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MANAGEMENT OF THE INCOME AND BUSINESS ACTIVITY OF THE POPULATION
IN THE CONTEXT OF DE-SHADOWING THE ECONOMY OF UKRAINE

Abstract. The shadowing of the economy is a significant obstacle on the way to stable
economic development and the reason for deteriorating investment climate and imbalance of
economic incentives in the national economy of Ukraine. The aim of the article is to determine the
factors of shadowing and de-shadowing of Ukraine’s economy in the areas of household income
and business and investment activity of the population, as well as justification of measures to de-
shadow economic processes in Ukraine. On the basis the calculation of the Fechner correlation
coefficient, the relationship between the level of the shadow economy of Ukraine and indicators of
household income and indicators of small and medium-sized business development was revealed. In
the sphere of household income factors determining level of the black economy are as follows:
increacing in disposable income per capita (the correlation coefficient -0,75), the change in the
wage share in househol incomes (the correlation coefficient -0,75), the level of social payments (the
correlation coefficient +0,5) and employment (the correlation coefficient +0,75). In the field of
entrepreneurship the most sagnificant factors determining level of the underground economy are
change in the volume of sales of small and medium-sized businesses (the correlation coefficient
-0,75) as well as change of financial result of small enterprises (functional inverse relationship).

It is necessary to increase the incomes of the population, stimulate their investment and
entrepreneurial activity, in particular, liberalize tax policy for small and medium-sized businesses in
order to reduce the level of the underground economy of Ukraine. Special attention should be paid
to the development of small businesses, in particular, to changing approaches to regulatory policy in
the field of small businesses, to simplify organizational procedures related to doing business as
much as possible and ensure the availability of credit.
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YIIPABJITHHSA JOXOJAMMU I MIANTPUEMHULIBKOIO AKTUBHICTIO HACEJIEHHS
B KOHTEKCTI JETIHI3ALIl EKOHOMIKHU YKPATHU

AHoTtanisg. TiHi3amisi €KOHOMIKM € 3HAYHOK TIEPeNIKOJ0K Ha MUIIXYy CTa0lIbHOTO
€KOHOMIYHOTO PO3BUTKY JEPKaBU 1 MPUYMHOIO TOTIPIIEHHS 1HBECTULIHHOTO KIIIMaTy, a TaKOX
nucOaNaHCy EeKOHOMIYHMX CTUMYJIB y HaIllOHANbHIA eKoHoMill YKpaiHu. Merow CTarTi €
BU3HAUCHHS (akTopiB TiHi3amii Ta JeTiHi3amii eKOHOMIKM VYKpaiHu y cdepax TOXOJIiB
JIOMOT'OCTIOIaPCTB 1 JIIJIOBOI Ta IHBECTHLIMHOI aKTHBHOCTI HACEJCHHSA, a TAKOXX OOIPYHTYBaHHS
3axX0[iB I0JI0 JIETiHI3alli eKOHOMIYHHX MpoleciB B YKpaiHi. Ha ocHOBI po3paxyHKy koedilieHTa
kopemsiii dexHepa BHSABICHO B3a€MO3B’SI30K MIK pIBHEM TIHbOBOI EKOHOMIKM YKpaiHu
1 TOKa3HUKAMH JIOXOJIB JIOMOTOCIIOJAPCTB 1 MOKa3HUKAMU PO3BUTKY MaJIOTO Ta CEPEIHbOTrO
Oi3Hecy. Y cdepi 10X0miB JOMOTOCIIONAPCTB cepel (aKTopiB, Ki MalOTh BU3HAYAIBHUN BIUIMB Ha
piBeHb TIHBOBOI €KOHOMIKH, BUSBJICHO TaKi SK: 3017bIIEHHS HAsIBHOTO JOXOAY Ha AYIIy HACEJICHHS
(koediuient xkopemsuii -0,75), 3MiHa YacTKHU 3apOOITHOT MJIaTH B TOXOJaX JOMAIIHIX TOCTIOAAPCTB
(koeiuient kopemnsuii -0,75), piBeHb COIiaJIbHUX BUILIAT HAaceleHHIO (KoedimieHT Kopesuii +0,5)
1 piBeHb 3alHATOCTI (KoedimieHT kopemsmii +0,75). Y cdepi mianpueMHHUNTBA HAKOUIBII
3HaYyHIIMMHU (PaKTOpaMu, SIKi BU3HAYAIOTh PIBEHb TIHHOBOI €KOHOMIKH, € 3MiHA 0OCATY MPOJaKiB
MaJIoro i cepenHboro Oi3Hecy (koedimieHT kopensuii -0,75), a Takox 3MiHa (PiHAHCOBOTO
pe3yNbTaTy MaluX MiAIpUEMCTB ((PYHKI[IOHAThHA 3BOPOTHA 3aJICXKHICTD).

