S. O. Spornyak, T. V. Khrypun

YK 330.111.66

S. O. Spornyak,
T. V. Khrypun,
Luhansk National Taras Shevchenko University

THE CURRENT STATE OFTHE SHADOW ECONOMY IN UKRAINE

Introduction. The spread in Ukraine a socio-
economic phenomenon of the shadow economy, as well
as volumes of production and financial resources that
are traded in this area represent a significant obstacle to
the sustainable economic devel opment. A major problem
is that the vast majority of transactions that can be
attributed to the shadow, can be done in the legal
regulatory framework, and prove the fact of shadow
activitiesrequire considerable effort by public authorities.

Operation of the shadow economy, along with legal
resulted in asignificant reduction in the structure of budget
revenues, the share of tax revenues that threatened the
implementation of important state programs. Because of
that shadow economy can not be fully reflected of the
official statistics, development of special methods of
accounting and estimates, and the amount of arrears to
the budget that allow us to estimate the real scale of
operations is the urgent task of the present stage of
development.

Analysis of recent research and publications.
Among the foreign scientists who were studying the
shadow economy, it should be noted E. Feyha,
G. Grossman, R. Gutmann, B. Rumer, L. Ronseka,
E. Saterlenda, K. Hart, S. Golovnina, V. Ispravnikova,
T. Koryahinu, Y. Kozlov, O.V. Krylov, in Lazovskoho,
L. Nikiforov, A. Osipenko, A. Shokhin and others.
Significant contribution to the understanding of the
formation and development of the shadow economy in
Ukraine have such native scholars as A. Bazyliuk,
A. Baranovsky, V. Borodyuk, Z. Varnaliy, V. Volyk,
J. Zhdlilo, S. Kovalenko, V. Mandybura, O. Paskhaver,
J. Prilipko, T. stranger, A. Revenko, O. Turchynov et al.

Economists are trying to figure out the nature and
characteristics of the shadow economy, seeking the cause
and ways to legalize and devel op methods of calculating
the shadow economy. Problematic issues at the present
time should be considered such as. identifying factors
that contribute to the development of shadow economic
activities in the business, creating a data bank, which
accumulates and classifies all types of shadow economic
activities, information forms the basis for determining
the real situation in the state, regions, alowing timely
develop preventive measures and mechanisms for
management of legalization of economic entities.

Objective. Consider the concept of “shadow

economy”, analyse the shadow economy in Ukraine and
to consider itsimpact on Ukraine’'s economy as awhole.

Basic material. Considering the problems of the
shadow economy, especially, need to understand that it
presents itself. The term “shadow economy” emerged in
the development of organizational and legal measures to
combat money laundering and capital of illicit origin [1].

O. Turchynov proposed by shadow economy
aware of the economic activity that isnot included and is
not controlled by official government agencies, and (or)
aims to generate income through the violation of the law
[2, p. 11].

For Bazyliuk A., Volyk V.F. “Informal economy
arises when the actions of government officials and state
regulatory bodies, individual s or groups conflict with the
objective economic laws’ [3, p. 37].

Lamanova T. [4, p. 22] thinks that the informal
economy is a set of relations between different
individuals, groups, individuals, individuals and
institutional units separate institutional units for
production, distribution, redistribution, exchange and
consumption of material goodsand services, resultswhich
for one reason or another does not reflect the official
statistics and the extent of which is not included in the
macroeconomic indicators.

Golovnin S.D. This term the society understands
the actual uncontrolled production, distribution, exchange
and consumption of inventory and services [5, p. 40].

Lazovskyy V. [6, p. 62] characterizes the shadow
economy asan underground, hidden from official records
and control of economic activity.

Ispravnikov V.A. determines the shadow economy
asonethat operates outside the legal framework [7, p. §].

Almost al the authors are united in the fact that the
shadow economy are outside the accounting and control,
as well as legal support, and it can not agree.

However, experience has shown that the shadow
economy is not only the various activities that are
statistically accounted for and controlled by the state but
also thefictitious economy. It may be perfectly legitimate
form of activity, but organized so that to generateincome,
such activities prejudicial to the state (no return value
added tax (VAT), salary payment in the banking structures
in the form of shares, offsets, etc.).

Analysis of works devoted to the problems of the
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Fig. 1. Theoverall structur eof economic activity

shadow economy shows that most scientists define the
shadow economy, as a set of overlooked, unregulated
and illegal (hidden, not presented for taxation) activities
to produce goods and services [2].

In our country, unlike the West, informal
institutions, forms of shadow also be studied as the legal
ingtitutions of the economy. This is because domestic
economic culture more and more law-abiding “mob” than
the West.

