N
e
&

%, Acta Sci. Pol.

SACTAZ Oeconomia 19 (4) 2020, 59—68

acta_oeconomia.sggw.pl  ISSN 1644-0757

eISSN 2450-047X

DOI: 10.22630/ASPE.2020.19.4.41

ORIGINAL PAPER

Received: 27.09.2020
Accepted: 12.11.2020

IMPACT OF TAX INSTRUMENTS ON THE ORGANIC FOOD MARKET

IN POLAND

Magdalena Jarczok-Guzy™

University of Economics in Katowice, Poland

ABSTRACT

This article is an analysis and assessment of the impact of tax instruments on the organic food market in
Poland. The assessment was made on the basis of primary data obtained by the author as part of a survey
conducted on the inhabitants of the Silesian Voivodeship. In Poland, the VAT rates on food vary, depending
on the product classification code. They can be 23%, 8% or 5%. Organic food has not been treated exception-
ally, while changes introduced in the tax rates in July 2020 for specific foods are quite significant. The impact
of these changes on organic food purchases has been determined in the results of the survey. Therefore, the
purpose of the article is to assess the impact of the VAT rate on the organic food market in Poland.
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INTRODUCTION

Multi-functional agriculture relates to non-market prod-
ucts and services that agriculture delivers with various
degrees of jointness with either farm productivity or
farm/rural sceneries. Such non-market goods and ser-
vices generally are connected to national food security,
farm conveniences, recreational opportunities, cultural
heritage, activity of rural communities, and an exten-
sive range of ecosystem services comprising nutrient
recycling, carbon sink, or groundwater recharge [Moon
et al. 2017]. Major modifications in food consumption
patterns and changes in composition of consumer diets
have been a meaningful phenomenon noticed in many
parts of the world in recent decades. Some of the most
significant changes have been the expanding consumer
need for organic, local, environmentally friendly, ten-
able, and functional foods that offer profits beyond
elemental nutrition. In spite of these commonalities
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in food consumption trends, changeover in dietary
patterns has been observed to vary by country mainly
because of economic, socio-demographic and cultural
contrasts, as well as urbanization and trade liberaliza-
tion policies [Hovhannisyan et al. 2020].

Organic food is a type of food products produced in
accordance with ecological farming (organic, biologi-
cal, biodynamic), that is, an ecologically, economically
and socially sustainable management system formed
entirely on natural production methods. By means of
stimulating natural production mechanisms, it gener-
ates conditions for nourishing, improving prolificacy
and enhancing fertility of soil, ensures the healthiness
of plant and animal organisms and makes it attainable
to gain high-quality agricultural products. The creed
of this kind of farming is a resignation from the use of
agricultural chemicals for the sake of biological, me-
chanical or agrotechnical approaches [Angowski and
Bujanowicz-Hara$ 2019].
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In the methods of organic food production, all
stages and processes connected with its manufacture
are continuously assessed and controlled. Every step
is essential, from the means of increasing soil qual-
ity, through the choice of the plant cultivation proce-
dure, to the selection of farm animals and methods of
their rearing, the means applied to food processing,
the labelling of products, and the appropriate trans-
portation to places of sale or distribution [Kacprzak
and Wielewska 2019]. In a lot of situations, organic
food producers are small farmers. Even though there
is a great consumer demand for their products, smaller
farms have difficulties competing for a share of this
growing market. Despite the fact that marketing chan-
nel challenges vary by product and setting, restrictions
from limited available quantities, logistic factors and
lack of price competitiveness have a negative influ-
ence on the capability of smaller producers to supply
this market. Among these restrictions, the relative in-
ability of smaller in comparison with larger farms to
transport, distribute, and deliver their product is a cru-
cial marketing challenge [Willis et al. 2016].

During the last decade, a lot of research has been car-
ried out around the world to study the eagerness of con-
sumers to pay a price premium for different ecological
products. Therefore, according to a global survey by the
Nielsen company in 2015, for 30,000 consumers in 60
countries, 66% of respondents were ready to pay more
for ecological goods, a rise of 11% compared to 2014
and a 16% increase over the same index in 2013. The
Millennial Generation most of all are willing to pay ex-
tra — almost 73% of respondents. Ecological awareness
is able to affect the purchase of an ecological product
for 45% of surveyed consumers [Kucher et al. 2019].

From the perspective of the nature of their motiva-
tions, three groups of organic food purchasers can be
recognized [Luczka 2019]:

— Consumers who consider organic goods as a basic
necessity because of their essential effects; these are
the ones who intend to address their central values.

— Consumers for whom it is very crucial to look for
harmony with the environment because it gives
them peace of mind, while also being a method to
express their accountable attitudes.