3BaKalouM Ha Pe3yJIbTaTH KOPEJALIMHOro aHamildy, B YKpaiHi 3 METOI 3HMXCHHS PIBHSI
TIHBOBOI €KOHOMIKHU MOTPiOHO 30UTBIIUTU JOXOAU HACENEHHS, CTUMYJIOBATU IXHIO 1HBECTHUIIIIHY
Ta MIANPUEMHUIBKY AiSUIBHICTB, 30KpeMma ji0epasizyBaTd IOJATKOBY IMONITUKY JUIS Majioro
1 cepeanboro OizHecy. OcoOnuBYy yBary ciifi OpUIUIMTH PO3BUTKOBI Mayloro Oi3Hecy, 30KpeMa

926 ISSN 2306-4994 (print); ISSN 2310-8770 (online)



FINANCIAL AND CREDIT ACTIVITIES: PROBLEMS OF THEORY AND PRACTICE 2021 Ne 3 (38)

3MIHUTH MIAXOIU O PEryJsITUBHOI MOJITHKH Yy cdepi Majoro miJIpUEMHHULTBA, MAaKCUMAJIbHO
CIPOCTUTH OpraHi3aliiiHi IpoueaypH, OB s3aHl 3 BeJeHHAM Oi3Hecy, 1 3a0e3MeUnuTH TOCTYIHICTh
KpeIUTYBaHHS.

Kntouoei cnosa: TiHbOBa €KOHOMIKA, TIOJJATKOBA TMOJIITHKA, MaJUi Oi3HEC, cepeHiil Oi3Hec,
MiTPUEMHHUIIbKA aKTUBHICTD.

®opmyi: 1; puc.: 9; Tabn.: 8; 61061.: 21.

Introduction. The shadow economy is a phenomenon caused by many different factors.
Among the important areas of Ukraine’s economy that are in the shadows are the household
incomes. Accordingly, incomes of the population and households have a significant impact on the
level of economic processes shadowing.

The reasons for the black household incomes are instability, constant transformations and
reforms in various sectors of the economy, public distrust in the effectiveness of these changes, and
as a consequence, loss of confidence in the future. In such conditions, the country’s population lives
today and tries to work with maximum efficiency at present time, not ready to invest the money
earned in long-term investment projects and hides part of the income.

Reasons for shadowing of business activities of the population include inefficiency of tax
privileges for small and medium-sized businesses, frequent changes in tax legislation, complicated
document flow, etc.

Taking into account these unresolved problems of low incomes of the population and issues
of small and medium-sized businesses activity, it is important to study their impact on the shadow
economy in Ukraine.

Analysis of recent research and problem statement. The problem of measuring the
amount of shadow economic activity, determining the factors and financial key factors that
minimize the level of the underground economy is one of the most discussed topics in the economic
literature and practice of state regulation and ensuring the appropriate level of financial security.

Dernova 1. A. (2010) has made a significant contribution to both methodological and
methodical aspects of regulating the level of the shadow economy through analyzing monetary
levers in Ukraine. The author had analyzed the features of changing an exchange rate of Ukrainian
national currency under the affect of some monetary factors: the amount of money supply, the level
of dollarization of the national economy and foreign exchange reserves.

Reikin V. S. & Makara O. V. (2017), in their turn, witnessed the fact of the large tax burden
imposed on businesses in Ukraine (Indicator «Total Tax Rate» is (52,2%)) resulting in a significant
increase of Ukraine’s economy monetization levelling at 47.7% to 60.2%. The authors have proved
that this configuration of indicators means that most of the cash is used for maintenance informal
sector of national economy.

Colin C. Williams & Sara Nadin (2013) have estimated impact of undeclared work on sector
of shadow economy.