Domestic economists Shevyakova O.Y. and
Nikolaev M.I. considered the most comprehensive
concept defined by Feyh: “ shadow economy includes al
economic activity, which for some reason not included
in official statistics and does not fall in GDP’ [1].

Important also is the problem of division of the
shadow economy in some sectors. According to the
American economist Blades to the shadow economy
include:

1. production completely legal product that ishiding
from the authorities because of reluctance to pay taxes;

2. production of illicit goods and services prohibited;

3. hidden incomein kind.

The structure of economic activity taking into
account the existence of the shadow of its forms can be
shown schematically (Fig. 1) [4, p. 23].

According to the version of the System of National
Accounts, recommended by the UN and Eurostat, the
shadow economy refers to the economy:

1. “Hidden” — allowed by law, but not shown;

2. “Informal” — the activities of enterprises
operating lawfully owned by households and ensure the
activities of these farms;

3. “lllegal” — illegal production and distribution
services.

In turn, senior fellow at the Institute of
Macroeconomic Research under the Ministry of
Economy and Trade Development Russia Tatiana
Koryahinato the shadow economy include:

1). legal economic activity that is not counted in
official statistics because of the small turnover;

2). legal economic activity, within which thereisa
violation of economic or criminal law;

3). illegal activity [9].

Hlinkina S.P. selects the fourth segment of the
shadow economy — a false economy, that economy
postscript, speculative transactions, bribery and all sorts
of fraud.

The Russian sociologist and economist Radayev V.V.
proposes the following classification of the informal
economy by the degree of legality of business
transactions:

1). legal (informal) economy — economic activity
that doesnot violate any existinglegal provisionsor rights
of other economic agents, which while not recorded in
the accounts and contracts (natural production of
households);

2). non-legal economy — economic activity that
violatestherightsof other economic agents, but not regulated
by current legidation and isthusin non-legal aress,

3). semi legal economy — economic activity in their
respective goals of the legidation, but occasionally goes
beyond it, a “grey market” (they are associated with
different ways of tax evasion);

4). illegal, criminal economy — economic activity
isillegal and inherently violate the law. This “black
markets” (drug trafficking, illicit manufacturing and
trafficking in arms, alarge smuggling, prostitution, human
trafficking, racketeering and the use of force).
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Table 1

Typical typesof shadow activitiesin theareaof entrepreneurship, thelevel of shadowing

Ne Typical types of informd activities, Thelevel off  Scope of manifestationin the business
o/ evaluation criteria shadow, % sector
1. Illegal activity Individual entrepreneurship
in numbers employed in unregistered
fadlities 75,3
in numbers employed in unregistered Smdl business structure in number of
fadlities 62,3 employed persons 5.1
2. Evasion of taxes from established norms and 61.3% of registered businesses
standards, the total tax
10-50
3. Keeping corrupt government and regulatory 67.4% of the number of registered
bodies (the share of profits to be transferred busi nesses
informally to representatives of corrupt
Or gani zati ons) 850
4, Maintenance of criminal groups from income Business structures, which operaeillegally
businesses 520
5. Theft of state and collective property as % of Almost every second the business object
total registered crimes (of tested) reported embezzlement
27,8
6. Violation of thelaw in transactions with cash, Business structures,  specializing in
financial and credit operaions providing finandal and credit services
59 including: violations of foreign exchange
transactions
7. Violation of rules of trade and illegal trading Business structuresin the area of trade
activities, fraud buyers and customers 6,3

Sources of income as one of the constituent
elements of the shadow economy (*“underground” and
“informal”) are the various levels and different and may
change under the influence of various factors [1].

Shadow economy in Ukraine is the result of a
systemic economic crisis that has arisen due to lack of
methods of market reforms. The spread of the shadow
economy in Ukrainewas held at the destruction of existing
distribution relationships and building new ones, which
significantly raised the established balance of interests of
economy, parity of its individual areas, effective
management motivation [9].

Based on review of economic research, publications,
focusing on quantitative measurement of the level of
shadow economy, we can conclude that in practice are
mainly used valuation methods that are likely in nature.

According to research Ortynsky V.L. observed the
shadow of the next level in various business areas of
Ukraine (Tab. 1) [10].

According to the Ministry of Economy, the level of
shadow economy of Ukraine on the basis of the second
quarter of 2009 is 36% of official GDP [11].

