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PRIMARY FACTORS SHAPING UKRAINE’S CUSTOMS
AND TARIFF POLICIES AMIDST SHADOW ECONOMY

OCHOBHI YHUHHUKHU ®OPMYBAHHS MUTHO-TAPU®HOI ITOJITUKA YKPATHH
B YMOBAX TIHI3AIII EKOHOMIKHA

This study examines Ukraine’s shadow economy, specifically its customs challenges and tariff regulation. In the context of
globalization, the study explores methodological enhancements proposed by scholars for measuring the shadow economy and its
influencing factors, emphasizing export-import taxation and financial tax mechanisms. The study employs the mirror statistics
method to analyze export-import operations and investigates the sectoral structure of taxable imports. Key product categories
contributing significantly to shadow economic activity are identified. Customs policies, notably customs undervaluation, and
their impact on tax base reduction are discussed. The article addresses the absence of digital indicators, explores methodological
improvements, and focuses on export-import taxation. By analyzing sectoral structures and customs policies, the study seeks to
enhance our understanding of the shadow economy’s dynamics and its relationship with customs and tariff regulation.
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Hocnioxcennsa cnpamosane Ha 8UCSIMAEHHA NPodaem MiHb080I eKOHOMIKU 8 YKpaiHi 3 akyeHmom Ha MUumuux nUmaHHsx
i mapugromy peeymosanni. ITiokpectioemvpcs, wo minb08a eKOHOMIKA PO3BUBAEMbCS NAPALEILHO 31 CHPIMKUM 3POCMAHHAM
enekmponnoi komepyii ma yugposux mpanzaxyiil. Ipu yvomy mpaouyiini Memooono2ii oyinKu minb08oi eKOHOMIKY 30e0LTb-
w020 He 8paxosyiomy yi yupposi eumipu. JJana cmamms mac Ha Memi YCyHymu yio Memoooi0iuty npo2aiuty 8 KOHMeKchi
MumHo-mapugroeo pe2ynosanus ¢ Yrpaini. Cnuparouucy Ha cyuacHi Haykosi po3eioku, asmop 8i03Hauac 6i0CymHuicmy yugpo-
BUX THOUKAMOPIE MIHLOBOT eKOHOMIKU Y MPAOUYIUHUX OYIHKAX A BKA3VE HA NEPeKoOU, SKI yje CMEOPIOE Ok PO3YMIHHS BIIUGY
MiHbOBOI eKOHOMIKU HA Mmapughre peyno8ans, 0cooIuso 8 YKpaincokomy Koumexcmi. J[ia noeHiuto2o po3yminHa OuHAMIKU
MiHb0BOT eKOHOMIKU 6 YKpaini, 0cobau60 y ceimii 308HiUHIX (hakmopis, wo Oitons 6 enoxy 2nodanizayii, 00CIiONCYIOMbCA
Memo00n02IuHT 600CKOHANIEHHS, 3ANPONOHOBAHI HAYKOBYAMU O BUMIDIOBAHHS MIHbOBOI eKOHOMIKYU MA (axmopis, wo eniu-
saromv Ha nei. OcHosna yeaza npuoiAcmbCcs OnOOamMKy8aHHIO eKCHOPMHO-IMNOPIMHUX Onepayiti ma (iHancosum no0amrko8um
8adCensIM, AKI 3aUMAIOMb KI0Y081 NO3UYIT 8 00CIIONCEHHAX MIHbOBOT eKOHOMIKU. /1A aHANi3y eKCnOPMHO-IMNOPMHUX onepayitl
BUKOPUCIOBYEMBCA MEMOO 03ePKANLHOI CINAMUCUKY, KU WUPOKO 3ACMOCOBYEMbCA Y CGIMOSIN npakmuyi. Axyenmyemo-
A, WO Memoo none2ulye NOPIGHAHHA NOKA3HUKIE HA OCHOBI HANPAMKIE MOP20BENbHUX NOMOKIE M08apie, NPONOHYIOUL 8aMiC-
Jee po3yMiHHA onepayiti MiHb0GOI eKOHOMIKU. ¥ crmammi Ha2onouLyemvCs 8axXCIUGICIy NO2IUOIEH020 BUBUEHHA (PaKmopis,
108 "S3aHUX 3 MUMHOIO Chepolo, Wjo NIUBAIONb HA 3POCMAHHS MA YHKYIOHY8aHHS MIHbOBOI eKOHOMIKU. A6mop ananizye 2ay-
3e8y CHPYKIMypy 0N0OAMKOBYBAHO20 IMNOPMY, 6UOLTAIOYU 2PYnU MOBAPIB, AKI 8iicparomp 3HAUHY POl Y MiHbOGIU eKOHOMIYHILL
disibHocmi. 30kpema, 062080pPIOEMbCA BNIUE MUNMHOT NOTIMUKY, OCOOTUBO 3AHUICEHHS. MUMHOI 8aPMOCH, Ma 11020 HACTIOKU
071 3MEeHUeHHs 6a3u onooamkyeants. IIiokpecatoemyca HeoOXiOHICHb PO3YMIHHSA YHIKATbHOT OUHAMIKY MIHbOBOI eKOHOMIKU Md
i1 63a€MO0IT 3 MUMHO-MAPUDHUM ONOOAMKYBAHHSAM.