On the contrary, the opposite relations of the share of wages in output and the level of
shadow economy have been substantiated by Kharazishvili Yu. M. (2017). It has been concluded
that the shadow economy may turn out to become an important reserve for economic growth.
Tyshchuk, T. A. et al. (2011) have attempted to distinguish the factors influencing the shadowing
Ukraine’s economy and to analytically ground them.

Psychoyios et al. (2019) tend to estimate an informal sector in nineteen countries of the EU
by the means of energy and in the way of implementing three variations of the physical input
approach. The research shows that the EU countries having high black economy levels can easily
show the significant downturn in the indicators of the latter mainly due to the increased rate of
governance quality.

Certain investigation insights into the industrial issues of shadow sector taxation have been
provided by Kuzmenko et al. (2016). Another set of facts can be found in the works of Huynh C. M.
& Nguyen T. L. (2020) who are stating the obvious impact of underground economy on income
inequality due to a pool of a panel data set of nineteen Asian countries for the 25 years. Besides, tax
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instruments counteracting the economic activity in the shadow economy researched by Borisovich
et al. (2016).

Moreover, the relations of the underground economy to inflation, taxation, financial
development and economic growth have also been studied by Mazhar & Méonb (2017), Berdiev
& Saunoris (2016) and Hajilee et al. (2017).

Following the studies of Enste D. (2015), who investigated the methods of reducing the
volume of the shadow economy by an improvement of the official institutions, we may sort out the
facts providing the scientific community with the profound reasons for the relation of the informal
economy in the industrial countries and factors that have influenced the volume of the black
economy.

The aim of the article is to study the interconnections between population’s incomes, its
economic, investment, entrepreneurial activity and the level of the shadow economy and to
determine the levers of de-shadowing of financial and economic processes in Ukraine.

Methodology. The correlation coefficients stand for the determination and/or measuring the
tightness of different variables. Considering one of the most widely used indicators (Pearson Linear
Correlation Coefficient), one has to bear in mind that there should only be the certain obligatory
conditions for the latter to be applied — a distribution law of both variables, the relation tightness of
which is being researched. That is, the asymmetry and the kurtosis values of the related data series
are to be close to zero. However, the required conditions of the necessary economic indicators
involved in this research are not met.

To correctly specify the correlation between the identified indicators of the population’s
investing activity, their profit and the black economy level in relation to official GDP, we applied
the comparison of parallel lines of two indicators method based on the calculation of Fechner
coefficient.

Fechner’s coefficient analysis makes it possible to assess the degree and direction of
deviation in individual values of factor and result indicators compared to their average values
(Herasymenko S. S., 2000).

The calculation of Fechner’s coefficient is performed by the formula (Marmoza A. T.,
2013):

K, = n,—n, ,
n,+n,

where 7, is the sum of coincidences of signs; n; is the sum of character mismatches.

Fechner’s coefficient may vary from 0 to + 1. If all the deviations coincide, up to n, = 0,
Fechner’s coefficient is equal to one. It indicates the presence of a direct connection. If the all
mathematical deviations are different, then n, = 0. The Fechner coefficient is equal to -1, which
indicates the presence of an inverse relationship.

Research results. In the recent years, according to the official data, the level of the black
economy has been declining (7Table 1).

Table 1
Integral indicator of the black economy level in the national economy
(percentage of the official GDP volume) and real GDP growth rates increase / decrease
(percentage compared to the corresponding period of the previous year)

Indicators 2010 | 2011 | 2012 | 2013 | 2014 | 2015 | 2016 | 2017 | 2018
Informal economy level, % 38 34 34 35 43 40 35 32 30
Change in the real GDP of Ukraine, % to the 4.1 5,5 0,2 0 -6,6 | -9,8 | 274 2,5 33
previous year

Source. Created by the authors according to the National Risk Assessment Report (State financial monitoring service
of Ukraine, 2019).

According to the above method of the Fechner correlation coefficient calculation, individual
indicators related to household incomes and their economic and investment activity are selected
(Table 2) and how they relate to the level of the underground economy is researched.
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Table 2
Some indicators of household incomes, their economic and investment activity
and the level of Ukraine’s economy shadowing

Indicators 2010 2011 2012 2013 2014 2015 2016 2017 2018

Disposable income per person, UAH 18486 | 21638 | 25206 | 26719 26782 31803 37080 | 47270 | 58442

The share of wages in houschold 4082 | 4177 | 41.80 | 40.73 | 4055 | 40.04 | 4379 | 4559 | 47.08
incomes, %

