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THE RATES OF BUDGET-FORMING TAXES IN UKRAINE: IS A
RADICAL REDUCTION ADVISABLE?

In the context of Russian Federation's full-scale war against
Ukraine, the idea of conducting a radical tax reform in our country,
which would provide for the establishment of corporate income tax,
personal income tax and VAT rates at the same level of 10%, has
become widespread, and later transformed into the idea of an "anti-
corruption” tax reform. According to the reform’s supporters, lowering
the rates of the main taxes will ensure the de-shadowing of the
economy, destroy the grounds for corruption, and on this basis will
lead to an increase in tax revenues, if not in the first year of the
reform, then at least in the short term.

Optimistic forecasts regarding the fiscal consequences of a
radical reduction in the rates of main taxes in Ukraine are based on
simplified ideas about the impact of the size of tax rates on the scale
of the shadow economy and tax revenues. The purpose of the article
is to refute these ideas by revealing, using the results of theoretical
and empirical studies, the ambiguous nature of the relationship
between tax rates and the size of the shadow economy and tax
revenues.

A comparative analysis of the rates of VAT, personal income tax,
corporative income tax and social security contributions in Ukraine
and the EU countries has been carried out, which allows to establish
that none of the EU countries has ever introduced low rates for all
major taxes and social security contributions, reduced the VAT rate to
the level of minimum EU requirements (15%), or refused to finance
pension payments through social security contributions, distributing
their burden between employers and employees. The author analyzes
the impact of tax rates, tax burden and other factors on the level of
the shadow economy and establishes why lower tax rates do not
guarantee a reduction in the scale of informal activities. The absence
of a direct link between the size of tax rates and corruption is
substantiated. Based on the analysis of the arithmetic and economic
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effects of tax rate cuts, the author determines their ambiguous impact
on tax revenues. A comparative analysis has been made of the fiscal
efficiency of the taxes whose rates are proposed to be reduced and of
the compensating taxes, and the impossibility of compensating
budget losses by increasing these taxes is substantiated. The author
concludes about the high fiscal risks of a radical reduction in the
rates of budget-forming taxes in general and the impossibility of such
a reduction during the war.

Keywords: tax reform; tax rates; social security contributions;
shadow economy; effects of tax rate cuts

The ways of reforming Ukraine’s tax system, which were discussed in 2022-
2023, are not new; the main ideas of this tax reform - the introduction of a tax on
withdrawn capital instead of corporate income tax, the unification of the personal
income tax (PIT) with the single social contribution (SSC) for the mandatory state
social insurance - have been actively discussed since 2017-2018. However, in the
conditions of a full-scale war unleashed by the Russian Federation against Ukraine,
when the demand for simple solutions to complex problems has increased, they
have moved in the populist direction, which resulted in the "10-10-10" initiative,
which meant setting the rates on corporate income tax, PIT and VAT in Ukraine at
the same level - 10%. Subsequently, this idea was transformed into the idea of
implementing an "anti-corruption” tax reform in our country, which, however, did
not mean its authors’ refusal from a radical reduction in tax rates, but a shift of
emphasis from their specific level, which, according to the reforms’ ideologists,
will still be specified as a result of negotiations with the European Commission and
the IMF, to the issue of combating tax evasion schemes and corruption in tax
authorities [1]. In fact, details of this struggle, as well as details of the long-overdue
institutional reform of the tax service (goals, measures, necessary steps, and
expected results), which could have a real impact on the attitude of taxpayers
towards the fulfillment of their tax obligations, have not yet been made public,
while the idea of a significant reduction of tax rates ("preferably to 10%", however,
the reform’s authors do not exclude the possibility of setting them at a higher level
[1]) continues to be at the center of discussions.

The authors of the reform consider the main arguments in favor of a radical
reduction in the rates of basic taxes in Ukraine their high level, which encourages
business to evade taxation, which results in a discrepancy between the legally
established and "real” rates. This problem can be solved with an "anti-corruption”
tax reform, which should destroy schemes for tax evasion and minimization, as
well as corruption in tax authorities [2]. A real result of the reform should be a new
social contract with business, whose essence is that the government coordinates the
tax system with economic realities, and business undertakes to pay taxes in full,
which will increase tax revenues. According to A. Dligach, the head of the Council
of the Coalition of Business Communities for the Modernization of Ukraine,
according to calculations, under the worst-case scenario in the first years of the
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reform, a shortfall of 4-5 billion USD is possible in the state budget revenues.
However, the most likely scenario is their growth already starting with the first
year [3].

Research analysis and problem statement. Optimistic forecasts regarding
the fiscal consequences of a radical reduction in the rates of basic taxes in Ukraine
are based on simplified ideas about the impact of the size of tax rates on the scale
of the shadow economy and on tax revenues. The purpose of this article is to
disprove, based on the results of theoretical and empirical research these
conceptions by revealing the ambiguous nature of the relationship between the
above phenomena.

Many scientific publications are devoted to the analysis of factors affecting
the scale of the shadow economy. Many of them take into account taxes - their
types (direct and indirect), tax rates, administrative burden, and tax burden. Some
studies argue that the size of the informal economy is directly dependent on the tax
burden [4]. Others claim that such a dependence can be traced in some countries
while is absent in others [5]. A number of studies argue that there is no proven
evidence of any inverse relationship between the tax rates and the size of shadow
economy. However, a warning is made that one should not expect a sure increase
in tax revenues and a decrease in the shadow sector as a result of increased tax
rates and vice versa - the size of shadow economy need not necessarily decrease as
a result of reduced tax rates [6-8].

The nature of the relationship between tax rates and tax revenues was first
defined empirically by A. Laffer in 1974, who established that increased income
tax rate initially causes increased revenues, which reach a peak (the point of
maximum revenues) at a certain moment, and then decline. This dependence is
used by supporters of tax rate reduction, as a rule, to justify its positive impact on
tax revenues, without taking into account that such an effect will only occur if it is
about reducing tax rates that exceed the rate at which tax revenues reach their
maximum, that is, about tax rates in the "prohibitive area" of the Laffer curve.
Therefore, in order to predict the expected effects of tax rate reduction, it is
necessary to establish the point of revenue maximization, realizing that it varies by
country and tax type and changes over time, as does the shape of the Laffer curve.
It is characteristic that A. Laffer himself analyzed the consequences of the
reduction of the maximum PIT rate, initiated by US President John F. Kennedy,
from 91 to 70%, and later by R. Reagan - from 70 to 50%, that is, it was about
lowering a tax rate located in the "prohibitive area” [9].

Laffer's work was continued by other researchers who applied his model to
other countries or individual taxes. Thus, A. Brill and K. Hassett established
statistical evidence of the Laffer curve for the corporate income tax, and discovered
the fact that over time the point of maximum revenues for this tax decreased from
34% to about 26% and the change in the shape of the Laffer curve, which became
steeper [10]. L. Kawano and J. Slemrod estimated the relationship between changes
in the corporate income tax rate and tax revenues, taking into account changes in
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the tax base [11]. M. Karas modeled the relationship between the PIT rate and the
revenue it generates, and defined the tax rate that would maximize this revenue in
the Czech Republic (33.14%), and found that the actual tax rate from 1994 to 2010
was below the maximum-revenue rate, while the historical tax rate was closest to
the theoretical optimum in 2007 (a deviation of 0.19 percentage points) and
deviated from it most in 1995 (a deviation of 5.76 percent) [12]. Laffer curves for
the taxation of income from labor and capital are quantitatively characterized for
the USA, EU-14 and selected European countries by M. Trabandt and H. Uhlig.
Based on the results of the study, the scientists found that the US could increase tax
revenues by 30% due to increased taxes on labor and by 6% due to increased taxes
on income from capital. For the EU-14 economy, these indicators are defined at
8% and 1% [13].

