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This study comprehensively assesses Ukraine’s shadow economy, focusing on evaluation methodologies
and identifying key determinants. It aims to provide insights into the intricacies of Ukraine’s shadow econo-
my, shedding light on its size, impact, and underlying drivers. The study critically reviews assessment approach-
es and conducts empirical testing within the Ukrainian context to refine estimations. By employing a compre-
hensive approach, it assesses the shadow economy’s size and drivers, considering factors such as tax rates,
unemployment, and GDP growth. The study emphasizes the importance of a context-specific approach and the need
for reqular updates to assessment methods to align with current economic conditions. The research offers valuable in-
sights into Ukraine’s shadow economy and its key drivers, laying the foundation for informed policy decisions. It sets
the stage for future studies to explore the dynamics and potential solutions related to Ukraine’s shadow economy.
Key words: shadow economy; assessment methods; fiscal landscape; determinants; customs and tariff requlation.

HocnidxeHHs1 npucesiyeHe bazamoepaHHOMY nNUMaHHIO MiHbOBOT eKOHOMIKU 8 YKpaiHi. AKUeHmyemsCsi ygaza Ha Memo-
Oax OuiHKU ma Kr4Hosux demepMmiHaHmax, Wo euKopucmosytomscsi 0rs 8UMIpro8aHHs i posmipy ma ernusy. 3aysa-
)KYEMbCS, W0 MiHbO8a €KOHOMIKa MOCMIUHO cmaHo8UMb 3Ha4Hy nepeuwkody 0715 EKOHOMIYHO20 flaHOwagmy Ykpai-
Hu, cmabinbHo cknadarodu 3HayHy YacmuHy i BBI1. Y cmammi xapakmepu3yembcs seuwie «miHbO8OI eKOHOMIKUY, if
ocobnugocmi ma 8udu, MiOKPECTIEMbCS PI3HUUS 8IMYUSHSIHOI ma e8pornelicbKoi mepMiHooaii. BusHa4yarombsCsi KIlto-
4o8i YUHHUKU, WO 6r/uearms Ha piseHb MiHbOBOI eKOHOMIKU, maki sk modamkosi cmaeku, pieeHb 6e3pobimms ma
3pocmaHHs BBI1. Y cmammi Kpumu4dHO po3sansidarombCs iCHyroHi midxo0u 00 OUJHK8aHHST YacmKu MiHbO8OI €KOHO-
MiKU, SIKi criuparombCsi Ha 8IMYUSHSIHI ma MiXKHapOOHi HayKoei OOCHIOXEeHHS], CrpsIMO8aHi Ha PO3Kpumms ocobnueoc-
mel pyHKUjOHy8aHHSI 0aHO20 (heHOMEHY 8 YKpaiHi. AHanisyrodu ui Memoou 8 yKpaiHCbKOMY KOHMEKCMI, asmop mMae
Ha memi 800CKOHannumu ma nidsuUUMU MOYHICMb OUIHOK, WO 8 KiHUegoMy nidcyMKy 0038011UMb cchopmysamu UiHHI
8UCHOBKU 0r1s1 ypsidosujs. [nsi 0aHo20 OocridkeHHs1 Bynu gukopucmaHi ogbiuitiHi Oxepena, maki sk [epxasHa Criyx-
6a cmamucmuku ma Minicmepcmeo ¢biHaHcie YkpaiHu. OcHogHUL 8eKmop AOCHIOXeHHS CripsMosaHull Ha ¢bopMyeaH-
HS 4imKoi Mo3uuyji cmoco8HO PO3POBKU KOMIIIEKCHO20 r1idxody 00 aHarli3y miHbO80I eKOHOMIKU 8 YKpaiHi, @ makox Ha
CMBOPEHHSI nidsasiuH 0118 PO3POOKU HayKo80 0BrpyHmMOo8aHoi nonimuku ma iHiyiamusu Ornsi e¢beKmueHo20 rnodosiaHHs
3a2po3, sIKi cmeoproe MiHbo8a ekoHoMiKa. [MiOKpecIembcsi HEObXIOHICMb 3acmMOCy8aHHST KOHMEKCMHO-OPIEHMO8aHUX
nioxodie, a MaKoX 8aXJ/IU8ICIMb pezysrisipPHO20 OHOBIEHHS Memodie OUIHKU 8i0ro8iOHO G0 MIHIUBUX €KOHOMIYHUX YMOS,
wo 3abesriedye eghekmuesHicmb cmpameeitl ma 3axodie Mpoms2oM mpueasio2o HYacy. 3asHa4aembCs, WO NPO8eOeHHs
MaKpOEKOHOMIYHO20 aHarli3y CmpyKmypu 308HIiWHBLOI mopaierii Moxe AornomMo2mu y 8USIBNIEHHI MIHLOBUX CXeM, M08 s-
3aHUX i3 MUMHO-MapuHUM peayrtoeaHHsIM. Hazonowyembcs, wo nodasbwi O0CIOXKEHHS], 30CepedXXeHi Ha e8omnouji
MIiHBOBOI EKOHOMIKU ma I adanmueHoCMI, MOXymb Hadamu 8axxriusy iHgbopMauiro rMpo eghekmusHICmb makux 3axodis.
KntovoBi cnoBa: miHbo8a eKoHOMiIKa;, Memodu OUiHKU; bickanbHUl faHOwaghm, OemepMiHaHmu, MUMmMHO-mapugHe
peayrito8aHHs.