Share of social assistance

in household income. % 21.54 | 20.81 | 20.69 | 20.86 20.53 19.33 16.47 | 14.77 | 14.34

Share of working population among

cconomically inactive population, % 2.30 2.10 1.80 1.70 2.20 2.00 1.70 1.40 1.20

Increase in cash deposits and savings in

. o 81024 | 43607 | 71689 | 104727 | -118734 | -106306 | 32528 | 62180 | 60951
securities, UAH million

The level of the shadow economy, % to

GDP 38 34 34 35 43 40 35 32 30

Source. Formed by the authors according to the data of the Ministry of Finance of Ukraine (2020) and the State Statistics
Service of Ukraine (2020).

The Table 3 below shows the values of change in the indicators in relation to the indicators
of the previous year and their average values.
Table 3
Changes in household incomes indicators and its economic and investment activity and
the level of Ukraine’s economy shadowing

Average

Changes in the indicators 2011 2012 2013 2014 2015 2016 2017 2018 value

Increase in disposable income

per capita, UAH 3152 3568 1513 63 5021 5277 | 10190 | 11172 | 4994.5

Change in the share of wages

in household income. % 0.95 0.03 -1.07 -0.18 -0.50 3.75 1.80 1.49 0.78

Change in the share of social assistance in

the income of the population, % -0.73 -0.12 0.17 -0.34 -1.20 -2.87 | -1.69 | -0.44 -0.90

Change in the share of able-bodied

population among the economically inactive| -0.2 -0.3 -0.1 0.5 -0.2 -0.3 -0.3 -0.2 -0.13
population

Change of the black economy level,

% to GDP -4 0 1 8 -3 -5 -3 -2 -1

Source. Calculated by the authors according to the data of the Ministry of Finance of Ukraine (2020) and the State Statistics
Service of Ukraine (2020).

The table shows intermediate data for the deviations of the analyzed indicators from their
average values.

The factor indicators in our study are the following: an increase in disposable income per
person, a change in the share of wages in household incomes, a change in the share of social
assistance in household incomes, a change in the share of the able-bodied population among
economically inactive people, an increase in cash deposits and savings in securities. The change in
the level of the underground economy is the resulting indicator, the one that is influenced by factor
indicators (Table 4).

Table 4
Signs of factor indicators and result indicator deviations
Indicators 2011 | 2012 | 2013 | 2014 2015 2016 2017 | 2018

Increase in disposable income per capita, UAH -1 -1 -1 -1 1 1 1 1
Change in the share of wages in household income, % 1 -1 -1 -1 -1 1 1 1
Change in the share of social assistance in the income

. 1 1 1 1 -1 -1 -1 1
of the population, %
Change in the share of able-bodied population among 1 1 | 1 1 1 1 1
the economically inactive population
Increase in cash deposits and savings in securities, 1 1 1 1 1 1 1 1
UAH million ) )
Change of the shadow economy level, % to GDP -1 1 1 1 -1 -1 -1 -1

Source. Own calculations.
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According to the results of the previous research, there exists tight inverse correlation
between the increase in disposable income per capita and the change in the level of the black
economy: Fechner’s coefficient correlation is -0.75 (Fig. 1).
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Fig. 1. The impact of the disposable income per person increase on the change

of the shadow economy level
Source. Own calculations.

This value of the correlation coefficient indicates that with the growth of real official
incomes, the level of the black economy decreases. Thus, by providing a stable growing real
income, the state can influence the level of the shadow economy, because when every year the
population is provided with a stable income that does not lose its purchasing power, people are not
trying to look for additional sources of income, which are usually illegal.

Along with the available per capita income, the change in the share of wages in the income
of the population is inversely dependent on the change of the underground economy level
(correlation coefficient -0.75) (Fig. 2).

10

®

Change of the shadow economy level, %
o
(]

Change in the share of wages in household income, %
Fig. 2. The impact of the change in the wage share in household incomes on the level

of the shadow economy change
Source. Own calculations.

Thus, wage is the determining factor for the income of the population, which affects the
underground economy level.
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There is also a moderate direct link between the change in the level of the underground
economy with the change in the share of social assistance in the income of the population — +0.5
(Fig. 3).
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Fig. 3. The impact of changes in the share of social benefts in household incomes

on changes in the level of the black economy
Source. Own calculations.