Research results. Achieving the set goal necessitated a critical analysis of
the arguments "for" a radical reduction in the rates of basic taxes, given by
supporters of such a reduction, which we will carry out, answering the following
guestions:

- are the basic tax rates in Ukraine really high?

- what is the reason for the difference between the legally fixed and "real”
rates of basic taxes, and is such a difference unique to Ukraine?

- does the radical reduction of basic tax rates serve as a guarantee of
overcoming the shadowing of the economy and corruption?

- what will be the fiscal consequences of a radical reduction in basic tax
rates?

To answer the first question, let's compare the rates of basic taxes in Ukraine
and EU countries (Table 1).

The rates of budget-forming taxes in Ukraine...

Table 1
Rates of basic taxes and social security contributions in EU countries and
in Ukraine in 2022

Basic tax rates Rates of social security contributions
Personal Corporate
Country income income VAT Employers | Employees Aggr;igate
tax* tax
Belgium 53.1 25.0 21 35.00 13.07 48.07
Bulgaria 10.0 10.0 20 19.62 13.78 33.40
Czech 23.0 19.0 21 33.80 11.00 44.80
Republic
Denmark 55.9 22.0 25 0.00 0.00 00.00
Germany 47.5 29.8 19 22.54 14.12 36.66
Estonia 20.0 20.0 20 33.80 3.60 37.40
Ireland 40.0 125 23 11.05 4.00 15.05
Greece 54.0 22.0 24 22.54 14.12 36.66
Spain 45 25.0 21 29.90 6.35 36.25
France 51.5 25.8 21 45.00 23.00 68.00
Croatia 35.4 18.0 25 16.50 20.00 36.50
Italy 47.1 27.8 22 30.00 10.00 40.00
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Table 1 (continued)

Republic of 35.0 125 19 8.30 8.30 16.60
Cyprus

Latvia 31.0 20.0 21 23.50 10.50 34.00
Lithuania 32.0 15.0 21 1.77 19.50 21.27
Luxembourg 45.8 24.9 17 15.45 12.45 27.90
Hungary 15.0 10.8 27 13.00 18.50 31.50
Republic of 35.0 35.0 18 10.00 10.00 20.00
Malta

Netherlands 49.5 25.8 21 23.50 27.65 51.24
Austria 50.0 25.0 20 21.23 18.12 39.35
Poland 32.0 19.0 23 22.14 13.71 35.85
Portugal 53.0 3L5 23 23.75 11.00 34.75
Romania 10.0 16.0 19 2.25 35.00 37.25
Slovenia 50.0 19.0 22 16.10 22.10 38.20
Slovakia 25.0 21.0 20 35.20 13.40 48.60
Finland 513 20.0 24 20.00 10.89 30.89
Sweden 52.2 20.6 25 31.42 7.00 38.42
Ukraine 18.0 18.0 20 22.0 0.00 22.00

(+1.5*%)

* The highest legally established rates, including additional fees
** Military levy rate.
Source: compiled based on [14-16].

As the table shows, there is only one EU country (Romania), in which the
rates of all three main taxes are lower than in Ukraine. Another three countries
have set lower rates for two taxes: PIT and corporate income tax (Bulgaria and
Hungary) and corporate income tax and VAT (Cyprus). Ireland and Lithuania have
a lower rate of corporate income tax, and Germany has a lower VAT rate.

Aggregate rate of social security contributions is set at a lower level than in
Ukraine in four EU countries: - in Ireland, Cyprus, Malta and Lithuania. At the
same time, in all these countries, low rates of social security contributions are
combined with relatively high marginal rates of personal income tax, due to which
a low implicit rate of labor taxes in all these countries occurs only in Malta (it is
the lowest in the EU) - 23.55%, while in the rest of countries, it is much higher: in
Lithuania - 29.46%; Cyprus - 31.04%, Ireland - 32% [17]. In Ukraine in 2021,
according to our calculations, it was 31.3%.

It is characteristic that, unlike Ukraine, in all EU countries social security
contributions are paid not only by employers, but also by employees, and in
countries such as Croatia, Lithuania, the Netherlands, Hungary, Romania and
Slovenia, the rates of such contributions are higher than those for employers.

Evaluating the level of rates of basic taxes and social security contributions
in EU countries in general, it is worth emphasizing that none of them has set low
rates for all basic taxes and social security contributions. Bulgaria, having
introduced a ten percent tax rate on PIT (2008) and corporate income tax (2007),
has the VAT at an unchanged standard rate of 20%, and has also increased the
social security contribution rate for employers from 15.9% in 2008 to 19.02% in
2018 and 19.62% in 2022. Ireland, having gradually reduced the corporate income
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tax rate from 24 to 12.5% during 2000-2003 and having the lowest aggregate rate
of social security contributions in the EU, uses a progressive personal income tax
with the maximum rate of 40%, and in 2012 increased the standard VAT rate from
21 to 23%. Hungary, having reduced the PIT rate from 20.3 to 15% in 2012-2016,
and the corporate income tax rate from 20.6 to 10.8% in 2017, in 2012 increased
the VAT rate from 25 to 27%. Various differently vectored changes have taken
place in the tax system in Cyprus. While in 2003 the corporate income tax rate was
reduced from 28 to 10%, and the highest PIT tax rate from 40 to 30%, then in 2013
a reverse process took place, that is, the rates of the above taxes grew to 12.5 and
35%, respectively. In addition, during 2012-2014, the VAT rate was gradually
increased from 15 to 19%. Only Romania carried out a radical tax reform that
covered all basic taxes and social security contributions. In particular, in 2005, the
corporate income tax rate was reduced from 25 to 16%; in the same year, a
proportional personal income tax with a rate of 16% was introduced instead of that
with a progressive scale, which was paid with a maximum rate of 40%; during
2015-2017, the VAT rate was gradually reduced from 24 to 19%. In addition,
during 2010-2020, the aggregate rate of social security contributions decreased
from 45.70 to 37.25%. However, while in 2010-2017 the burden of contributions
was reduced via a decrease in their rate for employers and its level for employees
remained unchanged, then the main feature of the 2018 reform was the
redistribution of the burden between employers and employees. In particular, while
the rate of social security contributions for employers decreased from 23.45 to
2.25%, then for employees it increased from 16.50 to 35.00% [18, p. 31]. The
increase in the burden of social security contributions on salaried employees was
partially compensated by the decrease in the PIT rate (beginning with January
2018) from 16 to 10% and a significant increase in the minimum wage.

