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The work approaches theoretical problems regarding the role of subsidies 
in agriculture, the situation of the subsidies in Romania, as well as the 
accounting policies regarding these subsidies. From the accounting point 
of view, we followed how the politics are being applied by the companies 
with agricultural orientation, for the two categories: subsidies related to 
the assets and subsidies related to incomes.  

 

Key words: subsidies, subsidies in agriculture, accounting politices. 
 
  

The role of subsidy in agricultural area 
 

An agricultural subsidy is a governmental subsidy paid to farmers and 
agribusinesses to supplement their income, manage the supply of 
agricultural commodities, and influence the cost and supply of such 
commodities. 

At European level the EU use agricultural subsidies to encourage self-
sufficiency. Agricultural subsidies to European farmers make up more than 
41 percent of the EU budget. There is a debate about whether it is really 
necessary to spend this enormous amount of money on supporting big 
agribusinesses in Europe that could otherwise not compete with global 
competitors.  

The subsidies are give it to assure a secure food supply (self-
sufficiency), to guarantee high quality standards for all agricultural products 
and to give an positive impact of agriculture on society (preserve cultural 
heritage, landscape management, generation of bio-energy, agro-tourism 
and s.o.). 
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Also for subsidies exists strong lobbying groups because of the 
companies and other stakeholders that benefit from agricultural subsidies 
which are well organized. Ay the international level the growing 
populations will demand more agricultural commodities in the future, and 
the role of subsidy will became more and more important. 

Some proponents of agricultural subsidies argue that they are 
necessary because of the fluctuating nature of agriculture. Domestic crop 
yield can fluctuate considerably depending on the local weather. 
International crop supply and prices also fluctuate considerably depending 
on weather, politics, international wars, and other factors affecting crop 
yields in foreign countries. As a result of these fluctuations in production 
levels and prices, there could be very large variations in farm revenues and 
food available for purchase on the global market. Price support and income 
guarantees can help to maintain a strong domestic farm sector and domestic 
food supply, by smoothing farmers' income over time and better ensure that 
farmers are not required to maintain a hefty float from year to year in order 
to maintain a consistent income. 

Removing subsidies would therefore drive domestic farmers out of 
business, leaving the country with a much smaller  agriculture industry. A 
country that is unable to domestically produce enough food to feed its 
people is at the mercy of the world market, and is more vulnerable to trade 
pressure and global food shortages and price shocks.  

Agricultural subsidies may have the effect of increasing agricultural 
production and/or driving down domestic food prices. This means domestic 
producers and consumers would pay less for their food. Compared with 
wealthier individuals, poor people generally pay a smaller proportion of 
their income in taxes, and they generally spend a larger proportion of their 
income on food. Thus lower food prices, financed through tax revenues, will 
provide larger benefits for the poor than for the wealthy. In this respect, 
agriculture subsidies could be considered an indirect means of transferring 
wealth to lower income individuals. 

At international lever there are also even voices against agricultural 
subsidies because: 

- The prices for the most agricultural commodities are higher in 
Europe and the population has to bear the tax burden. 
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- The subsidies cause an oversupply of agricultural commodities that 
is sold on the world market at a very low price and can harm local farmers 
in less developed countries who rely on stable prices for their products 

- Since the agribusiness becomes more and more industrialized in 
advanced nations, the market is dominated by a few corporations that get the 
major part of the EU agricultural subsidies. Benefitting from reduced 
competition, those firms set higher prices on the EU market than people 
would have to pay at "fair" competition.  

- The security of food could also be guaranteed by diversifying 
supplier relations 

- Bio-farmers have managed to be competitive without huge amount 
of subsidies, demonstrating that firms can compete, when they are 
innovative and take into account consumer preferences. 

- That food is coming from within the EU does not automatically 
mean that it has a high quality (e.g. BSE originated in the United Kingdom) 

- Agriculture can have negative effects on the environment causing 
extra external costs by using pesticides or excessive usage of water. 