This result indicates that the reduction of social benefits will have a positive effect on
changing the level of the shadow economy and reduce it, because reducing the share of social benefits
in household incomes would mean that the share of socially disadvantaged population stratum is
decreasing while household incomes increase in other active forms. This relation can also be
explained by the fact that the management of financial resources allocated for social benefits is quite
centralized in Ukraine. Financial decentralization of social benefits would provide for a higher level
of financial resources control at the local level and targeted social benefits to vulnerable groups.
Centralized management is less effective in terms of the quality of financial control, so the growth of
social benefits in income directly correlates with the growth of the underground economy.

There is also a direct close link between the change in the share of the working population
among the economically inactive population and the change in the level of the shadow economy
(Fig. 4).

10

8

Change of the shadow economy
level, %
N

Fig. 4. The impact of changes in the share of able:bodied unemployed among the economically

inactive population on changes in the level of the shadow economy
Source. Own calculations.
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The correlation coefficient is also high +0.75. The able-bodied unemployed include those
who are disappointed in their job search, unable to find a suitable job and those who believe that
there is no decent job for them. With these statistics and research in this area, the state can develop
appropriate methods and implement measures for the employment of these people, because they
obviously receive shadow income. The task of the state is to make their activities legal.

To do this, it is necessary to conduct appropriate career guidance work, training, create
additional jobs, encourage the population with career growth, real effective pensions and other
bonuses related to the official length of service, etc.

A weak inverse relationship (Fechner’s correlation coefficient -0.25) also exists with the
growth of cash deposits and savings of the population in securities (Fig. 5).

10

° 8

Change of the shadow economy level, %

Increase in cash deposits and savings in securities, UAH million

Fig. 5. The impact of the cash investments growth and savings in securities on changes

in the level of the shadow economy
Source. Own calculations.

It is worth noting that the stock market in market economies is, among other things, an
independent tool for assessing the capitalization of the corporate sector, the value of assets and the
prospects for changes in their value in the future. In Ukraine, due to the low functionality of the
Ukrainian stock market and especially the underdevelopment of its stock segment, with the
development of the securities market it is possible to expand the shadow sector, as unorganized
securities market often serves underground business financing schemes Lukianenko I. H.
& Markovska M. Yu. (2017). However, the investment of household savings in securities takes
place mainly on the official stock market.

The growth of such investments generally indicates an increase in the share of the regulated
stock exchange in the structure of stock market, its transparency and public confidence in securities
as an object of investment savings. Investments and securities also indicate an improvement in the
country’s domestic investment climate. Thus, a further increase in deposits and savings in securities
will cause de-shadowing of economic processes.

The relationship between the indicators of small and medium-sized businesses, the tax
component and the level of the Ukrainian economy shadowing were researched as well (7able 5).

Table 5
Some indicators of small and medium-sized business activity in Ukraine and income taxation
Indicators 2010 2011 2012 2013 2014 2015 2016 2017 2018

Volume of products sold
by private entrepreneurs, 230.4 211.21 | 256.64 | 284.23 289.04 397.47 489.20 | 604.33 760.75
UAH billion

Volume of sold products
by small enterprises, 779.19 | 807.77 | 916.28 | 933.71 981.30 1318.97 | 1651.98 | 2067.79 | 2496.94
UAH billion
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Table 5 (continued)

Indicators 2010

2011

2012

2013

2014

2015

2016

2017

2018

Volume of medium-sized

enterprises sold products, | 1415.85

UAH billion

1618.84

1782.44

1683.34

1735.89

2184.37

2683.30

3314.95

3954.01

Financial result before

taxation of small -15.64

enterprises, UAH billion

-5.05

-9.25

-25.05

-175.26

-111.90

-24.15

-10.72

46.87

Financial result before

taxation of medium-sized 41.58

enterprises, UAH billion

31.09

47.74

8.39

-199.18

-91.16

32.81

90.77

147.16

The share of income taxes

in the consolidated budget | 29.66

revenues, %

39.29

28.89

30.21

26.93

23.01

27.61

27.84

30.87

Source. Formed by the authors according to the data of the State Tax Service of Ukraine (2020) and the State Statistics

Service of Ukraine (2020).

The table below shows the values of change in these indicators compared to the value of the
previous year and their average values (7able 6).