Statement of the problem in a general form shadow economy. According to data compiled by the
and its connection with important scientific or Ministry of Economy of Ukraine, the size of the shadow
practical tasks. The Ukrainian economy has long economy has remained consistently high, accounting
grappled with the persistent challenge of a substantial for approximately 27-31% of the country’s GDP in
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2019-2023 [7]. This prevalence of informal economic
activities poses significant hurdles to Ukraine’s
post-military aggression recovery, necessitating the
exploration of effective measures to overcome the
shadow economy and bolster state budget revenues.

To address this pressing issue, a comprehensive
theoretical analysis of the methodologies employed
in assessing the level of the shadow economy is
imperative. Such an analysis should be tailored
specifically to the Ukrainian context, where the extent
and impact of the shadow economy are particularly
pronounced. By critically examining and evaluating
existing assessment methodologies, policymakers
and researchers can gain valuable insights into the
intricacies of the shadow economy in Ukraine. This, in
turn, can inform the development of targeted strategies
and interventions to combat its negative effects.

Analysis of the latest studies and publications,
which the author relies on, which consider this
problem and approaches to its solution. Research
conducted by both foreign and Ukrainian scholars has
focused on exploring various methods for assessing
and understanding the determinants of the shadow
economy. Ivanchenko and Semibratova’s study
provides a comprehensive summary of these methods,
categorizing them into two groups: micro (direct) and
macro (indirect) approaches [17]. Similarly, a team of
Ukrainian scientists has systematized the methods
into three groups: accounting and statistical methods,
methods of open inspection, and economic and legal
methods [12].

Foreign scholars DellAnno and Davidescu identify
three main assessment methods: direct approaches
that capture the scope of shadow economic activity at
a particular moment in time (survey methods), indirect
methods to track the development of shadow activities
through time using macroeconomic variables, and
structural equation models (SEM) that estimate
shadow activity as an “unobserved” variable [6].

A study conducted by Berger et al. [1] investigated
the relationship between the debt-to-GDP ratio and
the size of the underground economy in Greece.
The findings confirmed theoretical assumptions,
demonstrating a positive correlation between the
two variables. The authors highlighted the significant
influence of factors such as high tax rates, the
complexity of taxation systems, tax burden, social
security burden, size of the public sector, and total
public expenditure on the shadow economy. Moreover,
the study revealed that less developed economies
or transition economies tend to exhibit different sets
of determinants, often linked to the imperfections
in their tax systems and labor markets. In contrast,
more developed economies generally experience a
lower scale of the shadow economy, primarily due to
proper business and labor market regulations. Later,
Berger et al. [2] found that the shadow economy can
be restrained by reducing income disparity while
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spending and tax decentralization have minimal
effects.