Karouosi cioBa: vumno-mapugpne pezyniogans, Mumna norimuxa, iMnopmHo-eKcnopmui onepayii, 03epkanbHa cmamuc-
MUKa, akyusHuii nNOOamox, miHb08a eKOHOMIKA.
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Problem statement. The shadow economy in
Ukraine presents a complex and multifaceted challenge
that demands a nuanced approach, especially concerning
customs issues and tariff regulations. In today’s digital
age, the shadow economy has evolved significantly,
driven by the rapid rise of e-commerce and digital
transactions. Traditional methodologies for assessing the
shadow economy often overlook these digital aspects,
leaving a crucial gap in our understanding. This research
underscores the need to address this methodological
gap within the context of customs and tariff regulations
in Ukraine.

Analysis of recent research and publications. We
draw inspiration from the work of Gaspareniene and
Remeikiene [1], who emphasized the absence of digital
shadow economy indicators in traditional estimations.
The omission of such determinants in customs-related
assessments poses challenges in understanding the true
extent and scope of the shadow economy’s impact on
tariff regulations, especially in the Ukrainian context.
Our study also takes cues from the methodological
enhancements proposed by Ibanez et al. [2] and Putnins
& Sauka [3] for measuring the shadow economy and
its impacting factors. These enhancements provide
valuable reference points for our study’s methodology
and findings.

Additionally, Nguyen and Luong’s [4] investigation
of corruption, the shadow economy, and economic
growth in Asian economies offers a comparative
perspective, highlighting the multifaceted impact of
shadow economy-related issues on economic progress.
Furthermore, we consider the influence of globalization
and its intricate relationship with the shadow economy,
as explored by Eren [5]. This global perspective
resonates with the dynamics that influence Ukraine’s
shadow economy, making examining the external
factors at play essential.

Abel Polese et al. [6] conducted a comprehensive
theoretical and analytical study. Their research
encompasses theoretical approaches to the structure
of the shadow economy, an analysis of the sectoral
and regional composition of Ukraine’s shadow
economy, and an exploration of the factors influencing
its growth.

Schneider and Buehn’s work [7] sheds light on
estimating the shadow economy’s size using the
discrepancy method applied to tax compliance data.
Their findings caution against relying solely on official
indicators affected by the shadow economy’s growth,
potentially leading to policy misdirection due to
inaccurate assessments. Moreover, Schneider and Enste
[8] emphasize that a burgeoning shadow economy can
distort economic policy based on erroneous “official”
indicators such as unemployment, labor force, income,
and consumption. The reliance on these indicators,

which may be inaccurate or influenced by the shadow
economy, could pose challenges for policymakers in
making informed decisions.

However, it is evident from the bibliographic
analysis that the existing studies have provided limited
insights into the methods used to determine the extent
of the shadow economy and the impact of customs and
tariff taxation on Ukraine’s economy. This gap in the
literature underscores the need for further investigation
and analysis. The conducted research demonstrates the
inherent limitations in assessing the scale of the shadow
economy, emphasizing the need for critical analysis of
existing methods to identify their shortcomings, propose
solutions, and develop new universal approaches
to evaluate the extent of the “shadow” in Ukraine’s
economy [9].

The existing literature provides valuable insights into
the various methodologies employed in assessing the
determinants and dimensions of the shadow economy.
By building upon this foundation, the present study aims
to contribute further by examining the specific methods
used for assessing the shadow economy in the Ukrainian
context, ultimately informing the development of
strategies to effectively address this issue and foster
sustainable economic growth.

The purpose of the article. Our research aims to
illuminate the unique dynamics and characteristics
of Ukraine’s shadow economy, with a specific focus
on how customs-related factors impact its growth and
operation. The primary objective of this paper is to
identify methods for detecting and overcoming the
shadow economy by analyzing the effects of customs
and tariff regulations. By addressing this research gap,
the study aims to contribute to a more comprehensive
understanding of the shadow economy’s dynamics in
Ukraine and provide valuable insights into strategies for
mitigating its impact on the economy.

Presentation of the main material. The taxation of
export-import operations and financial tax levers hold
a significant position in shadow economy research.
When analysing export and import operations, the
method of mirror statistics, a widely adopted approach
in global practice, is employed. This method allows for
the comparison of indicators based on the directions of
trade flows of goods.

