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The article is devoted to the study of the interconnection of tax policy indicators and the shadow
economy in the complex interaction in the context of the country’s competitive tax system. Key
indicators of tax policy implementation (total tax and contribution rates, number of taxes, time to
administer taxes by economic entities) of Ukraine are compared with the countries of the European
Union. The paper uses empirical correlation coefficients to determine the relationship between tax rates,
tax revenues, and the level of economy shadowing, both for the Ukrainian economy and internationally.
The dual role of the shadow economy in the use of the Laffer concept is substantiated. The key directions
of the deshadowing policy of the economy of the country are identified. It will help to balance and
increase the efficiency of implementation of the mechanisms of taxation of economic entities.
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Introduction. The macroeconomic situation in Ukraine in recent years has been
characterized by a significant deterioration in key indicators of economic and social
development. One of the key vectors of ensuring a stable and efficient economic system of the
country, which has a high level of investment attractiveness and innovation orientation, is
consistent and regulated tax policy. Domestic tax policy is characterized by a high level of fiscal
burden on economic entities and a complex procedure for implementing mechanisms for
calculating and collecting tax revenues. The result of such processes is a rapid increase in the
implementation of corruption schemes, the entry of numerous economic entities into the shadow
sector. According to [1], Ukraine is among the five countries with the highest level of economic
shadowing. Thus, there is a need to study the features of ensuring an effective tax policy of the
country in terms of determining its relationship with the shadow sector of the economy.

Problem statement. The work of many scientists and financial practitioners is devoted to the
study of the relationship of the shadow sector of the economy with the processes of formation
and implementation of tax policy, namely: Vinnychuk I. [2], Tiesen U. [3], Bilotkach V. [4],
Schneider F. [5], Palda F. [6], Stankevi¢ius E. [7], Nabatova Y. [8] and others.

Investigation of the key determinants of shadow policy, such as the complexity of tax
mechanisms, excessive tax pressure, the imperfect institutional framework for taxation,
ineffective regulatory policy, corruption conducted by scientists [2, 3, 4]. Thus, Schneider based
on empirical calculations justified the positive relationship between the size of the shadow
economy and the tax burden (in the definition of tax revenues for income tax) [5]. Palda notes
that reducing the size of the shadow economy will reduce tax gaps between the theoretical tax
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liabilities and their actual payment. In the future it will contribute to the accumulation of
additional budget revenues [6].

According to Nabatova, fiscal and social policies are the key drivers controlling the level of
the shadow economy in the European Union. Based on empirical calculations, scientists identify
the factors of tax policy in the EU (depending on the level of economic development), which
have the greatest impact on the shadow economy: the institutional tax base, tax rates, ease of tax
administration. Given the conflicting results between different groups of countries and different
in size and nature of the impact of the correlation between tax policy factors and the shadow
economy, scientists conclude that positive trends in general fiscal practice will occur in the
future when countries reach the appropriate level of competition and economic development.

Yu. Nabatova and A. Bohuslavska define the tax culture of economic entities and payment
discipline as the main lever of influence on the shadow economy, the nature of which determines
the trends in the dynamics of tax revenues [8].

The analysis of research of domestic and foreign scientists showed the existence of various
studies to determine some aspects of the relationship of the shadow economy with the
mechanisms and instruments of tax policy. At the same time, the integrated relationship of
financial and economic operations in the shadow economy with indicators of tax regulation in
the context of ensuring the competitiveness of the country’s tax system needs to be studied more
thoroughly.

The purpose of the research is to investigate the features of the relationship between
indicators of tax policy and shadow economy in a comprehensive interaction in the context of
the tax policy of the economy, taking into account international experience.

The transformation of Ukraine’s economic system in recent years is accompanied by the
growing role and importance of the shadow economy in the functioning of a stable and
competitive national economy. The competitiveness and stable operation of the latter largely
depends on the peculiarities of the implementation of tax policy. Let’s analyze the key
indicators of the implementation of Ukraine’s tax policy in comparison with European Union
countries (Table 1).