Remeikiene and Gaspareniene [16], Lithuanian
scholars, provided a comprehensive characterization
of the shadow economy across fiscal, economic,
legal, and statistical contexts. They also analyzed the
strengths and weaknesses of theories explaining the
phenomenon of the shadow economy. In addition,
they conducted an empirical study examining the
effect of shadow economy drivers on the size of
the shadow economy in Ukraine between 2005 and
2012 [10].

The experts from the Kyiv-Mohyla Academy have
made a significant contribution to the research and
economic modeling of Ukraine’s shadow economy.
Their team developed an aggregate macro model for
Ukraine, using a system of simultaneous equations to
capture the relationships between key macroeconomic
indicators such as the exchange rate, employment,
inflation, GDP, discount rate, labor demand, and the
level of Ukraine’s shadow economy [14].

This article addresses unresolved issues within
the broader problem of Ukraine’s shadow economy. It
enhances existing estimation methodologies, explores
unique aspects of Ukraine’s shadow economy,
and provides tailored policy recommendations.
The study emphasizes the need for longitudinal
research, regional and sectoral variations analysis,
and comparative studies with peer economies in
the region. In summary, it offers a comprehensive
understanding of Ukraine’s shadow economy and
practical insights for policymakers and stakeholders.

Formulation of the goals of the article
(statement of the task). This study aims to
comprehensively assess Ukraine’s shadow economy,
focusing on evaluation methodologies and identifying
key determinants.

The methodology employed in this study involves a
comprehensive approach to assess Ukraine’s shadow
economy. Data collection is initiated through official
sources such as the State Statistics Service and the
Ministry of Finance. To achieve the set goal, the study
conducts an extensive review of existing shadow
economy estimation methods in Ukraine, focusing
on their strengths and weaknesses for potential
enhancements. This approach aims to identify key
drivers of the shadow economy, encompassing
variables such as tax rates, unemployment, and GDP
growth.

Presentation of the main research material.
In accordance with the reasons and nature of the
business activity, the International Labour Organization
(ILO) experts categorize the unobserved economy
into several components: the shadow economy,
informal economy, illicit economic activity and output,
unrelated to the economy (production for personal use
only), and procedures that are statistically intractable
due to flawed data collection systems [13, p. 22].
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While the term “shadow economy” is commonly used
in Ukraine and scientific research [9], EU countries
prefer the term “informal economy” [11].

The State Statistics Service of Ukraine [18, p.
2] defines the shadow economy as legal activities
that are hidden from public officials to avoid taxes,
social security payments, mandatory minimum
wage standards, compliance with working hours,
workplace safety and health norms, as well as
specific administrative processes, including statistical
reporting. In essence, this interpretation aligns with the
international definition of the informal economy and
undeclared labor within the formal sector of European
countries. Determinants of the shadow economy
have received significant attention in the literature and
studies conducted by international organizations.

The relative impact of shadow economy
determinants in OECD countries, expressed as a
percentage, includes factors such as the scale of
the shadow economy, individual income tax, indirect
taxes, taxation sentiment, rates of unemployment and
self-employment, GDP growth, and free business
environment [6]. Experts hypothesize that the tax
burden has a significant impact on the scope and
growth of the shadow economy in OECD countries —
the shadow economy grows as a result of higher tax
burdens.

In the context of fiscal considerations, Remeikiene
and Gaspareniene [16, p. 520] link the shadow
economy to tax evasion and black accounting
practices. Concealing profits from fiscal and regulatory

authorities serves as a mechanism to offset excessive
fiscal pressure and maintain a certain level of
profitability. A growing share of the shadow economy
in GDP can result in macroeconomic imbalances
and pose risks to a country’s economic security. Tax
evasion efforts impose significant financial losses on
transition countries’ budgets [12, p. 246]. Therefore,
conducting macroeconomic analysis of foreign trade
structures can help identify shadow schemes related
to customs and tariff taxation.

Canh and Dinh Thanh [3] utiized panel
econometric methods and found that export
diversification and quality have non-linear effects on
the shadow economy. Hence, non-linear methods are
recommended for studies focusing on customs and
tariff taxation.