Following the UN recommendations, the State
Statistical Service of Ukraine introduced a methodology
for comparing data from the main partner countries
in foreign trade using the method of mirror statistics.
This method, classified as a direct method, was approved
by the Decree of the State Statistics Service of Ukraine
No. 419 dated December 29, 2000, titled “On Approval
of the Methodology for Comparing Data of the Main
Partner Countries in Foreign Trade in Goods”. Updates
to the methodology were subsequently incorporated as
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per the Decree of the State Statistics Service of Ukraine
No. 588 dated December 7, 2006 [10]. The method of
mirror statistics involves reconciling the imports of
goods from a particular country with the exports of the
partner country.

Using data from the State Statistics Service, the
sectoral structure of taxable imports will be determined
to identify the product groups that contribute the largest
share. Figure 1 illustrates the sectoral structure of
taxable imports by industry for the years 2020-2021.

According to Figure 1, machinery, equipment,
and transport constitute the largest share, accounting
for approximately 31-33% of the import revenue
structure. Given this significant proportion, it is
recommended to employ the mirror statistics method to
calculate monetary and physical data for the Ukrainian
Classification of Goods for Foreign Economic Activity
code 8703, which pertains to “Automobiles and other
motor vehicles primarily intended for the carriage of
people”. This product group is subject to import duty,
excise tax, and VAT. Notably, there has been a notable
shift in the imports of fuels and lubricants, increasing
from 16% to 22%, driven by the post-pandemic recovery
and subsequent surge in demand. These specific product
groups are associated with high rates of customs and
tariff taxation avoidance.
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To further investigate this, a sample of Ukrainian
imports of passenger cars and exports from the top five
partner countries was selected and analyzed using the
mirror statistics method in both monetary and physical
terms. The findings are presented in Tables 1 and 2,
based on TradeMap data [11].

Comparison of the indicators in Table 1 reveals that
there are significant differences in the directions of trade
flows in Ukrainian imports with the Top 5 exporting
countries in terms of monetary value, particularly
in 2022 This trend is caused by the introduction of a
preferential import duty regime for vehicles in April-
June 2022 at a rate of 0%.

A comparison of monetary and quantitative
indicators allows us to identify the cause of the
discrepancies. Significant discrepancies are due to
the underestimation of the customs value of cars in
2022 by almost 3.6 times in Poland, 3 times in Japan,
2 times in Germany, and 15% in the United States.
This discrepancy occurred because the reduction of
import duty to 0% did not exempt the vehicles from a
20% value-added tax (VAT), in addition to differences
in exchange rates.

Thus, the main violation, when it comes to customs
policy, is the understatement of the customs value of
goods, which aims to reduce the tax base.

= 1-24 Food and agricultural products
= 25-26 Mineral products

27 Fuel and energy products

28-40 Chemical products, rubber

= 41-43 Leather, fur, and products made of
them

= 44-49 Wood and pulp-and-paper
products

= 50-67 Textiles, textile products,
footwear

= 68-70 Stone, glass, and ceramic products
= 72-83 Metals and metal products
= 84-90 Machinery, equipment, and

transport

= Other goods

Figure 1. Taxed imports by sectoral structure in 2020-2021, %.

Source: compiled by the author according to the State Statistics Service of Ukraine [14]
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Table 1
Analysis of Statistics on Imports and Exports of Commodity Heading 8703 “Automobiles
and Other Motor Vehicles Primarily Intended for the Carriage of Persons” (%)
Trade directions 2018 2019 2020 2021 2022
Imports Ukraine-Germany 50.90 44.41 45.74 42.17 45.90
Export Germany-Ukraine 50.21 30.90 30.88 27.34 23.39
Import-export difference 0.69 13.51 14.86 14.83 22.51
Imports Ukraine-USA 36.21 34.20 34.90 31.81 28.88
Export USA-Ukraine 32.62 30.24 28.61 26.16 9.81
Import-export difference 3.59 3.96 6.29 5.65 19.07
Imports Ukraine-Japan 44.13 33.69 33.63 31.24 31.75
Export Japan-Ukraine 32.95 25.54 19.84 18.35 16.32
Import-export difference 11.18 8.15 13.79 12.89 15.43
Import Ukraine-China 3.77 2.22 2.23 3.75 5.54
Export China-Ukraine 3.32 2.15 2.24 3.75 2.95
Import-export difference 0.45 0.07 -0.01 0.00 2.59
Imports Ukraine-Poland 18.85 15.58 12.54 10.04 8.79
Export Poland-Ukraine 14.95 11.56 15.19 15.70 29.47
Import-export difference 3.90 4.02 -2.65 -5.66 -20.68
Source: compiled by the author based on TradeMap data [11]
Table 2
Analysis of Statistics on Imports and Exports of Commodity Heading 8703 “Automobiles
and Other Motor Vehicles Primarily Intended for the Carriage of Persons” (in tons)
Trade directions 2018 (%) 2019 (%) 2020 (%) 2021 (%) 2022 (%)
Imports Ukraine-Germany 83.56 66.74 66.00 71.00 65.00
Export Germany-Ukraine 38.06 34.54 32.85 36.00 22.04
Import-export difference 45.50 32.20 33.15 35.00 42.96
Imports Ukraine-USA 51.00 4991 64.89 54.52 50.32
Export USA-Ukraine 39.24 39.76 40.38 43.25 17.97
Import-export difference 11.76 10.15 24.51 11.27 32.35
Imports Ukraine-Japan 38.53 37.40 36.46 36.72 36.42
Export Japan-Ukraine 13.60 14.81 13.43 14.25 7.94
Import-export difference 24.93 22.59 23.03 22.47 28.48
Import Ukraine-China 6.01 6.10 6.54 6.46 6.50
Export China-Ukraine 13.68 5.56 6.54 6.95 4.87
Import-export difference -7.67 0.54 0.00 -0.49 1.63
Imports Ukraine-Poland 26.00 29.96 25.75 17.06 15.67
Export Poland-Ukraine 44.74 47.47 48.14 40.09 54.59
Import-export difference -18.74 -17.51 -22.39 -23.03 -38.92