Table 6
Changes in small and medium-sized business activity indicators and income taxation
Changes in the indicators 2011 | 2012 | 2013 | 2014 | 2015 | 2016 2017 2018 A:zlr;‘ege

Change of volume of products
sold by private entrepreneurs, -19.19 | 4543 | 27.59 4.81 108.43 91.73 115.13 156.42 66.29
UAH billion
Change of volume of sold
products by small enterprises, 28.58 | 108.51 | 17.43 47.59 337.67 | 333.01 415.81 429.15 214.72
UAH billion
Change of volume of sold
products by small and medium- | 231.57 | 272.11 | -81.67 | 100.14 | 786.15 | 831.94 | 1047.46 | 1068.21 531.99
sized enterprises, UAH billion
Change of financial result
before taxation of small 10.59 -4.2 -15.8 | -150.21 | 63.36 87.75 13.43 57.59 7.81
enterprises, UAH billion
Change of financial result
before taxation of small and 0.1 | 1245 | -55.15 | -357.78 | 17138 | 21172 | 7139 | 11398 | 2101
medium-sized enterprises,
UAH billion
Change in the share of income
taxes in the consolidated budget 9.63 -10.41 1.33 -3.28 -3.92 4.61 0.23 3.03 0.15
revenues, %

Source. Calculated by the authors according to the data of the State Tax Service of Ukraine (2020) and the State Statistics

Service of Ukraine (2020).

The table presents intermediate data on the deviations of the analyzed indicators from their

average values (Table 7).

Signs of factor indicators and result indicator deviations

Table 7

Indicators

2011 2012 | 2013

2014

2015

2016 | 2017

2018

Change of volume of products sold by private

entrepreneurs, UAH billion

1

1

1

Change of volume of sold products by small enterprises,

UAH billion

1

1

1

Change of volume of sold products by small
and medium-sized enterprises, UAH billion

Change of financial result before taxation of small

enterprises, UAH billion

Change of financial result before taxation of small

and medium-sized enterprises, UAH billion

Change in the share of income taxes in the consolidated

budget revenues, %

Change of the shadow economy level, % to GDP

Source. Own calculations.
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The close inverse relationship (Fechner’s correlation coefficient -0.75) of the change in the

level of the underground economy can be traced to the change in sales of small and medium-sized
businesses and their pre-tax financial results (Fig. 6).

10

%
]

nge of the shadow economy level,

Fig. 6. The impact of changes in the volume of sales of small and medium-sized businesses

on the change in the level of the shadow economy
Source. Own calculations.

If we consider only the change in the small enterprises pre-tax financial result, then there is a
functional inverse relationship (Fig. 7).

Such high correlation indicators demonstrate the need to develop small and medium-sized
business to reduce the level of Ukraine’s economy shadowing, and special attention should be paid
to the small business.

Note that the development of small and medium-sized businesses strengthens the financial
security and independence of the regions, because the only tax paid by these entrepreneurs in
Ukraine goes to local budgets. Small business is flexible; it reacts quickly to changing market
conditions and can be a generator of rapid economic development. All these features and
peculiarities of small enterprises functioning are vitally important in the current conditions of
economic development in Ukraine, so the need for development of this segment is obvious.

10

%

nge of the shadow economy level,

Fig. 7. The impact of changes in the financial result before taxation of small enterprises

on the change in the level of the shadow economy
Source. Own calculations.
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At the same time, the growth of the share of income taxes in the revenues of the
Consolidated Budget is a factor in the de-shadowing of the economy in Ukraine. Moderate inverse
relationship between the change in the level of the black economy can be traced to the change in the
share of income taxes in the revenues of the consolidated budget of Ukraine -0.5 (Fig. §).
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Fig. 8. Influence of the income tax share changes in the consolidated budget revenues

on the change of the shadow economy level
Source. Own calculations.

This is due to the fact that direct taxes, compared to indirect taxes, have a more transparent
and simpler mechanism of accrual and payment, which allows for more effective tax control.
Instead, the complex and confusing mechanism of indirect tax administration creates the
preconditions for the widespread use of tax evasion schemes.

The reasons for the unsatisfactory state of small business development in Ukraine, related to
direct government regulation, are:

- frequent changes in tax legislation, which does not allow small businesses to operate in a
stable manner and plan their activities. In particular, in recent years the criteria for assigning
enterprises to certain groups of small businesses have changed several times;

- absence of real valid tax benefits for newly created small businesses;

- excessive government regulation that slows down the development of small business;

- complicated document flow and excessive requirements for the organization of small
enterprises.