Table 1
Comparative characteristics of indicators of the effectiveness of tax policy of the European
Union and Ukraine according to the Doing Business rating

Country Tax rating Total tax and contri_bution Number of taxes | Time, hours
rate (% of profit) per year | year
Austria 44 51.4 12 131
Belgium 63 55.4 11 136
Germany 46 48.8 9 218
Poland 77 40.8 7 334
Czech 53 46.1 8 230
Republic
Romania 32 20 14 163
Ukraine 65 45.2 5 328

Source: compiled by the authors on the basis [9, 10]
The Doing Business rating (developed by the World Bank in collaboration with Price Water

House Coopers) includes the following tax indicators: total tax and contribution rates, number of
taxes per year, and time to administer taxes. In the Doing Business ranking, Ukraine ranked 65th
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out of 190 countries. At the same time, the Ukrainian tax system is characterized by difficulties
with the administration of taxes by business entities. Thus, economic entities spend an average of
328 hours to charge and pay taxes, which is the highest rate compared to other countries.
Although Ukraine has a small amount of taxes, the reduction of their number was transformed
into the aggregation of rates on certain payments and fees and as a result did not help reduce the
tax burden on business. The overall tax rate is not high compared to European countries, but this
has not led to a significant increase in tax revenues in the dynamics [11].

In the context of the formation and implementation of tax policy, the effects of the interaction
of the shadow economy and the components of the tax regulation system play an important role.
The fiscal function of tax policy is realized in the accumulation of tax revenues to replenish the
revenue side of the budget. The tax burden (according to international practice) is defined as the
ratio of total tax revenues to GDP [10]. Figure 1 shows the ratio of the level of the shadow
economy and the tax burden for Ukraine in the dynamics.
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Figure 1. The ratio of the level of the shadow economy and the tax burden in Ukraine
for 2012-2018

Source: created by the author based on the sources [12, 13].

As the practice of business entities shows (Fig. 1), the shadowing of the economy has an
inversely proportional effect on the tax burden. With the transition of economic entities from
the official economy to the shadow economy, which characterizes the actual reduction of
taxpayers, the amount of tax revenues to the budget decreases.

Let’s analyze the change in the value of tax rates in Ukraine for the period from 2012 to
2018 (Fig. 2).

Comparison of Figures 1 and 2 shows that the illustrative method of depicting indicators of
tax policy and the shadow economy does not give an unambiguous answer as to the existence
and nature of the relationship between them. Therefore, based on the correlation method, we will
determine the following correlation coefficients for the countries of the European Union and
Ukraine: RSETR - the correlation between the level of the shadow economy and tax revenues;
RTR (CIT) TR - correlation between the tax rate on CIT and tax revenues; RTR (CIT) SE —
correlation between the tax rate on CIT and shadow economy (Table 2). The choice of the
income tax rate is due to the need to ensure the comparability of this type of tax in the analysis of
European tax policy.

134 MexaHi3m peryntoBaHHs ekoHomiku, 2020, Ne 1



Anzhela. Ya. Kuznetsova, Yuliia. G. Humenna.
Deshadowing the Economy as the Vector to Ensure Effective State Tax Policy

22
21

VN

e // \\
ol e o 7 -
16

15 T T T T T T 1
2012 2013 2014 2015 2016 2017 2018

=&—Individual Income Tax == Corporate Income Tax VAT

Figure 2. Tax rates on personal income tax, income tax and VAT in Ukraine for the period
from 2012 to 2018

Source: created by the author based on the sources [10].

Table 2

Correlation coefficients between tax rates, tax revenues and the level of the shadow economy in
the European Union countries and Ukraine

European Union countries

i > o © 2

Correlation 8 g g ° 5= = s

coefficient j =) £ =z 83 g %
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RSETR -0.71 -0.69 -0.67 -0.73 - 0.69 - 0.65 -0.61
RTR(CIT) TR 0.62 0.72 0.67 - 0.60 - 0.56 -0.61 - 0.69
RTR(CIT) SE -0.11 -0.19 0.12 -0.17 -0.2 0.1 -0.19

Source: authors’ own calculations

The assessment of the existence and nature of the relationship between tax revenues, the tax
rate, and the shadow economy allowed us to make the following conclusions:

1) the correlation coefficient between the level of the shadow economy and the amount of tax
revenue indicates the statistically significant relationship between them. This means an increase
in tax revenues as a result of increasing the size of the shadow economy;

2) the correlation coefficient between the corporate income tax rate and the tax revenues
indicates the presence of a statistically significant relationship between them (except the Czech
Republic — the relationship is moderate). In more economically developed countries (Austria,
Belgium, Germany) there is an increase in tax revenues with increasing tax rates, in other
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countries (including Ukraine) — with an increase in tax rates there is a decrease in tax revenues
(as evidenced by the negative relationship between indicators).