— Consumers led by integrated motivations who
recognize the consumption of organic products in
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a comprehensive way, because the practical value
of purchased goods coexists with spiritual values;
these are the most educated and most conscientious
buyers who strongly believe that harmony with the
environment, which is achieved by purchasing or-
ganic products, has influence on satisfaction and
self-fulfillment.

The organic food market in Poland is systematically
developing, but there are some factors which make the
development of organic farming difficult, such as: ter-
ritorial dispersion of farms, low production scale, low
consumer income levels, low environmental aware-
ness. After 2004, organic farming in Poland was char-
acterized by a high growth rate in the number of farms
and cultivated area. The key causative agent growth
processes were supported by European Union funds
[Hermaniuk 2018]. There are also situations on the
organic food market, where producers take advantage
of consumer ignorance and offer information that sug-
gests the organic origin of food, even though it has not
been produced in accordance with the requirements of
ecological production processes and has not obtained
relevant certificates [Nestorowicz 2018].

In Poland, domestic demand for organic food only
correlates with a small part of the whole food market.
Thus, the Polish organic food market is continuously
in a niche. In Poland, net annual spending on organic
food is noticed to have increased quickly over the past
five years, at a yearly rate of 20%. In 2017, it was ca.
PLN 1.1 billion (VAT included). The fundamental
conditions for further development of organic food
production involve both opportunities (for instance,
increased competitiveness of food producers and
processors functioning in this market) and obstruc-
tions (such as the absence of well-organized distribu-
tion channels and high costs achieved at various stages
of the marketing chain, which significantly hinder the
ability to convert market potential into a strong com-
petitive position). To develop the organic food market,
it is crucial to support the demand and supply side by
preparing productive distribution channels and by tak-
ing into consideration the unique nature of these chan-
nels, as defined by other customer segments [Grzy-
bowska-Brzezinska and Gorlowa 2019].

High prices are an essential factor which restricts
the general availability of organic food for consumers.
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Non-organic products are definitely cheaper than their
organic counterparts. This fact is related to the weak
expansion of the domestic organic food processing
sector, a high share of foreign products, and high mar-
gins on organic food. High consumption of organic
food is especially visible in highly developed Euro-
pean countries. The highest annual levels of organic
food consumption per person have been reported in
Switzerland (EUR 177), Denmark (EUR 162), Luxem-
bourg (EUR 134), Austria (EUR 127) and Lichtenstein
(EUR 100) [Hermaniuk 2018]. The lowest numbers
connected with organic food consumption in Europe
can be noticed in Central and Eastern European coun-
tries, including Poland (EUR 7) [Doba et al. 2019].

In order to decide what information to present
to future consumers and how to present it, it can be
useful for farmers and retailers to understand the
consumer decision-making process together with con-
sumer choices. Decision making is a mental process of
collecting information from the outside environment
and using it to make a decision. Buyers in a shopping
environment are exposed to a lot of clues that can be
used to assess the product and make a purchasing deci-
sion [Katz et al. 2019].

In empirical studies, a particular challenge is the
fact that consumers who commonly purchase organic
food have a tendency to choose more vegetables, fruit,
wholegrain products and less meat, and are likely to
follow healthier dietary patterns. Each of these dietary
aspects is connected with a decreased risk for mortal-
ity from particular chronic diseases or their incidence.
Consumers who regularly purchase organic food are
also more physically active and do not usually smoke.
However, connections between organic and conven-
tional food consumption and health outcomes need
to be carefully adapted to differences in dietary qual-
ity and lifestyle aspects, and the probable presence of

residual variables needs to be taken into account [Mie
etal. 2017].

The impact of changes in VAT rates on purchasing
behavior of consumers in the area of organic food is ex-
amined in this research article. The most important and
significant changes in VAT rates on food that have been
introduced since 1 July 2020 are listed in the table.

A favorable change is the standardization in the
rate for bread and pastry goods. Before introducing the
change, each product may have had a different tax rate
depending on the declared expiry date. Since 1 July
2020, there has also been a reduction in the rate of tax
on goods and services for citrus fruit from 8 to 5%.

The impact of the above-described changes on con-
sumer behavior is illustrated in the following research
results. It is worth noting that originally, changes to the
VAT matrix were to be introduced as early as 1 April
2020. However, due to the COVID-19 pandemic, the
government decided to postpone the change imple-
mentation deadline in order to give entrepreneurs time
to adjust to the new rates.