Source: compiled by the author based on TradeMap data [11]

To estimate the impact of customs and tariff taxation
on the shadow economy using structural equation
models, specifically multiple regression, we will utilize
the data from the State Budget of Ukraine for the period
0f 2016-2022. Table 3 presents the relevant data.

According to the State Budget for 2017, excise tax
receipts on goods imported into the customs territory
of Ukraine raised by UAH 42 billion, representing a
19.9% growth compared to 2016. This increase can be
attributed to higher tax rates, the appreciation of the
UAH exchange rate against the euro, and an upsurge
in imports of certain excisable goods, particularly
petroleum products, which saw a 1.3% increase. Import

duties also experienced significant growth, reaching
UAH 23.9 billion, a 19.5% rise compared to 2016.
This growth can be attributed to a 26.4% increase in
goods imports in 2017 and an average exchange rate
of the UAH against the US dollar, which appreciated
by 4.1% [12].

VAT and excise tax on imported goods have areducing
effect on the shadow economy. Based on these modeling
results, it is recommended to focus on reducing the rates
of excise tax and VAT, rather than export and import
duties, in order to mitigate the shadow economy in
customs and tariff taxation. For instance, the temporary
introduction of excise tax rates of 7% on main types
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Table 3
GDP and State Budget Revenues of Ukraine, UAH billion

Years 2016 2017 2018 2019 2020 2021 2022
Nominal GDP 2385,4 2983,9 35629 39772 4222 5450,8 4926,8
Revenues 612,1 787,5 920,8 998,3 1065,4 1107,1 17874
Excise tax on excisable goods 35 42,00 47,7 53,5 57,8 79,6 417
imported into the customs territory
Budgetary VAT refunds -94,9 -120,1 -131,7 -151,9 -143,1 -159,6 -84,6
Xli{ozls%;?r(iitsog;p(med into the 181,5 250,5 295.4 289.8 274,1 380,7 253,1
Import duty 20,00 23,90 26,60 29,90 30,20 36,90 233
Export duty 0,37 0,64 0,52 0,23 0,26 1,32 29
USD/UAH exchange rate 25,6 26,6 27,2 25,8 27 27,3 32,3

Source: compiled by the author according to the data of Ministry of Finance of Ukraine

of fuel in 2022, as stated in the Law of Ukraine [13],
played a positive role in meeting immediate consumer
fuel needs and consequently reduced the volume of fuel
imports in the shadow economy.

Conclusions. This study has provided evidence
supporting the effectiveness of reducing the shadow
economy in foreign trade through the reduction of excise
tax and VAT rates. It stresses the need for international
business managers and customs authorities to focus on
understanding key international, regional, and national
strategic factors in combating the shadow economy.
Recognizing the diverse methods employed in illegal
trade, such as goods substitution, misdeclaration of
quantities, fictitious exports, misclassification of goods,
and non-declaration or misdeclaration of goods, is
crucial.

The findings of this study offer valuable insights that
extend to the practical realm of international business
management. Specifically, the study emphasizes the
significance of process modeling and mirror statistics
analysisin guiding informed decision-making concerning
potential changes in customs and tariff taxation rates.
These approaches not only facilitate sound decision-
making at the state level but also hold relevance within
specific industries. By leveraging these analytical tools,
international business managers can formulate targeted
strategies to effectively address the challenges posed
by the shadow economy in the context of foreign trade.
This comprehensive understanding of the dynamics
underlying the shadow economy empowers managers to
navigate complexities, foster transparency, and promote
sustainable economic growth.
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