The Ministry of Economy of Ukraine [15, p.
3] employs four methods to estimate the size of
the shadow economy: the energy method, the
monetary method, the “household expenditures
— retail turnover and services” method, and
the method of enterprise loss-making. These
methodologies were approved by the Decree of
the Ministry of Economy of Ukraine No. 123 of
18.02.2009 “On Approval of the Methodological
Recommendations for Calculating the Level
of the Shadow Economy” [4] and have been
further enhanced by the Decree of the Ministry
of Economy No. 104 of 20.01.2021 [5]. Table 1
presents an overview of the methods used to
calculate the shadow economy in Ukraine.

Table 1

Methods for calculating the shadow economy in Ukraine

expenditures —
retail turnover"

on products and the total amount of
goods sold to the population by all legal
organizations

which may affect the
representativeness of the
sample.

Methods Essence Drawbacks Recommendations
1 2 3 4
. The sample survey
A direct method that measures the -
Method of . . of household living Ensure that the sample
"household difference between consumer spending conditions is voluntary, survey of household

living conditions is
representative.

An indirect method that determines
trends in the proportion between the

The base period for
calculation is 2003,

the modified method

Financial cost of goods, works, and services )
method used in production and gross income which may not accuratgly
. . o reflect current economic

of enterprises (business associations), conditions

institutions, organizations in the country '

An indirect method that calculates The base year for

4 . calculation is 1991,

Monetary the sum of weighted values using the which mav not accuratel
method Gutmann method (Gutmann, 1977) and y y

reflect current economic
conditions.

Energy method

An indirect method that contrasts the
rise of GDP with the growth of residential
electricity consumption. It is presumable
that an increase in residential electricity
use will follow an increase in real GDP.

It is presumed that electricity is used

for underground production if domestic
electricity consumption is growing faster
than GDP.

The base period for
calculation is 1990,
which may not accurately
reflect current economic
conditions.

It is necessary to
constantly review the base
period for the calculation,
as the UAH exchange rate
appreciated significantly in
2014 and in 2022.
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Continuation of Table 1

1 2 3 4

To compute the
maximum marginal
shadow economy ratio,
it is assumed that all

It determines the marginal minimum The approach to estimating

Mggjﬁgﬁfw g and maximum shadow economy ratios fgsgretsosr?lj; Bﬂ;'gﬁﬁgfaste 4 |the gross value added of
enterprises as a share of GDP within which the data, and all unprofitable loss-making enterprises

level of the shadow economy is located. should be reviewed.

enterprises conceal the
entire gross value added
of their output, not just

their profits.

Source: compiled by the author

This methodology has been utilized in Ukraine
since 1990 and has consistently relied on the same
determinants. However, it is crucial to revise the
base period due to the significant appreciation of
the hryvnia, which has influenced consumer and
producer behavior and resulted in a decline in
purchasing power. The “household expenditures —
retail turnover”, energy, and enterprise loss-making
methods encompass imports of goods, imports and
exports of energy, and imports of production inputs,
respectively.

Conclusions from this study and prospects for
furtherresearch in this direction. In conclusion, this
study has undertaken a comprehensive assessment
of Ukraine’s shadow economy, with a focus on
evaluation methodologies and the identification of
key determinants. The study has shed light on the
persistent challenge posed by Ukraine’s shadow
economy, emphasizing the need for a context-specific
approach. It has also underscored the importance of
regularly updating assessment methods to align with
evolving economic conditions.

Future research can delve deeper into the
dynamics of the shadow economy by exploring
its evolution over time. Longitudinal studies can
provide valuable insights into the effectiveness
of policy interventions and the adaptability of
the shadow economy to changing economic
landscapes. Additionally, further investigation into
the specific sectors or regions most affected by
shadow economic activities can guide targeted
policy measures.

Moreover, = comparative  analyses  with
other post-transition economies can offer a
broader perspective on shared challenges
and potential solutions. Collaborative efforts
between researchers and policymakers should
be encouraged to facilitate the implementation
of evidence-based policy reforms. To
conclude, Ukraine can effectively combat the
shadow economy by refining its assessment
methodologies, implementing strategic tax
reforms, fostering collaboration, and continuing
to advance research in this critical domain.
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