesses, regardless of
the funding sources. It is a component of Gross Domestic
Expenditure on R&D (GERD) and focuses solely on the
R&D performed within the business sector. This includes
all R&D activities, whether funded internally by the
business or externally by other entities such as government
or higher education institutions [17].

Tax incentives for research and development (R&D) are
increasingly recognized as a vital component of business
support policies in OECD and EU countries (Figure 5).

Large, loss-making firm ® SME, loss-making frm

PSR SRS AT ETFIIFTEARS

Figure 3. Tax subsidy rates on R&D expenditures in 2023, 1 minus B-Index, by firm size and profit scenario

Source: [16]
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Figure 4. Trends in government financial support for business R&D in the EU, 2000-2021,
constant-price (2015) USD PPP billion

Source: [16]

In 2021, these incentives accounted for approximately
55% of total government support for business R&D,
reflecting their dominant role in the policy landscape.
Notably, over half of the public support for R&D in three
out of five OECD nations was delivered through tax relief
mechanisms. The countries with the highest R&D tax
relief as a percentage of GDP included Iceland, the United
Kingdom, and France, followed closely by Portugal and
Belgium. When combining direct and tax support, the UK,
Iceland, and France provided the most substantial financial
backing for business R&D relative to GDP in 2021,
indicating a strong commitment to fostering innovation
through fiscal measures [16].

Based on the comprehensive analysis of the OECD
Reports regarding tax mechanisms applied for R&D
(Table 1), we may conclude the following [13-14]:

Prevalence of Tax Incentives. As of 2021, 33 out of
38 OECD countries offered preferential tax treatment
for business R&D expenditures, with tax incentives
accounting for about 55% of total government support
across the OECD area.

Impact on Small Firms. Research indicates that
small firms are more responsive to R&D tax incentives
compared to larger companies, making these measures
particularly effective in stimulating innovation among
SMEs.

Trends Over Time. The aggregate level of government
tax relief for R&D expenditure has increased significantly
over the past two decades, indicating a growing reliance on
these incentives to foster innovation.

Design  Features Influence  Effectiveness. The
effectiveness of tax incentives varies based on their design
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Figure 5. Direct government funding and government tax support for business R&D, 2021 and 2006,
percentage of GDP

Source: [16]
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Table 1

Tax Mechanisms for Stimulating Innovation in the Agricultural Sector, 2023

Country / Incentive Description

R&D Tax Credit AgrlculFu.ral companies can .beneﬁt from tax credits for R&D activities aimed at improving

productivity and sustainability.

o |Single Agricultural Tax | A simplified tax regime that allows farmers to pay a fixed tax based on land value instead of

'E (SAT) income tax. This reduces the overall tax burden and encourages investment in innovation.

z . Certain agricultural products are exempt from VAT, which lowers costs and encourages

o | VAT Exemption . . .

farmers to invest in new technologies.
. The Law on State Support for Investment Projects provides incentives for large-scale

Investment Incentives . . .

projects that create jobs and engage in R&D.

Common Agricultural Direct payments to farmers that provide financial support to enhance productivity and
o | Policy Payments sustainability across member states.

Grzen i Eammeas Additional payments linked to environmentally friendly farming practices within EU

member states.

R&D Tax Credit Federal tax credits available for expenses related to agricultural research and development.
< | Section 179 Expensing: Allows farmer§ t_o.ded_uct the full purchase price of qualifying equipment in the year it is
% bought, incentivizing investment.

Grants and Subsidics Various fe}deral programs provide grants for innovative agricultural practices and

technologies.

Aot - Government subsidies that include tax reductions for environmentally friendly farming

gricultural Subsidies .

s practices.

5 VAT Refunds Refunds on VAT paid for agricultural inputs and equipment help reduce costs for farmers.
Tax Incentives for High- o . . . . . .
Tesh At Special incentives are provided for companies engaged in high-tech agricultural production.

= : — P -

Z | R&D Tax Incentive A re?fundable tax offset available for eligible R&D activities undertaken by agricultural

s businesses.

2 | Landcare Management

fﬂ’ Grants & Grants aimed at promoting sustainable land management practices among farmers.

R&D Tax Relief Provides .51gr!1ﬁcant tax relief for companies investing in R&D activities within agriculture,

encouraging innovation.

¢ | Small Business Rate Reduces business rates for small agricultural enterprises, allowing them to reinvest savings

= | Relief into innovation.

Capital Allowances Farmers can claim capital allowances on certain investments, providing immediate tax relief.

Source: compiled by the authors based on [13-14]

features, such as eligibility criteria, types of expenditures
covered, and provisions for loss-making firms.

Complementarity with Direct Funding. Tax incentives
are particularly effective in encouraging experimental
development, whereas direct funding is more impactful for
basic research

On the other hand, OECD publication on taxation
in agriculture [15] mentions Income Tax Concessions,
VAT Exemptions and Capital Gains Tax Relief as key the
tools of tax mechanisms designed to stimulate innovation.
Many countries offer income tax relief to farmers and
agricultural businesses, allowing them to retain more
earnings for reinvestment in innovative technologies and
sustainable practices. Exemptions from VAT on agricultural
products reduce the costs for producers, making it easier
for them to invest in new methods or technologies that
enhance productivity. Some countries provide relief
on capital gains taxes for the sale of agricultural assets,
incentivizing reinvestment into modern farming practices
or innovative technologies.

Conclusions. Effective tax policies can drive investment
in new technologies, boost productivity, and encourage
sustainability in agriculture. Nonetheless, challenges
persist regarding the fair distribution of benefits from
these policies, especially for smallholder farmers. Recent
trends show a growing alignment between tax incentives
and sustainability goals. By incentivizing environmentally
friendly practices through fiscal measures, governments
can attract investors focused on sustainable agriculture.
To maintain their effectiveness, regular evaluations of tax
policies are crucial. Policymakers need to assess the impact
ofthese incentives on investment levels and make necessary
adjustments to adapt to evolving economic conditions
and agricultural challenges. Additionally, combining tax
incentives with other support mechanisms, such as grants
and technical assistance, can amplify their effectiveness in
attracting investment and fostering innovation within the
agricultural sector. Future research should aim to refine tax
mechanisms to ensure they not only promote innovation
but also address equity concerns effectively.
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