METHODOLOGY

Research within this article was conducted with the
use of a questionnaire. The questionnaire consisted
of 13 closed and semi-open questions and a metric in
which respondents were asked about age, sex, edu-
cation and net income per person in the family. The
questionnaire was completed by 154 adults who live in
the Silesian Voivodeship. The selection of the sample
was disproportionate and deliberate. The study was
conducted from February to May 2020 in a direct way
by personal contact.

The questions concerned the purchase of organic
food, the motives for choosing such food and knowl-
edge about it. The main part of the survey included

Table. Changes in VAT rates effective since 1 July 2020
Product Rate before the change Rate after the change
Tropical and citrus fruits, some nuts (pistachio, almonds, coconut) 8% 5%

Bread and pastries

5%, 8%, 23%

0,
depending on the expiry date 3%

Source: Author’s own elaboration on the basis of Wydawnictwo C.H. Beck [n.d.].
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questions related to the change in VAT rates for select-
ed food products, which entered into force on 1 July
2020. Respondents were asked their opinion on each
of the described changes and their response to these
legislative activities. Respondents were also asked
about the possible use of tools that would encourage
them to choose organic food, with a particular empha-
sis on fiscal tools.

RESULTS

At the beginning of the analysis of the obtained results,
the characteristics of the research sample was outlined.
The vast majority of the respondents were women
(68%). However, such a distribution of the research
sample does not distort the research results, because it is
women who are most often responsible for purchasing
food in the household. Most of the respondents were
people with secondary education (62%). Respondents
with higher education accounted for 29% of the total
sample. Half of the respondents were between the ages
of 18-25 (53%). Consumers over the age of 25 also
constituted a significant part of the studied population
(47%). The respondents in the sample are characterized
by an average net income per person in the family in the
range of PLN 1,001-2,000 (EUR 227-454) — 40% and
PLN 2,001-3,000—29% (EUR 454-682). Respondents
who earn more than PLN 3,001 accounted for 18%.

Figure 1 shows the results of the answers to the
first substantive question. It turns out that most of
the respondents had bought organic food in the last
three months. Among them, 36% were women. For
these variables a 2 test was used, which is 2.911 at
p = 0.233 and df = 2. A test value is lower than the
critical value, which means that these data are not sta-
tistically significant.

The results of respondents’ answers to the question
regarding the knowledge about the difference between
organic and conventional food should be viewed as
positive. Almost 90% of respondents definitely know
or rather know how organic and conventional food dif-
fer. Figure 2 illustrates the full range of data.

Healthiness and lack of preservatives are the main
and most important reasons for purchasing organic
food by the respondents. All the options of respondent
choice are presented in Figure 3.

62

Idon't
remember
18%

1 didn't buy
- 21%

Fig. 1.

The purchase of organic food in the last three

months

Source: Author’s own elaboration on the basis of primary re-
search.

Idefinitely  Rather|  Hard to say
don'tknow don't know 6%
3% 4%

Fig.2. Knowledge about differences between conven-
tional and organic food
Source: Author’s own elaboration on the basis of primary

research.

Environmental Other
protection

19%

Fashion
10%

Fig. 3.

Source: Author’s own elaboration on the basis of primary
research.

Motives for buying organic food
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In the next question, respondents were asked to as-
sess the reduction of the VAT rate on bread to the level
of 5%, effective since 1 July 2020. This change was
unanimously defined by the respondents as definitely
positive and rather positive. The results are illustrated
in Figure 4.

Fifty-four percent of respondents with income of
PLN 1,001-3,000 estimated the reduction of the VAT
rate on bread in a definitely positive way. The detailed
distribution of the respondents’ answers is shown in
Figure 5. Between these variables a correlation co-
efficient has been calculated, which is in this case —
0.55997. A moderate negative correlation here means
that with the deteriorating assessment of the change in
the rate, the respondents’ income decreases.

45%
40%
35%
30%
25%
20%
15%
10%

5%

0%

Definitely positively Rather positively

@ above 3001 PLN 10% 3%
H 2001-3000 PLN 13% 14%
0 1001-2000 PLN 14% 13%
0 501-1000 PLN 2% 8%
B 0-500 PLN 0% 0%

Fig. 5.
in the family

| have no Definitely Rather
opinion negati negatively
19% 0%

Rather
positively
42%

Fig.4. How do you assess the reduction of the VAT
rate on bread up to 5% since July 2020?

Source: Author’s own elaboration on the basis of primary
research.

| have no opinion Definitely negatively Rather negatively

5% 0% 0%
2% 0% 0%
13% 0% 0%
2% 0% 0%
1% 0% 0%

How do you assess the reduction of the VAT rate on bread up to 5% since July 2020? Due to net income per person

Source: Author’s own elaboration on the basis of primary research.