3) the correlation coefficient between the corporate income tax rate and the shadow economy
allowed us to conclude that there is no direct link between them, which can be explained by the
implicit impact of changes in tax rates on shadowing. Thus, with a significant increase in tax
rates, some economic entities are intensifying economic activity in the shadow economy, but
such transformations do not involve quantitative calculation.

Thus, the empirically substantiated relationship between the shadow economy and tax policy
indicators in terms of the European Union countries and Ukraine forming the preconditions for
determining the role and nature of the shadow economy's influence on the mechanisms of tax
policy formation and implementation to increase its competitiveness. In this context, we use the
ideological composition of the curve of the tax rate and the tax revenues by the Laffer method
[14]. The Laffer curve shows how tax revenues will increase to a certain maximum level due to
an increase in the tax rate, after which they will be gradually reduced due to a slowdown in the
activity of economic entities. As a result of lower tax rates, the scientist justified the decrease in
tax revenues in the current period and their increase in the future due to additional savings,
investment activity, financial stability, and profitability of economic entities. The unreasonably
high tax rates will lead to the transformation of the formal economy into the shadow sector.
Based on Laffer's concept, the role and importance of the shadow economy in modern economic
conditions are actualized.

In the context of determining the size of the tax rate, the decision to reduce it during the
implementation of state tax policy is quite dubious economically feasible. By reducing tax rates,
we reduce the possibility of obtaining more tax revenue. This situation occurs only when the
economy operates on an official basis. The realities of economic development indicate the
opposite — the existence of the shadow economy at the international level. Therefore, we have
the following chain of relationships: lower tax rates lead to a decrease in the shadow economy,
due to the exit of business structures from the shadows, and a corresponding increase in further
budget revenues as a result of increased tax revenues paid by economic entities involved in the
official economy. In this context, attention should be paid to the quality of the tax payment
process. Thus, due to inefficient mechanisms and the system of tax collection, corruption is
growing, economic entities are more prone to use corrupt schemes, tax evasion in the case of
complex documentation of accrual and payment of tax payments. International practice shows
that the mechanism of reducing tax rates should be implemented, firstly, at too high tax rates,
and secondly, the process of paying taxes is so complex and time-consuming to prepare, which
motivates potential taxpayers to avoid taxation. Georgia's experience is indicative of the
economic sense. There, as a result of tax reforms, tax rates decreased significantly, and the
number of taxes decreased from 22 to 6, while the share of tax revenues in total GDP increased
by 4 % [15].

The analysis shows the need to implement a consistent and comprehensive policy of de-
shadowing of the economy, which will result in the implementation of effective tax policy that
will increase the competitiveness of both the tax system and the national economy as a whole.
The experience of implementing the policy of de-shadowing of the economy in foreign
countries, taking into account the specifics and features of macroeconomic development of
Ukraine allowed to identify key areas for its implementation in the future [16, 17]:

- strengthening macroeconomic stability in the country;

- strengthening the business climate through the introduction of deregulation policies,

- providing favorable conditions for the legalization of employment;
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- reduction of the tax burden on economic entities;

- providing conditions for the development of the banking system and the efficient
operation of the financial market as a whole;

- ensuring transparency of administrative mechanisms in the sphere of executive power;

- formation and implementation of legal support for the process of legalization of shadow
income received as a result of excessive taxation (based on international experience);

- introduction of effective mechanisms to combat corruption schemes, increase the legal
culture and payment discipline of the population.

The list of the above areas of de-shadowing of the economy of Ukraine forms the basis for
the implementation of a comprehensive program of policies to combat the shadowing of the
economy, which will harmonize with the implementation of effective mechanisms for taxation
of economic entities.

Conclusions and prospects of further research. The collaboration of the shadow economy
with tax policy indicators actualizes the important role of the shadow economy in the process of
ensuring the stability, investment attractiveness, and competitiveness of the national economy.
Thus, based on empirical calculations, the paper assesses the existence and nature of the
relationship between tax revenues, tax rate, and shadowing of the economy (determination of the
correlation coefficient) for Ukraine and the European Union countries.

