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FISCAL DEVIATION IN UKRAINE: THE INTERRELATIONSHIP
OF CORRUPTION, TAX EVASION, AND TAX CONTROL!

Abstract. The problem of fiscal deviation becomes particularly acute in the context of martial law, when the coun-
try urgently needs to mobilize all available resources to ensure defense capability and maintain socio-economic stabil-
ity. This article is dedicated to a comprehensive study of fiscal deviation in Ukraine, examining it as a systemic problem
encompassing corruption, tax evasion, and closely linked to the effectiveness of tax control. The aim of the research is
to identify and analyze the interrelationships between these key elements, their impact on the economic stability of the
state, and to develop proposals for improving mechanisms to counteract fiscal deviation. The article considers fiscal
deviation as a broader concept than just tax evasion, including also corruption and their impact on reducing budget
revenues. Particular attention is paid to the shadow economy as an environment conducive to the development of fiscal
deviation, and its relationship with corruption and tax evasion. An analysis of the causes of the spread of fiscal devia-
tion in Ukraine is conducted, which, according to the authors, are: systemic corruption, weak institutions, the shadow
economy, legislative instability, a low level of tax culture, and martial law. The paper analyzes in detail the role of tax
control in the system of countering fiscal deviation. Various approaches to organizing tax control, as well as factors
influencing its effectiveness, are examined. It is revealed that corruption is one of the main obstacles to effective tax
control, as it creates favorable conditions for tax evasion and other forms of fiscal deviation. A set of measures aimed
at strengthening tax control, reducing corruption in tax authorities, de-shadowing the economy, and raising the level of
tax culture is proposed. The research is based on the analysis of scientific works, statistical data, legislative acts, and
other relevant materials. It was concluded that fiscal deviation is not an isolated phenomenon but is closely linked to
corruption, the shadow economy, and ineffective tax control.
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®ICKAJIBHA JIEBIAIIIS B YKPATHI: B3AEMO3B’SI30K
KOPYIIIIII, YXUJIEHHS BIJI CIIJIATU MIOJATKIB
TA IIOJATKOBOI'O KOHTPO.JIIO?

Anomauyin. IIpodrema ¢ickanvroi desiayii cmae 0coOaU80 20CMpPOIO 8 YMOBAX BOEHHO20 CIMAHY, KOIU KPAiHi mep-
MIHO80 NOMPIOHO MOOINIZy8amu 6Ci HAsBHI pecypcu 0 3a0e3nedelHst 000POHO30AMHOCMI MA NIOMPUMKU COYIATbHO-
eKOHOMIuHOI cmabinbHocmi. Cmamms NPUCEIUeHA KOMNIEKCHOMY 00CTIONCeHHIO (ickanvHol desiayii 6 Yrpaini, npu
YooMy i pO32TAHYMO AK CUCMEMHY NPOOAEMY, WO OXONMOE KOPYRYIIOo, YXUNEHHA 6i0 cniamu nooamxie ma micHO
nog’a3ana 3 eghekmusHicmio noOAMmKO8020 KOHMpoIo. Memoio 00cniodcents € GUAGNEHHA MA AHANI3 83AEMO36 A3Ki6
MIdHC YUMU KTIOUOBUMYU eNeMEHMAaMU, iX 8NIUEY HA eKOHOMIYHY CmAbiNbHICTNG 0epicasu ma po3pooKa RPono3uyitl wooo
B800CKOHANEHHS MeXanizmie npomudii ghickanvhitl degiayii. ¥ cmammi poszenidaemocs ickanvha Oesiayis AK wupuie
NOHAMMSL, HIJC NPOCMO YXUTIEHHS 8I0 CNaamu NOOAmKie, BKI0UAIYYU MAKONC KOPYNYIIo Ma iXHill 611U HA 3MEHUIeHHS
Haoxo0xcerb 0o 6rdxcemy. Ocobausa ysaza npuoilAEmvbCs MiHbOBI eKOHOMIYI K ceped08UY, WO CNPUSE POZGUMK)
Qickanvrol degiayii ma ii 63a€M038 ’A3Ky 3 KOPYNyico ma nooamkosum yxuieHuam. Ilpoeedeno ananiz npuyun nouwiu-
peHns Qickanvrol Oesiayii 6 Ykpaiuni; Ha OymMKy asmopie, ye: cucmemHa Kopynyisa, ciabKicme iHCmMumyyit, minbosed
eKOHOMIKA, HecmabiNbHICMb 3aKOHO0ABCMEd, HU3LKULL PiBEHb NOO0AMKO80I KyIbmypu, Gilicbkosuti cman. Y pobomi
0emanbHO NPOAHANI308AHO POTb NOOAMKOB020 KOHMPOTIO 6 cucmemi npomudii QickanvHiti Oesiayii. Posenisnymo pizni
nioxoou 00 opeanizayii NOOamMKo8020 KOHMPOIO, d MAKOIC PAKMOPU, WO 8NIUEAIOMb HA 1020 eghekmusHicmb. Busg-
JIeHO, WO KOPYNYIs € OOHICIO 3 20108HUX NEPeuKo0 Ol eekmugHoeo noOAmK08020 KOHMPOIO, OCKITbKU CMBOPIOE
CRpusMAUGi ymosu OJis YXUJeHHS 6i0 Cniamu nooamkie ma iHuwux opm @ickanipHoi desiayii. 3anponoHoeano Kom-
naeKc 3axo0ig, CNpAMOBAHUX HA NOCUNEHHS NOOAMKOB020 KOHMPONIO, 3MEHWEHH KOPYRYIi 6 NOOAmKOGUX Op2aHax,
OemiHi3ayito eKOHOMIKU ma Ni08UUeHHs PiBH N00amKogoi Kyibmypu. Jlocniodcenns 6a3yemvcsa Ha ananizi HayKosux
npayb, CMamucmu4Hux OaHux, 3aKOHO0ABYUX AKMI6 ma IHWUX peireeanmuux mamepianie. byno 3pobieno 6ucHogox, o
Qickanvna Oesiayis He € (301bOBAHUM SGUUEM, A MICHO NOB'A3AHA 3 KOPYRYIEI, MIHbOBOIO eKOHOMIKOIO mda Heegek-
MUBHUM NOOAMKOBUM KOHMPOIEM.