On the other hand, the respondents were unable
to assess the impact that a reduction in VAT on bread
would have on purchases of organic bread. Only one-
-third of respondents stated that they would rather buy
more organic food than before. Data is illustrated in
Figure 6.

acta_oeconomia.sggw.pl

Among respondents who did not have an opin-
ion, the largest number were those with a net income
per person in the family of PLN 1,001-2,000 (25%).
The correlation coefficient in this set of variables is
0.275471. It is a very weak dependency which con-
firms the economic position of no impact of income on
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I will

T will
definitely buy
organicfood
less
1%

1 will rather
buy organic
food
34%

50%
45%
40%
35%
30%
25%
20%
15%
10%

5%

0%

| will rather buy
organic food

| will definitely buy
more organic food

@ above 3001 PLN
¥ 2001-3000 PLN
0 1001-2000 PLN
0 501-1000 PLN
B 0-500 PLN

7%
11%
13%

4%

0%

5%
10%
3%
0%
0%
Fig. 7.

in the family

1 will

definitely buy
more organic

food
18%

Fig.6. How will the reduction in VAT on bread affect
your consumption of organic bread?

Source: Author’s own elaboration on the basis of primary
research.

— —
| will definitely buy

organic food less

| will buy rather

| have no opinion .
less organic food

6% 0% 0%

6% 1% 0%
25% 0% 0%
8% 0% 0%
1% 0% 0%

How will the reduction in VAT on bread affect your consumption of organic bread? Due to net income per person

Source: Author’s own elaboration on the basis of primary research.

the demand for basic goods. In the case of bread, there
is no such dependence, either (Fig. 7).

In turn, respondents rated the reduction of VAT on
cakes to 5% as being rather positive. One-third did not
have an opinion. All the data is presented in Figure 8.

Interest in a lower tax rate on cakes, including or-
ganic cakes, was shown by respondents aged 18-25.
As many as 29% of those respondents evaluate this
change positively (Fig. 9).

The respondents were also unable to assess the im-
pact of a reduction in VAT on cakes on the purchase
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of organic cakes. However, almost the same number
of respondents stated that they would rather buy more
organic food than before. The data is illustrated in Fig-
ure 10.

Among the respondents who declared that they
would rather buy more organic cakes after the VAT rate
reduction, most had an income range of PLN 1,001-
—2,000 (14%) and PLN 2,001-3,000 (10%). Between
these variables there was also a moderate positive re-
lationship of 0.41339, which means that as income in-
creases, consumer opinions become more neutral.
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Definitely Rather Definitely The respondents assessed the reduction of
negatively “galive positively VAT on tropical fruit to 5% in a very similar

7% 18% way. They stated that the reduction is definitely
positive or rather positive. The data is illustrated
in Figure 11.

According to respondents, public subsidies
received by organic farmers support the produc-
tion of organic food in a determined or moderate
way. Figure 12 shows the exact results. Among
consumers who assessed their support of farm-
ers through subsidies as average, the largest
Fig.8. How do you assess the reduction in VAT rates on cakes number of respondents were people with an

and confectionery to 5% since July 2020? income range of PLN 1,001-2,000 (15%) and
Source: Author’s own elaboration on the basis of primary research. 2,001-3,000 (10%).
45%
40%
35%
30%
25%
20%
15%
10%
— =
0%
Definitely positively Rather positively | have no opinion | Definitely negatively = Rather negatively
W46 and more 2% 4% 5% 1% 5%
[0 36-45 3% 7% 7% 3% 2%
026-35 5% 2% 1% 0% 0%
@ 18-25 5% 29% 16% 3% 1%

Fig.9. How do you assess the reduction in VAT rates on cakes and confectionery to 5% since July 2020? Age of respondents

Source: Author’s own elaboration on the basis of primary research.

I will 1 will Rather less |
definitely definitely  will buy
buy organic buy more organic food

food less V¢ ic 0%

1%
Fig. 10. How will the VAT reduction on
cakes affect your consumption of

organic cakes?

Source: Author’s own elaboration on the basis
of primary research.
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I have no
opinion
6%

Definitely Rather
jve negatively
0%

avatsde

Fig. 11. How do you assess the reduction of VAT rate
on tropical fruit from 8 to 5% in July 2020?

Source: Author’s own elaboration on the basis of primary
research.

The respondents agreed that information is the
most desirable tool for promoting organic food, and
that this kind of instrument should be used by public
authorities. Figure 13 illustrates the full structure.
Tax tools took second place among the indications.

On the other hand, according to respondents,
preferential VAT taxation of organic food would
have a rather positive impact on the consumption
of organic food. The remaining indications are re-
flected in Figure 14.