Thus, individual EU countries that became members of the Community later
and have a lower level of development than the "old" members, in order to
strengthen their competitive positions, set the rates of their income taxes (PIT and
corporate income tax) at a lower level than in other EU countries, as well as lower
than in Ukraine. However, none of them united the SSC with PIT or set the VAT
rate even at the level of the minimum EU requirements (15%). Its lowest levels -
17 and 18% - are now established in Luxembourg and Malta, respectively. Even
those countries that pay PIT at the lowest rate of 10% (Bulgaria and Romania) have
a fairly high combined rate of PIT and social security contributions - 42.80 and
47.25%, respectively.

As for the low corporate income tax rates in the four EU countries, the
situation with their use should soon change. On December 23, 2022, the EU
Directive on ensuring a global minimum level of taxation for multinational enterprise
groups and large-scale domestic groups entered into force, which stipulates the rules
of global minimum level of taxation in the European Union. This is a structure
consisting of two interrelated rules, called "GIoBE rules": the Income Inclusion
Rule (I1R) and the Undertaxed Payment / Profit Rule (UTPR). They provide for an
additional tax to be levied whenever the MNE's effective tax rate in a given
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jurisdiction is lower than 15%, which allows such a jurisdiction to be considered a
low-tax one. In accordance with these rules, the parent MNE located in a member
state is required to apply IIR to its share of corporate income tax attributable to any
company in the low-taxed group, regardless of whether that company is within or
beyond the EU borders [19]. This Directive should only apply to economic entities
located in the Union that are members of MNE groups or large domestic groups
reaching an annual threshold of EUR 750,000,000 in consolidated revenue. The
Directive obliges member states to bring their national legislation into accordance
with the new rules by December 31, 2023. This means that in order to prevent
additional tax on entities that are members of MNE groups or large domestic
groups that meet the requirements of the annual consolidated income threshold,
member states with an income tax rate below 15% will be forced to raise it to a
level not lower than the established global minimum level of taxation.

Thus, in the future, only the income of individuals will be able to be taxed at
the rate of 10% in the EU countries. That rate cannot be used for either corporate
income tax or VAT. Considering the above, are the hopes of the authors of the
reform of Ukraine’s tax system realistic to agree with the European Commission on
the application of tax rates lower than the minimum rates established by EU
directives, despite Ukraine's desire to become a member of the Community? In our
opinion, these hopes are unlikely to come true, considering that the establishment
of the minimum rate level aims at limiting the tax competition between business
entities and equalizing the conditions for doing business in the Community. In
addition, minimum tax rates are mandatory, not optional standards of EU
directives, that is, they are elements of the acquis communautaire, which cannot be
a subject of negotiations upon accession to the EU. This means that countries
seeking to become EU members must accept the acquis or abandon their intentions.
This does not mean that during various waves of EU expansion, the candidate
countries could not agree on postponing the adoption of certain elements of the
acquis, while the acquis was never adapted to the requirements of the candidates
[20, p. 16].

Answering the second question on the differences between the statutory and
"real" rates of basic taxes, it is first of all necessary to clarify the terminology. In
this regard, we note that the scientific literature does not refer to "real" but to
"effective" tax rates, which always differ from those established by law. And the
reason for the difference is not only the practice of tax evasion and tax avoidance,
but also tax benefits (expenditures). Both reasons exist in any country, the only
difference is the scale of the tax gap (that is the difference between the taxes that
must be paid at the legally established rates and those payments that actually come
to the budget): it is smaller with a lower level of shadowing of the economy and
lower tax expenditures. However, there is no country where the shadow economy
has been completely overcome, just as there is no tax system without tax benefits.
Moreover, promises to "abolish all tax benefits" are purely populist in nature, not
taking into account the fact that among the exemptions on indirect taxes in the EU
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countries there are those that are mandatory for all member states. This fact should
be taken into account in a country that seeks EU membership.

The next important question concerns the relationship between the size of
tax rates and the shadow economy and corruption.

Numerous studies conducted by scientists from different countries have
helped establish that the level of the burden of taxes and social security
contributions is an important, but not the only, factor affecting the level of shadow
economy. There are a number of other generating factors that lead to the latter’s
growth, such as: quality of state institutions and state services, regulatory burden,
tax morale, development of the official economy, the size of self-employment [21],
unemployment rate, long-term decrease in citizens’ loyalty to state institutions
[22], level of corruption [23, 24], degree of economic development [25], low
quality of life, imperfect fiscal legislation, aggressive tax policy [26], government
efficiency, and rule of law [7]. As noted by F. Schneider and A. Asllani, "weak
institutional quality, inefficient state institutions, complex and burdensome taxation
and regulatory systems, lack of a strong legal system and widespread corruption
are the main determinants of the informal economy in most countries. Over time,
these factors can lead to reduced tax morale, which, in turn, will increase incentives
to work in the shadow economy" [27].

Scientists have also carried out a quantitative assessment of the influence of
the main factors on shadow economy in different countries. The results of the
estimation are given in Table 2. They show that in most EU countries the shadow
economy is most affected by indirect taxes and only in some countries by other
factors: in Denmark - by personal income tax, which is higher that indirect taxes by
only 0.9 pp; in Greece, Italy, Portugal and Romania - the level of self-employment
relative to the general employment level; and in Germany and Slovakia - the level
of unemployment. In a few developed countries - Belgium, Finland, Sweden and
Great Britain, the second factor by the influence on the shadow economy is the
personal income tax, which indicates a significant cumulative effect of taxes in
general in these countries compared to other factors. This means that taxes in many
countries are either the main (for example, in Denmark and Sweden, where their
impact on the shadow economy is 68.1 and 54.1%), or a significant reason for the
shadowing of the economy, but do not determine the scale (level) of shadow
economy. That is, the consequence of the high level of basic tax rates in countries
such as Denmark, Belgium, Finland, and Sweden does not necessarily have to be a
high level of shadow economy. On the contrary, it is much lower than in countries
with low tax rates, in particular, in Bulgaria and Romania, where the impact of
taxes on the size of shadow economy is 42.8 and 28.7%, respectively. Instead, the
factors such as unemployment and self-employment in Bulgaria (their combined
impact is 43.4%) and self-employment in Romania (37.7%) are more significant.
This, in turn, makes it possible to conclude that a reduction in tax rates, even a
rather radical one, is not a guarantee of deshadowing of the economy, not least
because the latter is affected by not one, but a number of factors.
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Table 2