Shadow economy of Ukraine in terms of financia
and economic crisis has become a total character and
estimated individual expertsand researchers of up to 60%

of GDP, which represents nowadays a real threat to
national security. Thisinformed the scientists of NAS of
Ukraine in the national report “ Socio-economic situation
in Ukraine: Implications for People and the State”.

Most experts believe that 25-50% of the turnover
of private enterprises are not reflected in documents of
accounting (shadow turnover). The level of the shadow
depends on what kind of enterprise, “who stands behind
it” and so on. Most small businesses “ shadow” can reach
80-90%.

According to independent experts, the most
common types of informal activities. optimization of
taxes, progtitution, drugtrafficking, illegal migrant 1abour,
gambling. In the shadow of the common species are also
illegal return value added tax, wages “in envelopes’.

Very high levels of corruption in areas that carry
energy supply, land allocation for construction, operation
of commercial real estate (rental) and privatization of state
property. Here there is a significant gap between market
and“sales’ pricesfor “goods’ and thereforethe possibility
of obtaining super-profits that are the source of bribery
and “kickbacks’ [12].

The share of “shadow” in the domestic economy is
45.4% of the size of official GDP. The absolute amount
of unaccounted GDP, which created theinvisibleworkers
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in 2009, is 420 billion. The study also identified other
parameters of the underground Ukrainian economy. Some
of them have special value, as thisis published.

Analysis of official statistics showed that most
shaded sector of Ukrainian economy among thelegitimate
activities of the study, was trade — the level of shadow
here reaches 50% of the size of official GDP, which is
formed in this sector.

Officially, workers counter and cash register set
up for the first 6 months of 2009, 64 billion. value added
(GDP), respectively, “tradersinvisible front” brought the
shadow economy of Ukraine about 32 billion.

The next level of shadow sectors are construction
and real estate. It covered 37% of the darkness. In
monetary termsiit is about 7.4 billion USD.

Third and fourth place is occupied by the financial
sector and agriculture. In these areas 27% of hidden
activities. However, in absolutetermsfinanciersfar ahead
of farmers. The first brought the shadow of GDP in the
first half of 10 billion USD., While others — only 4,4
billionUSD.

In the fifth processing industry — in the “ shadow”
is more than one fifth of official GDP generated by this
sector. And since this is the largest segment of the
domestic economy (18.6% of GDP), then its contribution
to the shadow also very significant — 16.3 billion.

For much of the domestic business partial or
complete trandation of the shadow also turned out to be
the only way to avoid bankruptcy. Shadow business is
not burdened with excessive debt burden, is not subject
to the tax burden and not subject to bureaucratic
obstacles. Due to this he was much resistance crisis. As
long as accountabl e to the state economy rapidly declined,
the informal sector has not changed much in absolute
terms, but even the official GDPincreased markedly [13].

To date, very urgent need to identify and calculate
the level of shadow economy.

To further improve the calculation of shadow
economy and the provisions of the order of the Ministry
of Economy of Ukraine Ne 123 of Ministry of Economy
of Ukraine from 18.02.2009 approved the guidelines
calculatethelevel of shadow economy. These Guidelines
are designed to assess the level of shadow economy in
the national economy in genera and in specific types of
economic activity through indirect calculations at the
macroeconomic level, the cost of goods (and services)
that intentionally or lowered entitiesin statistical reporting.

Thelevel of shadow economy in Ukraineisdifferent
in areas and regions.

To calculate the shadow economy using different
methods. Most appropriate for determining the shadow
economy in the current statistical base are the following
methods: «spending — retail turnover,» the financial,

monetary, electric. The method of loss firms is used to
assess the minimum and maximum ratios, within which
is the level of shadow economy [14].

Conclusions. Shadow economy — is just as
important as it is a controversia issue. Argue how the
composition and volume of the shadow economy.
According to different estimates of informal sector
occupies 40 — 60% of Ukraine's economy.

In Ukraine at official meetings today remains an
acute problem of corruption, drugtrafficking, prostitution,
illegal manufacturing and sales, fictitious contracts and
transactions. State of the country’s economy remains
imperfect. Unstable | egislation discourages entrepreneurs
from legalizing their activities and forced to go in the
“shadow”. Shadow economy in Ukraine — it is not a
solitary phenomenon, but the result of a systemic crisis
of the economy.

In all countrieswith market economic structure has
been, is and probably always will be examined. It isjust
that the crime: the scale of the phenomenon can be
reduced, but eliminated entirely — almost impossible.