Among the factors influencing the development of small business related to the financial
sector of the economy: difficulties with borrowings, expensive loans; instability of the national
currency exchange rate; low activity and efficiency of use by the small enterprises the advantages of
leasing, factoring, franchising in the creation of an economic entity and the expansion of their
activities; lack of reliable small business insurance, taking into account the specifics of the sector;

Along with this, there are a number of general macroeconomic factors that shape the
environment of small businesses and negatively affect their development: insufficient effective
demand of the population; lack of qualified personnel (specialists, managers); low financial literacy
of the population; corruption and bureaucracy; uneven development of regions; the tendency to
concentrate the able-bodied young population in large cities.

Fig. 9 schematically shows the impact of the analyzed household income indicators and
their economic, investment activity and activity of small and medium-sized businesses on the
change in the level of the black economy in Ukraine in terms of factors of shadowing and de-
shadowing of the economy.
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Factors of de-shadowing of the economy

Increase in the amount
of income per person
R2=-0.75

Increase in savings and
investments of the population
in securities of Ukraine

The growth in the share
of wages in household
incomes

——————,

’
! 1
1 1
! 1
! 1
! 1
! 1
’

An increase in the share of able- \: { The growth of social assistance share
bodied persons in relation to the ! X in the household income
economically inactive population 1} R2=0.5

R2=0.75 "

Levers for managing the income and investment activity
of the population

Changes in the level
of the economy shadowing

1

Levers for managing the entrepreneurial activity of the population
and the tax component of their income

/ Factors of de-shadowing of the economy \

- - —— ——

- . b S - . N S 4 - . S
/" The growth of realized v/ Growth of financial results % +’Growth of income taxes share Y
products volumes: before taxation: in the revenues of Ukraine’s

1 1] 1

1 1 1 1
i -individual enterprenuers. ' X - small business. X ' consolidated budget :
1 R2=-0.75 1 R2=-1 iy R2=-0.5 '
' - small business. | I - small and medium-sized : X !
! R2=-0.75 V business. | :
1 -small and medium-sized 11 R2 =-0.75 1 '
' business. | t !

Fig. 9. Factors of shadowing and de-shadowing of Ukraine’s economy
Source. Developed by the authors.

Thus, the factors of de-shadowing of the economy in the field of entrepreneurial activity of
the population and the tax component of their income are the growth of sales of individual
entrepreneurs, small and medium businesses, growth of financial results before taxation of small
and medium businesses and the share of income taxes in the budget of Ukraine.

Regarding the sphere of income and their economic and investment activity, the shadowing
is deepened by the following indicators: an increase in the share of able-bodied persons in relation
to the economically inactive population; the growth of social assistance share in the household
income. Factors of de-shadowing in this area are: increase in the amount of income per person, the
growth in the share of wages in household incomes and increase in savings and investments of the
population in securities of Ukraine.

106 ISSN 2306-4994 (print); ISSN 2310-8770 (online)



FINANCIAL AND CREDIT ACTIVITIES: PROBLEMS OF THEORY AND PRACTICE 2021 Ne 3 (38)

Given the close connection between certain factors and the level of the underground
economy, it could be said that in Ukraine, first of all, it is necessary to implement economic
regulation measures, which are presented below (7able §).

Table 8

Measures for regulating the analyzed factor indicators in order to reduce the level

of the shadow economy

Direction
Indicators of the Measures
change

Increase in disposable income
per capita

Raising wages, promoting investment activity, economic
development in general

Change in the share of wages
in household incomes

Rising minimum wages, balancing the highest and lowest wages
in the country, raising living standards in general

Changing the share Increasing the minimum wage of able-bodied people, creating
of social assistance in income additional jobs for people with disabilities
Changing the share Creating additional jobs, intensified activities of the employment

of the working population
among the economically
inactive population

centers, trainings for the desperate in search of work, encouragement
to employment

Increase in cash deposits
and savings in securities

Stimulating the population to investment activity, ensuring
transparency of the stock market in Ukraine, open access
to it for all citizens of the country

Change in the share of income
taxes in the consolidated budget
revenues

Legalization of income, wage growth, differentiation of tax rates,
reduction of tax pressure on income, introduction of incentive
benefits

Change in sales volume Incentive benefits for small and medium-sized business development,
and financial result before tax holidays for start-ups with criteria adequate to economic realities,
taxation of small simplification of the business registration and accounting procedure,
and medium-sized business strengthening efforts for advising potential entrepreneurs, providing

cheap loans to start and expand a business

e e R I e

Source. Developed by the authors.