Average relative influence of the determinants of shadow economy in EU
countries (1999-2017), %
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$32 E%| 8 | £ | & |.g| & | g8
cury |58 88| 5| €| & |53| & | 85
%8 £8| £ % E | P2 o |83
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Austria 88 | 185 | 274 | 116 | 121 | 205 | 08 9.1
Belgium 205 | 192 | 202 | 191 | 165 | 173 | 04 7.2
Bulgaria 356 | 51 | 377 | 57 | 259 | 175 | 19 6.2
g;‘;’)‘r‘fs"c of 282 | 43 | 359 | 91 | 112 | 299 | 08 | 87
Czech Republic | 156 | 7.8 | 307 | 94 | 190 | 235 | 1.2 8.3
Denmark 16.3 34.6 335 4.0 9.5 9.9 0.3 8.2
Estonia 207 | 100 | 360 | 11.7 | 218 | 1204 | 18 8.3
Finland 154 | 197 | 291 | 87 | 186 | 152 | 08 7.9
France 14.8 12.8 24.3 155 23.2 15.1 0.4 8.6
Germany 15.7 16.6 24.2 8.3 24.3 16.9 0.6 9.1
Greece 270 | 58 | 218 | 104 | 180 | 376 | 07 5.7
Hungary 241 12.3 34.9 6.4 18.6 185 1.2 8.0
Ireland 151 | 125 | 364 | 79 | 125 | 213 | 10 85
Italy 269 | 156 | 189 | 90 | 186 | 310 | 01 6.8
Latvia 210 | 82 | 323 | 133 | 233 | 146 | 18 6.6
Lithuania 254 | 90 | 288 | 175 | 199 | 171 | 15 6.1
Luxembourg 86 | 132 | 334 | 200 | 104 | 119 | 12 9.8
Republic of 263 | 59 | 397 | 32 | 200 | 212 | 08 | 93
Malta
Netherlands 11.8 13.6 325 13.0 10.4 19.7 0.8 10.0
Poland 254 | 61 | 278 | 78 | 261 | 257 | 13 5.3
Portugal 212 | 81 | 209 | 87 | 146 | 311 | 04 7.2
Romania 332 | 42 | 245 | 142 | 131 | 377 | 11 5.2
Slovakia 165 | 48 | 317 | 64 | 349 | 137 | 15 7.1
Slovenia 241 | 96 | 339 | 96 | 154 | 217 | 12 8.6
Sweden 166 | 235 | 306 | 87 | 152 | 132 | 08 8.0
Great Britain 115 | 182 | 308 | 81 | 143 | 180 | 06 9.9

Source: [27].

This conclusion is confirmed by empirical research that testifies to the
ambiguous effects of reducing tax rates and the tax burden on the level of
shadowing of economic relations in different countries. Thus, S. Johnson et al.,
after investigating the relationship between tax rates and tax burden, on the one
hand, and the size of the informal economy for 49 countries in three regions - Latin
America, the OECD and the former Soviet bloc - on the other hand, concluded that
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countries with high marginal tax rates but low tax burdens actually have a low
share of the informal economy as a percentage of GDP. Conversely, countries with
relatively low tax rates and a high tax burden have a high level of informal
economy. Therefore, it is not so much the higher level of tax rates that leads to
greater informal activity as the higher tax burden, which is defined taking into
account not only the marginal tax rates, but also the way of tax administration [4].
However, this relationship is not observed in all countries. Thus, L.A. Cristea et al.
established a close relationship between tax burden and shadow economy for such
countries as Greece and Romania, and the absence of such a relationship for
Austria, Poland and Croatia [5].

E. Friedman, S. Johnson et al. found no evidence that higher rates of either
direct or indirect taxes are associated with a larger size of informal economy. In
contrast, there is evidence that higher direct tax rates are associated with a smaller
informal sector. In particular, richer countries have both better-run administrations
and higher tax rates, as well as smaller volumes of informal economy. This is
probably because higher tax rates can generate revenue that increases the
productivity of public goods and also improves the legal environment enough to
encourage staying in the formal sector. However, the researchers warn that this
does not mean that raising tax rates in any country will necessarily increase
revenues and reduce informal activity. Much depends on how the tax system is
administered [6]. Similarly, the reduction of tax rates, according to the conclusion
by A. Hetemi et al, cannot be an effective policy to fight shadow economy in all
countries, and therefore the same approach cannot be applied to all countries [7].
Instead, the research conducted by the authors has proved that the size of shadow
economy is significantly influenced by effectiveness of the government and the
observance/non-observance of the rule of law.

Even large-scale tax reforms, according to F. Schneider's observations,
which provide for a significant reduction in tax rates, may fail to attain a significant
reduction in the size of shadow economy; such reforms can only stabilize its size,
preventing further growth. This fact makes it even more difficult to carry out
reforms aimed at a sharp reduction in tax rates, since their effectiveness in the end
may be rather low [8, p. 1083].

It may be more effective to combine tax rate reduction with other strategies,
such as: reducing regulatory and administrative burdens, raising fiscal transparency
and government efficiency, as well as improving tax compliance, automating
procedures, and promoting electronic payments. Besides, a well-designed set of
strategies should address incentives for informal workers to move into the formal
sector, especially in countries that depend on remittances from abroad and where
shadow economy provides a social safety net. Also, political actions aimed at
encouraging job creation in private sector and promoting human capital
development would help firms and workers out of the shadows and promote a more
inclusive growth [27].

The experience of the radical reduction in the tax rate in Ukraine in 2016
confirms F. Schneider's conclusion that there is no necessary causal relationship
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between a radical reduction in tax rates and the scale of shadow economy,
especially in countries with a low economic development. According to the State
Statistics Service of Ukraine, the share of informally employed in total number of
employed aged 15-70 in 2019 was 20.9% compared to 26.2% in 2015, when the
figure was the highest, while compared to 2010, it decreased by only 2 pp. [28]. No
significant impact on the reduction of the size of shadow economy took place as a
result of up to 10% decrease in the rates of personal and corporate income taxes in
2007-2008 in Bulgaria. While the level of shadow economy in this country in
2004-2006 averaged 34.6% of GDP, then in 2007—-2009 it was 32.4% of GDP? It
was the same in 2021, and in 2022 it grew to 33.1% of GDP, remaining the highest
in the EU. In Romania, the reduction in 2005 of the rates of personal and corporate
income taxes to 16% was accompanied by a decrease in the level of shadow
economy from 33.1% of GDP on average in 2003—-2004 to 31.8% of GDP in 2005—
2006 and to 29.8% of GDP on average during the consequent three years.

The authors of the radical reduction of tax rates in Ukraine, in addition to
hoping that it will help overcome the shadow economy, believe that such rates will
also have an anti-corruption effect, calling the tax reform an anti-corruption one.
However, this name, in our opinion, is purely populist. Scientists have not
established any direct connection between the level of tax rates and corruption.
Corruption, which is closely related to tax evasion and - therefore - to shadow
economy, is a factor that can contribute to its growth, but the level of tax rates is
not a factor of corruption.

L.A. Cristea et al., having studied the relationship between tax burden and
shadow economy, as well as between shadow economy and corruption, came to the
conclusion that such relationships are rather mixed. They found a statistically
significant and directly proportional effect of corruption on the shadow economy in
countries like Slovakia, Romania, Poland, and Croatia, and an inversely
proportional relationship between them in a developed country such as Austria.
This indicates that as corruption increases, the shadow economy decreases. While
direct proportionality suggests that in a corrupt country, where a citizen can bribe a
public official, his incentives to pay taxes are low, so he moves to the shadow
economy, then an inverse proportionality indicates that a high level of corruption is
a reason for the taxpayer to go into the shadows, because it only encourages him to
resort to corrupt actions in order to obtain economic, financial or social advantages,
using which he can work in the official economy [5].

The last question that needs to be answered when discussing the radical
reduction of basic tax rates in Ukraine concerns its fiscal consequences. According
to the reform’s authors, such a reduction would encourage business activities and
bring the economy out of the shadows, and therefore promote the growth of tax
revenues, if not during the first 1-2 years, then at least in the near future.