KuarouoBi cioBa: ¢ickanpHa IeBiallis, KOPYIIisi, YXMICHHS BiJ CIUTaTH ITOJATKiB, TIHPOBA EKOHOMIKA, ITOJATKOBHI
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Formulation of the problem. Fiscal deviation,
manifested in various forms of deviations from the
proper functioning of the budgetary and tax system, is
one of the key problems hindering Ukraine's economic
development. This phenomenon, which encompasses
tax evasion, corruption in tax authorities, and ineffi-
cient use of budgetary funds, causes significant damage
to the state's economy, undermines public trust in the
government, and creates unequal conditions for doing
business.

The problem of fiscal deviation becomes particu-
larly acute in the context of martial law, when the
country urgently needs to mobilize all available re-
sources to ensure defense capability and maintain so-
cio-economic stability. It is important to note that fiscal
deviation is not an isolated phenomenon. It is closely
linked to other negative trends in the economy and
society, such as the shadow economy, low tax culture,
and weak institutional capacity. Understanding this
interaction is crucial for developing effective strategies
to counter fiscal deviation.

One of the key aspects of the study is the analysis
of the relationship between corruption, tax evasion, and
tax control. Corruption in tax authorities creates favor-
able conditions for tax evasion, undermining the effec-
tiveness of tax control and discrediting the very idea of
fair taxation. On the other hand, ineffective tax control
creates opportunities for corrupt abuses and tax eva-
sion.

Analysis of recent research and publications.
This research is extremely relevant for Ukraine, espe-
cially in the context of martial law and the need to
stabilize the economy. Particular attention of research-
ers is focused on studying the impact of corruption on
the formation of tax culture and trust in state institu-
tions. Researchers: Hryhoraschenko O. [1], Alstadsater
A. [9], Bondaruk, T. [4], Cedric A. [5], Godar S. [9],
Katherine B. [5], Haslehner W. [14], Pantazatou A.
[14] are studying the effectiveness of existing tax con-
trol mechanisms, identifying their shortcomings and
proposing ways to improve them. Issues of internation-
al cooperation in the field of tax control, including the
exchange of information between tax authorities of
different countries, are being considered. Economic,
social, and political factors contributing to fiscal devia-
tion in Ukraine are being studied. The impact of the
complexity of tax legislation, economic instability, low
levels of legal culture, and other factors on tax evasion
is being analyzed.

Scholars such as Bodnariuk 1. [13], Loboda N. [4],
Medynska T. [4], Melnychuk 1. [4], Nicolaides P. [9],
Nikonenko U. [4], Rushchyshyn N. [13], Stiglitz J. [9]
and Zucman G. [9] investigate the causes and forms of
deviant behavior among taxpayers, analyze the level of
tax culture, and the impact of factors on tax evasion.
However, a comprehensive study of the correlation
between corruption, tax evasion, and tax control is
necessary to identify weaknesses in the public admin-
istration system and develop effective mechanisms for
their elimination.

The analysis of tax control will contribute to de-
termining optimal methods and tools for enhancing its
effectiveness and preventing fiscal abuses. Identifying
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and addressing the causes of fiscal deviation will pro-
mote greater transparency and accountability of gov-
ernment bodies.

The purpose of the article. The aim of this article
is to conduct a comprehensive analysis of fiscal devia-
tion in Ukraine, with a focus on the interrelationship
between corruption, tax evasion, and tax control.