Rather
negative
1%

| have no
opinion
26%

Fig. 14. The impact of preferential VAT on organic food
on your organic food purchases

Source: Author’s own elaboration on the basis of primary
research.
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Poorly They don't
support support
10% 3%

Fig. 12. The degree of support for organic farmers in Po-
land by public subsidies

Source: Author’s own elaboration on the basis of primary re-
search.

Other

Fig. 13. Tools that should be used by public authorities to
increase your consumption of organic food

Source: Author’s own elaboration on the basis of primary re-
search.

Definitely
negative
0% Definitely
positive
24%
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DISCUSSION

Looking at the results of the research, it should be
stated that consumers mostly buy organic food and
are aware of how organic food differs from that
produced with traditional methods. Healthiness and
lack of preservatives in bio food are, for consumers,
the most important motives for its purchase. All the
changes in VAT rates which were introduced in July
2020 met with a positive assessment from consumers.
It is worth noting that all the questions concerned the
reduction of VAT rates. Since July 2020, some food
items have a higher VAT rate than before. However,
these are products that are not purchased as often as
bread, fruit or cakes, therefore, they were not included
in the questionnaire. It applies in particular to some
spices, ice for food purposes or lobsters, octopi, etc.

Another consideration to the undertaken research is
the fact that a reduction in the VAT rate will not always
result in a reduction of the product price. Retail chains
can raise net prices and consumers will not notice the
change in the portfolio. This consumer awareness has
been verified by particular questions. As it turned out,
equalization of the VAT rate on all types of bread will
not be a motivator for consumers to buy organic bread.
These results are not surprising because most often,
bread with a short expiry date bought in bakeries has
already had a 5% rate for a long time. Only the rate of
bakery products that had an expiry date over 14 days
was reduced. It is these items that have benefited from
the change. Due to the fact that they are bought less
often than traditional bread, this change will not affect
the purchase of organic bread.

To a greater extent, respondents reacted to a reduc-
tion in the VAT rate on pastry goods. They assessed
the change positively and expressed their willingness
to buy organic cakes. Interestingly, the reduction of
the VAT rate on tropical fruit was assessed partic-
ularly positively by consumers. Fruit is a frequently
purchased food item among Polish consumers. How-
ever, it is worth noting that the majority of tropical
fruit in Polish stores are also imported from countries
outside the European Union. Such items are beyond
EU legislation, which makes it difficult for consum-
ers to verify whether they are purchasing certified or-
ganic food.

acta_oeconomia.sggw.pl

Consumers agreed that to a large and medium ex-
tent, public subsidies financially support organic farm-
ers in Poland. However, respondents indicated market-
ing and tax instruments as the most effective govern-
ment tools to support the consumption of organic food
in Poland. There are a lot of campaigns promoting or-
ganic food, both commercial and governmental, on the
Polish market. Confirmation of consumer interest in
a lower VAT rate on organic food is the answer to the
last question. The vast majority indicated a positive
impact of this change on organic food purchases.

CONCLUSIONS

The results of this survey have clearly demonstrated
the impact of tax instruments on consumer purchas-
ing decisions in the area of organic food, and the goal
of the research project was accomplished. However,
since the survey was carried out before the introduc-
tion of the new tax rates, it would be advisable to re-
peat the survey during the period of application of the
changes.
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ODDZIALYWANIE INSTRUMENTOW PODATKOWYCH NA RYNEK ZYWNOSCI

EKOLOGICZNEJ W POLSCE

STRESZCZENIE

Niniejszy artykut stanowi analiz¢ i oceng oddziatywania instrumentéw podatkowych na rynek zywnosci eko-
logicznej w Polsce. Oceny dokonano na podstawie danych pierwotnych pozyskanych w ramach autorskiego
badania ankietowego przeprowadzonego na mieszkancach wojewodztwa $laskiego. W Polsce stawki podatku
VAT na zywno$éé roznia sie w zaleznoéci od kodu klasyfikacji produktu: moga by¢ 23%, 8% lub 5%. Zyw-
no$¢ ekologiczna nie zostata potraktowana wyjatkowo. Wprowadzone w lipcu 2020 roku zmiany w stawkach
podatkowych $cisle okreslonych artykutéw spozywczych sa dosy¢ istotne. Ich wplyw na zakupy zywnosci
ekologicznej okreslity wyniki badania ankietowego. Celem artykutu jest zatem ocena oddziatywania stawki
podatku VAT na rynek zywnosci ekologicznej w Polsce.

Stowa kluczowe: zywnos¢ organiczna, podatki konsumpcyjne, rynek zywnosci, VAT
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