However, this conclusion takes into account only the economic effect of the
reduction of tax rates. Meanwhile, as A. Laffer argued, the main idea of the

2 Calculated based on [27].
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relationship between tax rates and tax revenues is that there is a compromise
between two effects on tax revenues - the arithmetic effect, according to which a
decrease in tax rates leads to a decrease in tax revenues, and raising rates - on the
contrary — leads to their growth, and the economic effect, that is, the effect of
change of the tax base, which acts both through incentives to reduce the size of the
shadow economy, and through incentives to increase employment and production.
However, since the arithmetic effect always works in the direction opposite to the
economic effect, their overall impact on tax revenues is not so obvious.

As a result, as the scientist notes, the Laffer curve by itself does not indicate
that a tax cut will lead to an increase or to a decrease in tax revenues. The latter's
reaction to a change in the tax rate will depend on the following factors: the current
tax system; the time period under consideration; the ease of transition to shadow
activities; the level of the existing tax rates; and the spread of tax loopholes in
legislation and accounting. The economic effect of lowering the tax rate will
prevail over the arithmetic one, which will be manifested in the growth of tax
revenues, if the existing tax rate is too high, that is, if it is in the "prohibitive area"
[9]. This idea was developed by E. Friedman, S. Johnson et al. arguing that it is not
high tax rates, but weak institutions that undermine the government's ability to
collect tax revenues [6].

The ambiguous impact of the reduction of PIT and corporate income tax
rates on tax revenues can be traced in the consequences of the most radical tax
reforms that took place in individual EU countries in 2000-2010.

In particular, in Bulgaria, the gradual reduction of the maximum PIT rate from
40 to 24%, while maintaining the progressive scale of income taxation, was
accompanied by a clear trend towards a decrease in the tax’s share in GDP during
2000-2006 from 4.0 to 2.5%. At the same time, the first significant (by 9 pp) reduction
in the tax rate during this period (in 2002) led to a decrease in its share in GDP from
3.5% to 3.2%, while the next reduction (by 5 pp) in 2005 - to a decrease from 3.2%
(average for three years when tax was paid at the maximum rate of 29%), to 2.7%
(average for three years, when the tax was paid at the maximum rate of 24%) (Table 3).

One consequence of the radical tax reform, which was accompanied not only
by a single reduction of tax rate to 10%, i.e. by 14 percentage points, but also by
the transition from a progressive to a proportional scale of taxation, which took
place in 2008, was an increase in the tax’s share in GDP from 2.7% (average in
2005-2007) to 2.8% not only in the first year of the reform, but also in the first
three years after its implementation.

In Romania, the transition from a progressive personal income tax with a
maximum rate of 40% to a proportional one with a rate of 16% was accompanied
by a decrease in the tax’s share in GDP from 3.04% (average for five years
preceding the reform) to 2.3% in the first year of the reform and its gradual
increase over the following years. As a result, during the first five years after the
tax rate reduction, the tax’s revenues were on average only by 0.08 pp lower than
during the previous five years, that is, they almost reached the pre-reform level.
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Table 3
Dynamics of PIT rate and its share in GDP in Bulgaria and Romania
in 2000-2010, %

Indicator | 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009 | 2010

Bulgaria
Rate 400 [ 380 |29.0 |29.0 | 29.0 | 240 | 240 | 240 | 10.0 | 10.0 | 10.0
Share in
GDP 4.0 35 3.2 3.2 3.1 2.6 25 3.0 2.8 2.8 2.8
Romania
Rate 400 | 40.0 | 40.0 | 40.0 | 400 | 160 | 16.0 | 16.0 | 16.0 | 16.0 | 16.0
Share in
GDP 3.5 3.3 2.7 2.8 2.9 2.3 2.8 3.2 3.2 3.3 3.2

Source: compiled based on [29, 30].

The most radical corporate income tax reforms in 2000-2010 took place in
such EU countries as Bulgaria, Romania, Cyprus and Ireland.

In Bulgaria, in 2000-2005, the tax’s rate decreased almost annually by 4.5
pp, to decrease in total from 32.5 to 15%, i.e. by 17.5 pp in five years. At the same
time, while the decrease in 2001 resulted in a 1.1 pp increase in the tax’s share in
GDP, then the subsequent gradual reduction from 23.5 to 15% in 2002—-2005 was
accompanied by a decrease in the tax’s share in GDP from 3 to 1.8%. At the same
time, the tax rate’s reduction in 2007 led to an increase in the tax’s share in GDP
already in the first year to the highest level in the studied interval (4.1%), which
gradually decreased during subsequent three years, most likely due to the
waorsening general economic situation since late 2008. (Table 4).

In Romania, the corporate income tax rate was reduced by 9 pp in 2005,
which led to a decrease in the tax’s share in GDP from 2.82% on average in 2000-
2004 to 2.7% in the first year of the reform. Overall, during five years after the
reduction, the tax’s average share in GDP was 2.74%, that is, it was only by 0.08
pp lower than during previous five years.

In Cyprus, the reduction of the tax’s rate to 10% (by 18 pp) in 2003 was
accompanied by a decrease in its share in GDP from 6.2% on average in 2000—
2002 to 4.4% in the first year after the reform and to 4.1% on average during three
years after the reform, while in subsequent three years (2006-2008) it increased to
5.8% on average, but never reached the pre-reform figure.

A gradual reduction of the corporate income tax rate in Ireland from 24%
to 12.5% during 2000-2003 was accompanied by a decrease in the tax’s share in
GDP in 2001-2002 and its increase to the pre-reform level (3.8%) in 2003. In
subsequent years, the figure was not stable, decreasing to an average of 3.6% in
2004-2007, and to 2.5% in 2008-2010.
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Table 4

Dynamics of corporate income tax rates and its share in GDP in individual EU
countries in 2000-2010, %

Indicator | 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009 | 2010

Bulgaria
Rate 325|280 | 235 | 235|195 | 150 | 150 | 10.0 | 10.0 | 10.0 | 10.0
Share in
GDP 27 | 3.8 3.0 2.8 2.5 1.8 20 | 41 | 3.0 | 24 1.9
Romania
Rate 25.0 | 25.0 | 25.0 | 25.0 | 25.0 | 16.0 | 16.0 | 16.0 | 16.0 | 16.0 | 16.0
Share in
GDP 3.0 2.5 2.6 28 | 3.2 2.7 2.8 3.0 2.9 2.3 2.1
Republic of Cypres
Rate 29.0 | 28.0 | 28.0 | 10.0 | 10.0 | 10.0 | 10.0 | 10.0 | 10.0 | 10.0 | 10.0
Share in
GDP 6.2 6.3 6.0 | 44 | 37 | 42 | 49 6.1 6.4 | 59 5.6
Ireland
Rate 240 | 20.0 | 16.0 | 125 | 125 | 125 | 125 | 125 | 125 | 125 | 125
Sparein 38 | 36 | 37 |38 |37 |33|38 |34/ 28|23/ 24

Source: compiled based on [29, 30].

Analysis of the fiscal consequences of the most radical reforms of income
taxes in EU countries allows the following conclusions: 1) a significant reduction
in tax rates in most cases is accompanied by a decrease in the tax’s fiscal efficiency
in the first year of the reform; 2) restoration of the tax’s fiscal efficiency in
different countries takes place over different periods of time; 3) the best fiscal
effects are observed when a reduction of the rate of personal income tax is
accompanied by a transition from a progressive to a proportional model. On the
whole, one can state a mixed impact of the radical reduction of income taxes rates
in the EU countries on the corresponding budget revenues, which makes it difficult
to predict the consequences of such reforms and requires taking into account the
impact of other (country-specific) factors.