Presentation of the main research material. Fis-
cal deviation in Ukraine is a multifaceted phenomenon
reflecting deviations from the proper functioning of the
budgetary and tax system. Its essence lies in the fact
that resources that should be flowing into the state
budget are being utilized in the shadow economy or
embezzled. This phenomenon is not limited to tax eva-
sion alone but encompasses a wider range of illegal
activities that distort fiscal relations.

The causes of fiscal deviation in Ukraine include:

1. Systemic corruption. Corruption within tax
authorities, customs, and other government institutions
creates favorable conditions for tax evasion and em-
bezzlement of budgetary funds.

2. Weak institutions. The insufficient effective-
ness of law enforcement, the judicial system, and other
institutions that should be controlling fiscal relations
contributes to the spread of fiscal deviation.

3. Shadow economy. The significant scale of the
shadow economy in Ukraine creates opportunities for
tax evasion and the legalization of illegally obtained
income.

4. Legislative instability. Frequent changes to tax
legislation and its complexity create uncertainty for
businesses and open avenues for abuse.

5. Low level of tax culture. Insufficient aware-
ness among citizens regarding the obligation to pay
taxes contributes to the widespread practice of tax eva-
sion.

6. Martial law. The war introduces its own ad-
justments. Due to the war, there is a lack of control
over a large portion of businesses, and an increase in
the appetites of corrupt officials.

Forms of fiscal deviation in Ukraine include:

e  Tax evasion. The use of various schemes and
methods to reduce tax liabilities or the non-payment of
taxes altogether. This may include underreporting in-
come, overstating expenses, using offshore schemes,
etc.

e  Corruption in tax authorities. Abuse of official
positions for the purpose of obtaining illicit gain. This
may include bribery, embezzlement of budgetary
funds, manipulation of tax audits, etc.

e Inefficient use of budgetary funds. Embez-
zlement of budgetary funds, ineffective management of
public procurement, financing of fictitious projects, etc.

e  Shadow economy. Unregistered economic ac-
tivity that is not subject to taxation and control by the
state. This may include illegal production, smuggling,
providing services without registration, etc.

e Violation of customs rules. Smuggling, under-
stating the customs value of goods, evading customs
duties, etc.

Fiscal deviation causes significant damage to
Ukraine's economy, undermines public trust in the
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state, and creates unequal conditions for doing busi-
ness. Overcoming this phenomenon requires a compre-
hensive approach, including reforming the tax system,
strengthening the fight against corruption, de-
shadowing the economy, and raising the level of tax
culture. We will consider the principal forms of fiscal
deviation.

Improper application of tax control at both the
macro and micro levels leads to deliberate tax evasion,
which in turn provokes corruption.

According to the data of international ratings, cor-
ruption schemes in the field of weakening tax control
in Ukraine are represented in the corresponding inter-
national ratings (table 1).

Analyzing table 1, it can be stated that from 2012
to 2017, the corruption perception index showed posi-
tive dynamics, growing from 26 to 30 points. So, in
2017, the corruption perception index crossed the bor-
der of the average value of the CPI in Ukraine. This
can be perceived as a certain improvement in the anti-
corruption system and an increase in the level of trans-
parency in government processes. In 2019, the index
decreased to 30 points. This may be connected to sud-
den changes in conditions, such as the COVID-19 pan-
demic, which may lead to an increase in corruption
risks in various areas. In 2021, the index did not signif-
icantly decrease, to 32 points. In general, in the period

of 2017-2023, the index of perception of corruption
did not have a growth trend and remained with indica-
tors of 30-36 points.

As an evidence from the data in table 1 in 2012 the
CPI indicator of Ukraine was 26 (151st place in the
world), in 2013 Ukraine fell one step lower in the rank-
ing with an indicator of 25, on the eve of the Revolu-
tion of Dignity Ukraine was perceived as one of the
most corrupt countries in the world, taking 147th place
with an indicator of 26 (the higher the score, respec-
tively, the lower the country's place, the less corrupt it
is considered , and vice versa) and being in the group
of countries with a high level of corruption.

According to the table 1 provided by us, there is a
change in the rating value of Ukraine in the world ac-
cording to the level of the index of perception of cor-
ruption during the period 2012-2023. It can be seen
that every year the place of our state in the rating is
gradually increasing. In 2017, Ukraine crossed the
average value. This level of corruption threatens the
political and economic stability of Ukraine. There is
still no country in the world that is completely free
from corruption. According to the UN report, the world
economy loses 2.6 trillion dollars every year due to
corruption, which is more than 5% of global GDP. The
annual volume of bribes on a global scale is one trillion
dollars.