The synergistic effect of the above indicated measures application will reduce the level of
the black economy in Ukraine.

After all, small businesses occupy an important place in a market economy, they can resist
monopolization, and as a consequence balance prices for goods and services. Small businesses
provide a wide range of services and provide the market with a variety of goods, they are able to
balance the interests of different market participants. In addition, such enterprises attract a large
number of young workers, including socially vulnerable groups. The state tax policy on small
business needs to be more flexible.

The situation in the sphere of small business and the results of our research as to the
influence of small enterprises on the change of the underground economy level give all the grounds
to emphasize the necessity of changing the approaches towards regulation of the small business
sphere in Ukraine with clearly defined steps to overcome the crisis of small business development.
First of all, regulatory reforms aimed at changes in the system of state business regulation are
needed. Such system should be fully transparent, efficient, consistent, stable and focused on
ensuring the interests of small business and its consumers. Secondly, it is necessary to remove
obstacles to the development of small business, significantly reducing the financial and time costs
associated with legal operation. This is about the decrease of registration procedures, reduction of
bureaucracy and state control (inspections) of small and medium-sized businesses. The third aspect
of supporting the development of small business is to encourage commercial banks to lend to small
businesses. To this end, the state should create a credit-guarantee institution, which would receive
refinancing of the National Bank of Ukraine at a lower discount rate, financing from budgets of
various levels, provided that these financial resources are directed to lending to small and medium-
sized businesses. It is also necessary to intensify the processes of insurance legislation
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implementation similar to the EU countries to improve the investment climate and insurance of
investment risks, which will reduce the risks for small business in Ukraine.

The combination of these blocks of reforms will improve the situation in the social sphere,
in the investment sphere, and in the revenue system of the consolidated budget of Ukraine. After all,
increasing the financial security of the population and improving the financial situation of small and
medium-sized enterprises will reduce social benefits in the structure of household income and
increase their investment capacity, as well as increase budget revenues of corporate income tax,
single tax and personal income tax.

Conclusion. Thus, the results of the study identified main financial levers for managing
income and investment activity of citizens, which can be used to de-shadow financial and economic
processes in the country. An analysis of the relationships between indicators that characterize the
income of the population, its investment and economic activity and the level of the Ukrainian
underground economy. The Fechner correlation coefficient revealed a direct relationship between
the change in the share of social assistance in the household income (the correlation coefficient
is +0,5), share of the working population (the correlation coefficient is +0,75) and the change in the
level of black economy. There is an inverse relationship between changes in personal income (the
correlation coefficient is -0,75), the share of wages in household incomes (the correlation
coefficient is -0,75), savings and investments in securities (the correlation coefficient is -0,25), the
income taxes share in the revenues of Ukraine’s consolidated budget (the correlation coefficient is
-0,5) and changes in the level of shadowing. Among the indicators of entrepreneurial activity
of the population, the factors of de-shadowing (there is a close inverse relationship with the change
in the underground economy) are changes in pre-tax financial results (for small business —
functional inverse relationship and for small and medium-sized business — the correlation
coefficient is -0,75) and volumes of sales small business and medium-sized business (the correlation
coefficient is -0,75).

To minimize the risk of the national economy shadowing, state regulators should pay special
attention to the financial levers of income management, investment and economic activity of
Ukraine’s population, taking into account the correlations between the researched indicators.

In general, taking into consideration the results of correlation analysis based on the Fechner
correlation coefficients calculation for the individual indicators of household income and the
population’s economic and investment activity and small and medium-sized businesses activity
with the level of the black economy, it can be argued that in Ukraine governmental reforms should
be aimed at raising living standards, the basis of which are the level and structure of the household
income and development of small and medium-sized businesses. Thus, the growth of wages level
and its share in the household income, disposable income per capita in general will have a positive
impact on reducing the shadow household income. Stimulating employment, in particular formal
employment, also helps to reduce the underground economy.

Along with ensuring the growth of household incomes, the government of Ukraine should
actively implement measures to stimulate the development of small and medium-sized businesses,
which will create additional jobs and contribute to the growth of incomes.
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