The fiscal consequences of changes in tax rates in Ukraine can be analyzed
using the example of the gradual reduction of the corporate income tax rate during
2011-2014, the revision of PIT rates in 2011-2016, and the reduction of the rate of
SSCin 2016.

As a result of gradual reduction of the corporate income tax rate over four
years by 7 pp (from 25 to 23% from April 1, 2011, to 21% from January 1, 2012, to
19% from January 1, 2013 and to 18% from January 1, 2014) the tax burden on
gross profit, and mixed income (GPMI) decreased from 9.31% in 2010 to 6.21% in
2014 (Table 5). While during the first two years after the tax’s rate reduction, its
revenues to the budget increased, in 2013 they fell by 1.4%, in 2014 - by 26.9%
(the maximum value), and in 2015 - by 2.9%. Accordingly, until 2016, the tax’s
share in GDP was also characterized by downward dynamics. Since both the
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nominal GDP and GPMI in these years continued to grow, one of the reasons for
the decrease in the tax’s revenues can obviously be considered the cumulative
effect of the annual reductions in the tax’s rate. Another reason could be the
decrease in the number of business entities - tax payers - both due to the economic
crisis and the beginning of war in the east of Ukraine. In particular, according to
data by State Statistics Service of Ukraine, total number of business entities in
Ukraine in 2014 decreased by 13.3% compared to 2013, including the number of
large enterprises - by 24.6%, and medium-sized enterprises - by 13.5%. In general,
corporate income tax revenues for 2010-2015 decreased by 3.2%. Their growth
began only in 2016; one of its reasons was the expansion of the tax base due to the
cancellation of a number of tax benefits in 2014-2015, as well as the beginning of
economic growth.

Table 5
Tax burden on GPMI and growth rates of corporate income tax revenues,
GDP and mixed income, %

Indicator 2011 | 2012 2013 2014 2015 2016 2017 2018
CIT/GPMI 10.84 | 10.77 9.99 6.21 4.36 5.27 5.45 6.93
Tax’s share in

GDP 4.2 4.0 3.8 25 2.0 25 25 3.0

Growth rates

Tax's revenues | 136.5 | 101.3 98.6 73.1 97.1 154.2 | 1219 | 1447

GDP 120.4 | 108.1 | 104.3 | 108.3 | 1253 |120.0 | 1251 | 1193

GPMI 117.2 | 1020 | 106.2 | 117.7 |138.2 |1276 | 1178 | 1139

Source: compiled based on data from State Treasury Service of Ukraine and State Statistics
Service of Ukraine.

While the tax burden on the companies’ profits during the analyzed period
decreased, then that on personal incomes increased due to the following measures:

- an increase in the maximum PIT rate from 15 to 17% in 2011 and to 20%
in 2015, with its subsequent decrease to 18% in 2016. Its increase was initially part
of the transition from proportional to low-progressive income tax, and later it was
implemented in the context of measures to raise the tax progression, while the
reduction was part of the return to proportional taxation;

- introduction of the taxation of pensions and lifetime allowance (at the
rates of 15% / 17% from 01.07.2014, 15% / 20% - from 01.01.2015 to
31.12.2015, 15% - from 01.01.2016, and 18% from July 1, 2016 to January
2018);

- cancellation of the moratorium on the taxation of personal income received
in the form of interest, and an increase in the corresponding tax rate to 15% from
08.2.2014, 20% from 01.1.2015, and 18% from 01.1.2016;

- introduction of military levy at the rate of 1.5% from the second half of
2014 and a significant expansion of its base from January 1, 2015 by including all
personal incomes.
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Table 6
Tax burden on wages and the rate of growth of personal income tax, single
social contribution and work compensation, %

Indicator | 2011 | 2012 [2013 |2014 |2015 |2016 | 2017 | 2018
Growth rates
Revenues PIT 118.0 | 113.1 | 106.0 | 100.7 | 125.0 | 140.2 | 134.0 | 1238
Revenues, SSC 117.8 | 1045 | 97.0 | 1025 | 710 | 1372 | 126.1
Sg‘ée””es PIT + 1165 | 1049 | 98.0 | 109.0 | 937 | 1356 | 125.0
Work 117.8 | 1156 | 1035 | 1006 | 1058 | 112.4 | 134.0 | 126.2
compensation
Tax burden
Tormwe 99 |96 |99 [o99 [117 [146 [146 [143
Tesome 248 | 254 |255 |246 |239 |151 |154 | 154
TorremLsssowe 347 |350 |354 |349 [367 [310 [313 [310

Source: compiled based on data from State Treasury Service of Ukraine and State Statistics
Service of Ukraine.
As a result of measures taken in 2011-2014, despite the increased maximum

rate of PIT, the tax burden on personal incomes (Trirwc) did not change. Obviously,
this is evidence that the share of incomes taxed at the maximum rate in the public
sector was insignificant, and in the private sector that share was not declared either
before or after the introduction of tax innovations. Tax revenues to the consolidated
budget increased, however, not so much under the influence of the increase in its
maximum rate, but as a result of the growth of wages, whose rate corresponded to the
rate of growth of tax revenues and had a downward trend (Table 6).

A noticeable increase in the tax burden due to increased maximum PIT rate
occurred in 2015. It also caused a significant increase in tax revenues. However,
the biggest fiscal effect was the return in 2016 to proportional income tax, which
resulted in the taxation of most taxpayers’ income at a higher tax rate than before,
while for a minority the rate decreased. This led to increased tax burden on labor to
the maximum level of 14.6%. Tax revenues to the consolidated budget grew,
although at a lower rate, in the subsequent two years as well. However, the main
reason for their growth was the increased wage growth, due to a legal two-fold
increase of minimum wage in 2017, whose purpose was to reduce the negative
effect of the radical reduction of the rate of SSC in 2016 for businessmen from
41% (41% is the weighted average rate and 36.4% - the effective rate) to 22% and
cancellation of the contribution for employees, which was previously paid at the
rate of 3.6%. The consequences included a drop in revenues from the SSC by 29%
(to the lowest level - 5.53% of GDP). And only in 2017, thanks to a record 34%
increase in wages, the revenues increased (up to 6.06% of GDP). However, the
share of SSC revenues in GDP in 2020-2021 remained significantly lower (7.02
and 6.39%, respectively) than in the pre-reform 2011-2015 (11.60% on average).
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Thus, the consequences of change in the rates of taxes on the incomes of
legal entities and individuals in Ukraine are characterized by the predominance of
arithmetic effects over economic ones, which, in our opinion, indicates that after
the reduction of the rates of corporate income tax and SSC, no significant
breakthrough took place in the legalization of incomes.