In the context of filling the state budget, the policy of state tax regulation provides for
ensuring the establishment of the optimal tax rates depending on the financial and economic
characteristics of the country and defining a comprehensive set of mechanisms and instruments
for implementing tax policy. Also, the formation of tax policy should take into account
indicators of the shadow economy, respectively, well-formed mechanisms for de-shadowing the
economy and their effective and consistent implementation will contribute to the formation of a
more comprehensive and organized tax policy. Further research aims to analyze and identify the
relationship between tax rates and the shadow sector of the economy (implicit factors of
influence) based on quantitative assessment methods.
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CraThsl IOCBSAIIEHA UCCIIEAOBAHHUIO B3aNMOCBSI3M HHANKATOPOB HAJIOTOBOH ITOJMTHKH U TEHH3AINN
SKOHOMHMKH B KOMIUICKCHOM B3aHMOJIEHCTBHHM B KOHTEKCTE peaM3allii KOHKYPEHTOCHOCOOHOH
HaJIOTOBOM CHCTEMBI CTpaHbl. [IpoaHann3upoBaHbl KIIIOUEBBIE HHANKATOPH! OCYIIECTBICHHS HAJIOTOBON
MoMUTHKY (00Iasi craBKa HAaJOTOB M B3HOCOB, KOJMYECTBO HAJIOTOB, BPEMS IS aIMHHUCTPUPOBAHHMS
HaJIOTOB CyObEeKTaMH X034HCTBOBaHK) YKpauHBI IO CpaBHEHUIO co cTpaHamu EBponeiickoro Coro3a. B
paboTe Ha OCHOBE HCIOJIb30BaHUS KO3 (UINEHTa KOPPEISILHHI 110 SMIMPHUYECKUM JaHHBIM OIIpe/ieeHa
CBSI3b MEXK/y HAJIOTOBBIMH CTaBKAMH, HAJOTOBBIMH MOCTYIUICHUSMH U YPOBHEM TEHH3ALMH SKOHOMHKH
KaK A1 YKPauHCKHX YCIOBHIl XO3SHCTBOBaHHMS, TaK M B MEXKIYHapoAHOH miockoctH. OOOCHOBaHHO
IIyaJbHYIO0 POJIb TeHU3alMH SKOHOMHKH B paMKaxX HCIIOJb30BaHMA KoHuenmu Jlapdepa. OnpeneneHs
KJIIOYEBbIC HANpaBICHWs IIOJUTUKM JETCHU3AalM OJKOHOMHUKH CTPaHBl, KOTOpBIE IO3BOJIAT
cOaJlaHCHPOBATh M MOBBICUTH 3()(HEKTUBHOCTD pealn3alii MEXaHU3MOB HAJIOI000JI0XKEHHsT CyObEKTOB
XO3SHCTBOBAHUS.
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CraTTs NpUCBSYCHA JOCTIHKCHHIO B3a€MO3B’S3KY IHAMKATOPIB MOJATKOBOI MOJITHKU Ta TiHI3aIil
€KOHOMIKH B KOMIUICKCHIN B3a€MOJii B KOHTEKCTI peaizallii KOHKypEeHTO3/1aTHOI M0/IaTKOBOT CUCTEMHU
kpainu. [IpoaHanizoBaHO KJIIOYOBI iHAMKATOPH 3AIHCHEHHs IMOJATKOBOI MOJITHKH (3arajbHa CTaBKa
MOJATKIB 1 BHECKIB, KiIbKICTh MOAATKIB, Yac JUIi aJMIiHICTpyBaHHSAM MOAATKIB Cy0’€KTamMu
rocrnojaproBanns) YKpaiHu MOpiBHAHO 3 KpaiHamu €Bporneiicbkoro Coro3y. Y poboTi Ha OCHOBI
BUKOPUCTAHHS KOe(iIlieHTy KOpersIii 3a eMIipUIHIMH JaHUMH BH3HAUSHO 3B’SI30K MDK ITOJaTKOBUMU
CTaBKaMH, MOJATKOBHUMH HAIXOMKCHHSIMH Ta PiBHEM TiHi3alil eKOHOMIKH SK JUIsl YKPalHCHKHX YMOB
TOCIIOJJAPIOBAHHs, TaK i B MDKHapoHill mromuHi. OOIpyHTOBAHO AyanbHY PO TiHI3alil eKOHOMIKH B
paMkax BHKopHcTaHHS KoHuemniii Jladpdepa. BusnaueHo KII0YOBI HampsMHU MONITHKH JAeTiHi3amii
E€KOHOMIKH KpaiHH, IO IO03BOJIITH 30ajJaHCYBAaTH Ta MiABUIIUTH e€(EeKTHBHICTh peaii3alii MexXxaHi3MiB
OTOAaTKYBaHHA Cy0’ €KTIB rOCIOAAPIOBAHHSL.
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