One criticism of subsidy comes from proponents of free market 
economics, stating that subsidies are against the principles of free trade. 
Prices are the signals by which farmers, and other entrepreneurs, find out 
what people want. Since profit is the difference between the value of your 
inputs and the value of your outputs, attempting to maximize profits will 
cause you to do that work which produces the greatest benefit to consumers 
at the least cost. Without the signals of profit and loss, the market has no 
way of suggesting that a farmer who has made poor decisions should change 
his behavior, or to reward those farmers who have made good decisions. 
Critics of agricultural subsidies argue further that they promote poverty in 
developing countries by artificially driving down world crop prices. 
Agriculture is one of the few areas where developing countries have a 
comparative advantage, but low crop prices encourage developing countries 
to be dependent buyers of food from wealthy countries. So local farmers, 
instead of improving the agricultural and economic self-sufficiency of their 
home country, are instead forced out of the market and perhaps even off 
their land.  

Economists strongly rebuke the benefits of reduced retail prices 
derived from subsidizing over-production. If the government were to 
subsidize car manufacturers to produce more cars then this would indeed 
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lower the showroom price but it would be the consumer's own money 
collected through tax that would be used to fund the over-production. Even 
worse, subsidies are a deadweight loss to the welfare in the aggregate 
economy due to the misallocation of production spending caused by the 
price distortion in agricultural products. Also, in the hypothetical case that 
lower retail costs would outweigh the additional production costs, the 
manufacturers would simply lower their prices themselves until they are at a 
point of maximum profitability. 

Romania is one of the European major agricultural producers. 
Agriculture is intensive, highly mechanized, and efficient by European 
standards, producing about 60% of food needs with only 5% of the labor 
force and contributing around 2% of Romania GDP. Romania is a large 
producer of many agricultural products and is currently expanding its 
forestry and fishery industries.  

Romania stands very comfortable in terms of agricultural resources. 
Arable land represents 39.5% of its total area and only 5 other countries in 
the world have a better position than Romania. 

 
Romania is also the world's eleventh-largest agricultural producer and 

the sixth-largest agricultural exporter. Romania is a major producer of grain, 
sugar, meat and milk products. However, the destination of 75% of its 
exports are other EU member states. Wheat, beef, pork, poultry, and dairy 
products are the principal exports. 
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Romania has the highest level of family labour force in agriculture in 
EU 27 (3 million persons in 2005). The significant difference between 
Romania and the main agricultural countries in EU (France, Spain) reflects 
the structure of ownership in agriculture. 
The share of agriculture in total Gross Value Added has been quite 
significant in Romania (7.5%) as compared to average EU 27 (1.9%) a 
situation which is similar to that in other EU member states such as 
Bulgaria, Lithuania and Poland. Actually, erratic development of agriculture 
in Romania has become chronic and even its share in total gross value added 
has constantly decreased in the recent years from 14.3% in 2004 to less than 
8% in 2008, this should be rather ascribed to bad weather conditions than 
higher productivity gains. 

Low investment rates in agriculture along with rather poor interest of 
foreign investors in this area – land has been also bought for speculative 
purposes – stood behind flat productivity gains in agriculture.  

 

 
 

Although labour productivity is very small, gross value added is high 
and this can be explained by the very low intermediate consumption as 
services in agriculture are still at an early stage. 

The Romanian agricultural sector is heavily dependent upon subsidies 
from the European Union, which account for 8 billion Euro for the period 
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2007-2013.  On the other hand unlike the agricultural industries of many 
developed nations, Romanian farmers have to compete internationally 
without large subsidies. The Romanian Government does subsidize farmers 
with aid in times of disaster, but does not usually give farmers "base" 
support. Dairy and poultry farmers are distributed across the country, but 
most of the production in the agricultural industry are found in central 
Romania. Farmers earn their living from market sales only, and they focus 
mainly on the Romanian market; because they lack government subsidies, 
farmers rely on tariffs to limit the amount of agricultural imports. 

The northern part of Romania produces primarily grains, rice, corn, 
sugarbeets, soybeans, meat, fruits and dairy products, while the south 
specializes in producing fruits, vegetables, olive oil and durum wheat. 
Romania is the second producer of wine in the Europe and one of the 
leading in fruits (apples, pears, apricots, peaches, cherries), flowers and 
horticulture vegetables. 