In general, the mixed consequences of the tax rate reduction for the de-
shadowing of the economy and tax revenues, confirmed by both theoretical and
empirical studies, testify to great fiscal risks of their radical reduction for all
major taxes in Ukraine. After all, if such a decrease is not accompanied by an
expansion of the tax base (in particular due to economic de-shadowing), there
will be large budget losses. These risks are absolutely unacceptable in the
conditions of war, which in itself is a favorable background for shadow activities,
as noted by F. Schneider and A. Asllani, indicating the need to adjust the forecast
of changes in the size of shadow economy made by them in January 2022, due to
the military aggression by the Russian Federation against Ukraine in February of
the same year. In the fall of 2022, the scientists note, most EU countries faced a
significant growth of inflation rate (about 10.0%) and an acute shortage of energy
(fossil energy, such as gas). Due to these events, the predicted downfall of the
shadow economy will not occur, on the contrary, it will grow by 5-7% in almost
all EU countries [27]. In Ukraine, factors such as a drop in output and employment
contribute to its growth, as people usually try to compensate for the loss of income
by finding employment in the informal sector.

A radical reduction in tax rates would entail high fiscal risks even after the
end of the war due to the impossibility of rapid recovery of the destroyed economy,
as well as demographic losses, which, in turn, narrows the fiscal space for a radical
tax reform.

Although the authors of the tax reform in Ukraine disregard the above
mentioned risks, they still cannot bypass the question of compensators for a
possible decrease in tax revenues, proposing for this role an increase in excise
taxes, an environmental tax, and rent for the extraction of raw materials. In order to
establish whether these taxes can fulfill the role of compensators, we will analyze
the income from them to this country’s consolidated budget in the pre-war year
2021.

Table 7

Comparison of revenues from personal income tax, VAT and corporate
income tax with revenues from compensatory taxes in 2021

Revenues (Consolidated budget) min. UAH % of tax revenues % of GDP
PIT 349785.5 24.06 6.41
Corporate income tax 163844.5 11.27 3.00
VAT 536489.2 36.90 9.83
Total 1050119.2 72.23 19.24
Excise tax 180300.3 12.40 3.30

74 ISSN 2663 - 6557. Economy and forecasting. 2023, Ne 2




The rates of budget-forming taxes in Ukraine... @

Table 7 (continued)

Rent for the use of subsoil 82231.5 5.66 151
Ecological tax 5989.3 0.41 0.11
Total 260284.8 18.47 4.92
Tax revenues 1453804.1 26.63
SSC 349039.0 6.39
GDP 5459574

Source: compiled based on data from State Treasury Service of Ukraine and State Statistics
Service of Ukraine.

As shown in Table 7, revenues from VAT, personal income tax and
corporate income tax account for 72.23% of the total amount of tax revenues to the
consolidated budget and 19.24% of GDP, and together with the SSC, the latter
indicator reaches the level of 25.63%, while compensatory taxes, respectively, —
18.47 and 4.92%. Moreover, their total revenues to the consolidated budget in 2021
were equal to only 74.57% of the revenues from SSC, that is, they are insufficient
even to compensate for the loss of the latter.

Thus, there is no doubt that the proposed compensatory taxes will not be
able to perform the role assigned to them, especially as the possibilities of their
increase are limited. Since the excise tax has the highest fiscal efficiency of all
compensatory taxes, only a significant increase in its rate could have a noticeable
fiscal effect. However, the increase in those taxes is always accompanied by further
shadowing of the corresponding markets of excise items. In addition, the excise tax
rates on tobacco products in Ukraine during 2015-2019 increased by 30-40%
annually, and from January 1, 2021 to December 31, 2024, in compliance with the
requirements by the Association Agreement between Ukraine and the EU, their
annual increase by 20% is stipulated.

Excise tax rates on alcoholic beverages (except for natural grape wines) have
undergone frequent revisions too. In particular, as a result of their almost annual
revision during 2011-2017 (with the exception of 2013), they increased for beer
and sparkling wines by 3.76 times, and for undenatured ethyl alcohol by 3.01
times. In 2021, they increased by another 5%.

However, the increase in excise tax rates on tobacco products and alcoholic
beverages was not accompanied by a corresponding increase in their revenues to
the consolidated budget. In particular, after the peak increase in 2016, the growth
rates of tobacco tax revenues and their fiscal efficiency have been decreasing. The
latter decreased from 1.39% of GDP in 2016 to 1.11% in 2019, i.e. to a lower level
than in 2010 (1.21% of GDP). In 2020, it grew to 1.30%, but fell to 1.16% of GDP
in subsequent year. A downward trend is also characteristic for the revenues from
the excise tax on alcohol. Their share in GDP fell from 0.54% in 2016 to 0.30% in
2021. The share of the excise tax on fuel in GDP is the highest, but since 2018 it
has had a downward trend too - from 1.65% to 1.31% of GDP in 2021 (Table 8).
The above mentioned trends, most likely, were the result of increased shadowing
on the markets of the excise items. Thus, according to "Ukrtyutyun™ association,
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the legal cigarette market in 2019 fell by 26% compared to 2017, while the amount
of illegal trade doubled. The situation became even worse in 2022, when the
shadow segment of the tobacco market in Ukraine increased to 20%.

Table 8
The share of excise tax in GDP in 2016-2021., %
Indicator 2016 2018 2019 2020 2021
Excise tax on tobaccos 1.39 1.22 1.11 1.30 1.16
Excise tax on alcohol 0.54 0.40 0.37 0.37 0.30
Excise tax on fuel 1.56 1.65 1.38 1.49 1.31
Excise tax on electricity 0.17 0.15 0.12 0.07 0.07
Excise tax on vehicles 0.12 0.13 0.30 0.26 0.27
Total excise taxes 4.27 3.73 3.45 3.67 3.30

Source: compiled based on data from State Treasury Service of Ukraine.

In addition to increasing compensatory tax rates, reduction of budget losses
could be attained, according to the authors of the tax reform, via an institutional
reform of the tax service and increasing business responsibility for tax evasion,
including the introduction of strict control over the use of the simplified taxation
procedure. These measures are, certainly, important and necessary, but in the
absence of their detail, they cannot yet be a subject of analysis.

Conclusions

Summing up, one can note that the idea of a radical reduction in the rates of
the taxes, which provide the lion's share of tax revenues to the consolidated budget,
is associated with significant risks and threats, the main ones being:

- failure to achieve the goals of the radical tax reform due to too high
expectations about its consequences, which are caused by oversimplified ideas
about the impact of taxes on the informal economy, investments and tax revenues,
as well as about the possibility of using tax reforms to solve problems that require
complex and comprehensive measures;

- inhibition of European integration in Ukraine in case of insufficient
consideration of the requirements of the EU directives regarding the minimum
level of VAT and corporate income tax rates. At the same time, proposals to
introduce low rates for only a few years, before Ukraine joins the EU, cannot
withstand any criticism, as they cross out even the minimal possibility of de-
shadowing the economy: economic agents, aware of the temporary nature of the
reduction of tax rates, will be in no hurry to come out of the shadows;

- aggravation of fiscal imbalances due to the impossibility to compensate for
the loss of budget revenues;

- the impossibility of financing both military and social costs in the
necessary amount. At the same time, relying on the financial support of
international partners is, in our opinion, irresponsible: they do not have to and are
unlikely to support our tax experiments at the expense of their own taxpayers'
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money. The responsibility for risky decisions should be borne by the country that
makes such decisions; it should not shift it to others.

This does not mean a complete refusal to lower tax rates in Ukraine. It
simply shows the impracticality of a radical reduction in the rates of the main
budget-forming taxes, which, moreover, should be combined with a change in the
current model of corporate income tax, (which in itself carries a threat of budget
losses), and with the unification of personal income tax with SSC; as well as the
inadvisability to reduce tax rates in the conditions of war.