It should be noted that in the fight against the
“shadow” should make a list of regulatory changes in
existing legislation, taking into account its own and
international experience. Of great importance is the
consistency in international law and state regulation of
economy, because most subjects the shadow economy
are differences in the legislation of countries for profit.
Equally important is the consistency within the country
— between different government agencies. Compatible,
purposeful and timely actionswill ensure effective action
on reducing the shadow economy. It is not just legalize
the shadow economy, to increase the effectiveness of
state regulation in general. As for “hidden”, allowed the
economy, it should reduce taxes, simplify licensing. At
the same time not be allowed permissiveness, reduce
penalties and soften the administrative and criminal
responsibility to avoid, proliferation of criminal sector.

The implementation of these and other measures
will enable some extent localized shadow economic
activities, to return at least theleast crimina of the shadow
economy in the direction of normal development. All this
will contribute to the efficient handling of macro-, micro-
level, forming apositive image of our country in the eyes
of the world commonwealth and affect the flow of
foreign investment is needed for structural adjustment
and economic complex of economic growth in Ukraine.
It is not just legalize the shadow economy, to increase
the effectiveness of state regulation in general.

Today, the important task of economists is to
develop and improve methods of identifying and
calculating the level of shadow through which you can
and will fight the “shadow” in the economy.
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Spornyak S. O., Khrypun T. V. The Current
State of the Shadow Economy in Ukraine

The article describes the problems of the shadow
economy in Ukraine as well as the nature of the concept
“shadow economy”. The current state of the shadow
economy in Ukraine has been analysed. Calculation
methods of the shadow economy level are presented as
well. The shadow economy impact on the economy of
Ukraine has been discovered.

Key words: shadow economy, twilight level of
shadow economy, shadow sector.

Crhopusik C. O., Xpunys T. B. CyuyacHuii cran
TiHbOBOI €KOHOMIKH B YKpaiHi

VY cTarTi KoCcHiHKeHO BUAN i HOPMH BHSIBY €KO-
HOMIYHO{ AiSTBHOCTI B c(epi mAnTpueMHHUIITBA YKpa-
{HH. PO3KPUTO CYTh MOHATTS , TIHHOBA EKOHOMIKA” , TTPO-
aHaJI30BaHO CyYacHHI CTaH TIHBOBOi EKOHOMIKH B YK-
paini. JlocaikeHHs MiATBEPKYIOTh, IO Cy4YacHa
TIHPOBa €EKOHOMiKa Ma€ MHUPOKOMACIITA0OHUN XapakK-
Tep YIpPOBaKEHHS B yci cpepu €eKOHOMIYHOI TisiIb-
HOCTi. PO3MISIHYTO HasiBHI METOU PO3PAaXyHKY PiBHA
TiHBOBOT €KOHOMIKH Ta BUSBJIEHO ii BIIJIUB HA €EKOHOM-
iKy Ykpainu.

Kniouoei crosa: TiIHbOBa EKOHOMIKA, BUAU TIHHOBOT
JISUTBHOCTI, PIBEHbB TiHI3aIlil, TIHBOBUH CEKTOP, METOH
OIIIHKH PiBHSI TiHI3aIlii, JeTiHI3aIlisi EKOHOMIKH.

Conopusik C. A., XpunyH T. B. CoBpemenHoe co-
CTOSIHUE TeHeBOH IKOHOMHKHU B YKpauHe

B cTarbe ucciaenoBanuch BUABI U (POPMBI IPOSIB-
JIEHUs SKOHOMUYECKOH AeATeIbHOCTHU B c(hepe npeanpu-
HUMATENbCTBA YKpauHbl. PackpriTa CyTh MOHATHS «Te-
HeBasg SKOHOMUKa», IPOAHAIN3UPOBAHO COBPEMEHHOE
COCTOSIHUE TEHEBOW PKOHOMMKU B YKpauHe. Mccneno-
BaHUS IOATBEPKAAIOT, YTO COBPEMEHHAsI TEHEBAsI KO-
HOMHKA HMEET IMUPOKOMACIITa0HBII XapakTep BHEApe-
HUS BO BCE C(epbl IKOHOMHIUECKON esiTenbHOCTH. Pac-
CMOTPEHBI CYLIECTBYIOLINE METO/IbI PacyeTa ypOBHS Te-
HEBOU KOHOMMKHU U BBISBICHBI €€ BIMSHUE HA SKOHO-
MHKY YKpauHBI.

Kniouegvie cnosa: TeHeBas SKOHOMHUKA, BUIbI TEHEBOM
JeSTeTHOCTH, YPOBEHB TCHU3AIINH, TCHEBOH CEKTOP, METO-
bl OLICHKH YPOBHS TEHU3ALMH, IETCHU3ALUs] SKOHOMUKU.
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