 
Accounting policies regarding subsidies in agriculture 

 
The subsidies for agriculture given by the Romanian Government 

are based on internal normative documents which transpose the European 
laws in this field. 

The accounting policies are established by the entities who have 
agriculture as object of activity and request subsidies, according to the type 
of subsidy and to the legal conditions of awarding them.  

Another criterion that is taken into account when establishing 
accounting policies, is the observance of the accounting principles. The 
most applied principle is the principle of prevalence of the economic over 
the legal. This principle is materialized in the fact that one may establish 
accounting policies which provide the registration of subsidies in accounting 
at the date of filing the request for award of the subsidy, the entity 
considering that it fulfils the legal conditions, being a factual situation, and 
after the approval of the subsidy the lawful situation will intervene, namely 
receiving the subsidy.  

Also, the principle of independence of the exercise must be observed 
and applied with professional reasoning. We meet difficulties in applying it 
at subsidies related to the incomes, from which a part is destined to cover 
some directly identified expenses. It is known that the activity in agriculture 
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has a specific character, due to seasoning, cyclicity, on many occasions a 
time discrepancy occurs between the period in which the expenses are 
collected and the period in which the effective incomes are made.  

The accounting policies are stated in the accounting laws in IVth 
directive and in the International Accounting Standards, respectively IAS 20  

In this paper we will refer to the enforcement of accounting policies 
according to European directives, respectively the ones stated by O.M.F. 
1752/2005, because the companies that we considered in the study apply 
these regulations.  

Hereon we will present categories of subsidies that are awarded to 
entities with activities in agriculture and the accounting policies applicable 
to each category. It is known that the subsidies are classified from 
accounting point of view in two categories:  

- subsidies related to assets ( subsidies for investments for awarding 
of which, an entity must buy or build immobilized assets); 

- subsidies related to income ( subsidies for exploitation, other than 
the ones regarding the immobilized assets). 

More specifically, subsidies related to depreciable assets are 
acknowledged as incomes during the periods and in the ratio in which the 
depreciation of these assets is acknowledged.  

We will mainly refer to the subsidies related to incomes which 
involve more attention.  

From studying the existing laws regarding the granting of subsidies 
under various forms we may classify the subsidies according to destination 
in three categories:  

- subsidies related to the turnover - are recognized as incomes from 
exploitation subsidies related to the turnover, for example the ones awarded 
at the sale of cultivated products;   

- subsidies related to other incomes - are recognized as incomes from 
exploitation subsidies related to other incomes, for example: payments in 
direct payment schemes and complementary direct national payments;  

- subsidies for operating expenses – are recognized as incomes from 
operating expenses for raw materials, consumable materials, for other 
expenses, such as: coupons for fuels, fertilizers, seeds.  

In order to follow the enforcement manner of the accounting policies 
regarding subsidies we have established as objective making a study on the 
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companies with agricultural orientation from Timiş County. From the 
performed study we may conclude the following:  

- most of the companies with agricultural orientation have correctly 
applied the accounting policies regarding the subsidies for operating 
expenses, respectively the ones for diesel fuel, fertilizers, seeds, etc;   

- part of the companies have applied the accounting policies 
regarding payments in the support schemes on surface and schemes for 
complementary direct national payments by registration of the incomes from 
those subsidies at the date of filing the requests for awarding, and the other 
part registered the incomes at the date of approval for the requests for 
awarding the subsidies;   

- the subsidies related to the turnover were registered at incomes on 
the filing date of the request by most of the requesting companies;  

- the accounting policies were the most correctly applied in the case 
of subsidies regarding the investments, due to the fact that in this situation 
there is a closer correlation between the expense with depreciation of the 
assets and passing the quota from subsidies to incomes.  

In conclusion, we may say that for the correct application of 
accounting policies regarding the subsidies first of all is required the 
existence of a manual of accounting procedures and policies within each 
entity in the field of agriculture, as well as information of the personnel 
from the financial-accounting department regarding the procedure for award 
of the subsidies. Only by means of the close collaboration of all the 
departments within one entity to apply all the implemented procedures, we 
may reach a reasonable presentation of the subsidies in accounting and 
finally in the financial situations of the entities.  
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