Some countries from the new EU members, who resorted to a radical
reduction of the rates of income taxes, did not revise VAT rates and maintained
high rates of social security contributions. In addition, no country that introduced a
tax on distributed income instead of the classic corporate income tax reduced its
rate (Latvia even increased it from 15 to 20%). Finally, no EU country has
abolished social security contributions, being concerned about the observance of
the guarantees of adequate social protection and the rights of workers and self-
employed persons to a pension that corresponds to their contributions and provides
an adequate income, that is, an income that gives the right to a decent life [31].

As to the reduction of tax rates during the war, its inadmissibility does not
seem to require special justifications, because a sharp decline in state revenues
endangers the financing of war expenditures. However, a tax reform in the
proposed format, in our opinion, cannot be implemented even after the war, and not
only because of fiscal risks. After all, the end of war will not reduce the security
risks for Ukraine, or remove the need to be ready to defend independence with
weapons in hand at any moment. Our nation will need large funds not only to
recover and modernize the economy, but also to create a powerful defense-
industrial complex, maintain the army, and provide decent social support for war
veterans, the disabled, widows, and orphans. All this will require not only the
assistance of partner states and reparations, but also significant permanent financial
resources, whose source can only be the taxes. As for the format of tax reform after
the war, it is currently difficult to predict. Its goals, tasks and means of
implementation will depend on how long the war will last, what Ukraine’s
economy will be like after the war, what our demographic losses will be and what
urgent tasks, as well as new challenges and threats our country will face.
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Anna Cokonoecoka’

CTABKH BIOJI)KETOYTBOPIOIOUHNX ITOJATKIB B YKPAIHI:
YU JOUIJIBHE PAIUKAJIBHE 3HUKEHHA?

B ywmoeax nosHomacuumabHoi eiliHu Pocii npomu YxpaiHu
Haby/ia nowupeHHsl i0esi NposedeHHs 8 HAWll KpaiHi paduKanibHOL
nooamkogoi pegopmu, sKa 6u nepedbauana 8CMAHOBNEHHS CMABOK
nooamky Ha npubymox, I[1APDO i [I/[B Ha ooHakogomy pieHi — 10%,
wo 32000M mpaHcgopmyeanacss 8 idero "aHMUKOPYNYitiHoL"
nooamrogoi pegopmu. SHUNKEHHST CMABOK OCHO8HUX No0amkis, HA
OYMKYy npuxunivHukie pecgopmu, 3abesneuums  O0emiHi3ayiro
eKOHOMIKU, 3HUWUMbL hiocmasu 05T Kopynuii i Ha uili OCHO81
3YyMo8UMb 3POCMAHHSL NOOAMKO8UX HAOXO00 KEeHb SIKUL0 He 8 nepulull
PIiK pechopmu, mo, NPUHATMHI, Y HAUONUKUIL nepcneKmusi.

OnmumicmuuHi NpPozHO3U  UW000  QICKANbHUX  HACKIOKI8
PAOUKANBHO20 3HUIXKEHHSI CMABOK OCHOBHUX nodamkie 8 YKpaiHi
IPYHMYromoCst HA CNPOWLeHUX YSIBACHHSAX NPO 6NAU8 BeSUUUHU
nooamrKogux cmaeox Ha macumadbu miHbLOBOI EKOHOMIKU ma
nooamrkosi HaoxoO>KeHHs.. Memorwo cmammi € cnpocmysamu Uyl
YSBNEHHSL, HA OCHOBL BUKOPUCMAHHSL Pe3Yylbmamie meopemuuHux ma
eMNnIipuuHUX OOCNIOVKEeHb PpPO3KPUBUWU HEOOHO3HAUHULL XxapaKkmep
38'13KY Ge/UUUHU NOo0AMmKO8UX CMABOK 13 POSMIPAMU MIHLOBOT
EKOHOMIKU Ma no0amrKo8UMU HAOXOOXKEHHSIMU.

30ilicHeHo nopigHsItbHUlL aHani3 cmaeok I1/IB, IT/IP0O, nooamky
Ha npubymokr i coylanbHux 8HecKig 8 YkpaiHi ma kpainax €C, wo
dano 3mo2y ecmaHosumu, wo »KooHa 3 Kpain €C He 3anposaduna
HU3bKI CMAsKU HA 8CL OCHOBHI nooamrKu ma COUIQ/IbHI 8HeCcKU, He
3Hu3una cmasky I1/IB 0o pigHs MiHImManbHUx eumoz €C (15%), He
giomosunacst 8i0 PIHAHCYBAHHS NEHCIIHUX 8Uniam 3a PAaxyHoOK
COUIANIbHUX 8HECKI8, po3nodiutstouu ix msieap Mk pobomooasusmu i
npauieHukamu. IIpoaHanizoeaHo 6NauU8 6eSUUUHU NOoOAMmKO8UX
cmagokK, nooamrKog8o20 HABAHMAXKEHHST ma HWUX ¢aKkmopie Ha

CokoaoBcbka, Aajga MuxaiiliBHa — JOKTOp €KOHOMIYHHMX HayK, Tpodecop,
3aBimyBauka BigminenHsMm HJI®I JIHHY "Axanmemis ¢inancoBoro ympaBmiHHA' (BYIL
Onecs Tonuapa, 46/48, Kwuis, 01054), ORCID: 0000-0002-1022-8215, e-mail:
sokolovska_alla@ukr.net
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pieeHb MiHLOBOI EKOHOMIKU ma B8CMAHOBNEHO, UOMY 3IHUMKEHHS.
cmagok nooamkige He € 2apaHmierd 3MeHUWeHHs macuumabie
HeoiyitiHoT oisltbHOCMI. O6rpyHmosaHo 8l0CYymHicmob
6e3nocepedHb020 38'S13KY MK 8EJIUUUHOI0 NOOAMKO8UX CMASOK ma
Kopynuieto. Ha ocHosl ananizy apugpmemuurHozo ma eKoHOMIUHO20
ejpexkmig  3HUWKEHHsT Nnooamkoe8ux CmaeoK  68u3HaueHo 1020
HEeOOHO3HAUHUIL eniue Ha hnooamrKoel HAOX00XKeHHs. 30ilicCHeHO
NOPIBHSIbHULL AHAI3 PICKANbHOT edpeKxmugHOCmi no0amxkie, CmasKu
SAKUX NPONOHYemwvbCst 3HU3UMU, 1 nodamkis-KomneHcamopia ma
00TPYHMOBAHO HEMONKAUBICMb KOMNeHcayii 6rodxkemHUx empam
wsixom ix niosuuwieHHsi. 3pobneHO 8UCHOB0K NpPO 8UCOKL (PiCKAbHI
puUsUKU paduKkabHO20 3HUXKEHHS. CMmaeoKk 6100Kemoymeoproruux
nooamxkie 3a2ai0M ma HeMOMNJUBICMb MAKo20 X 3HUIXKEeHHs. nid uac
8IUIHU.

Knrouoei cnoea: nooamkoea pegpopma; nooamrkosi cmasKu;
COUIaNIbHI  B8HECKU, MIHbO8A EKOHOMIKA;, egeKkmu 3HUIMKEeHHs.
nooamKosux cmasox
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