Table 1

Index of perception of corruption in Ukraine and its rating
in the world for 2012-2024*

Years CPI Deviation Rank Deviation
2012 26 CPI 151 X
2013 25 -1 152 1
2014 26 1 147 -5
2015 27 1 138 -9
2016 29 2 139 1
2017 30 1 137 i
2018 32 2 127 -10
2019 30 -2 132 5
2020 33 3 127 )
2021 32 -1 128 1
2022 33 1 116 -12
2023 36 3 104 -12
2024 35 -1 105 -1

*Note. Table 1 made on the basis of [3]
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Table 2

Areas of economic activity and major tax violations*

Type of violation

Method of violation

Contraband

Abuse of privileges

Violations related to foreign

Interrupted transit

economic activity

Export operations with fake partners

Disguise as personal belongings

Salaries in envelopes

Violations related to labor

Transfer of employees to individual entrepreneurs

payroll

Use of persons with disabilities to reduce the tax base without their actual

employment

Export operations with fake partners

Violations related to the sale

Fake business representatives

of goods

Undeclared transactions

Incorrect classification

Offshores

Violations related to profit

Overstating costs

Acceleration of amortization

*Note. Table 2 is composed authors

Over the past two years, despite the full-scale war,
Ukraine has been able to take systematic steps to effec-
tively combat corruption, which has been reflected in
the results of the Sri study. The vast majority of these
steps were due to the obligations taken on Ukraine
within the framework of European integration and
receiving international financial assistance. However,
on the other hand, during this time, we witnessed a
considerable number of negative events and decisions
that to some extent offset the effect of anti -corruption
steps performed by the authorities. Areas of economic
activity and major tax violations presented in table 2.

According to sociological studies provided by the
Kyiv International Institute of Sociology [10], main
reasons for tax evasion by native taxpayers were:

- no trust to authorities;

- insufficient level of financial resources;

- no ability to influence budget expenses;

- low level of different state services;

- feeling tricked due to non-payers by other people.

Some of the people chose various reasons that
could not be grouped into larger categories, and some
of the interviewees did not answer the question. Results
of survey located in fig. 1.

The fight against corruption has unfortunately
stalled in most EU candidate countries, mirroring the
situation in Ukraine. Georgia (53 points, ranked 53rd
globally), Montenegro (46 points, 65th), and Turkey
(34 points, 107th) saw no change in their Corruption
Perception Index scores over the past year. Serbia's
score even dropped by one point (35 points, 105th),
while North Macedonia (40 points, 88th) and Bosnia
and Herzegovina (33 points, 114th) each fell by two
points.

On a positive note, Moldova and Albania demon-
strated improvements. Moldova's score rose by one
point to 43 (76th place), and Albania made a signifi-
cant jump of five points, reaching 42 points and 80th
place. This makes Albania the top performer in terms
of anti-corruption progress among all EU candidate
countries this year (fig. 2).

No trust to - .
authoritiesia Insufficient No ability to Low level of
HOCTHHILI level of influence different Activity of
. financial budget ex- state ser- non-payers
erarn/[iaruo- .
N resources penses vices
CTHUYHHU €TaIll

Fig. 1. Sociological studies about main reasons for tax evasion by native taxpayers (created based on [11])
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Fig. 2. Ukraine and EU candidate countries Corruption Index for 2024 (made on the basis of [6])

Below is a list of positive and negative events that
could affect Ukraine's results in Sri 2024. Those that
took place in the fall of 2024 were most likely not tak-
en into account in the last index, however, they un-
doubtedly affect the overall perception of corruption in
Ukraine at the time of the study of the study.

Following the Verkhovna Rada's passage of the
Anti-Corruption Strategy for 2022-2025 in the summer
of 2022, the crucial next step was to develop and enact
the supporting regulations needed to put the strategy
into action. This process faced a two-month delay, but
ultimately the Cabinet of Ministers approved the State
Anti-Corruption Program (SAP) in March 2023.

Tax control is a necessary element of economic
management, which determines the degree of financial
discipline in the country and provides fair allocation of
the tax burden. The primary task of tax control is the
collection of taxes in accordance with the legislation

taxpayers
accounting

Tax control in
Ukraine is
implemented by

<

monitoring
activities of

accounting and

financial agents

\.
4
monitoring of controlled operations
and interviewing officials,

and the effective use of received funds to fulfill social
needs and provide infrastructure development.

High efficiency of the tax control is determined not
just by the amount of funds collected, but also by the
use of modern technologies and audit mechanisms that
allow preventing violations and maintaining a high
level of tax compliance by taxpayers.

Tax control, according to Tax Code of Ukraine in-
cludes a system of measures used by authorities and
coordinated by the central authority, which ensures the
formation and implementation of state financial policy,
in order to control if calculations are correct, if taxes
and fees are payed in full and in time, as well as com-
pliance with legislation on other issues of cash regula-
tion, settlement transactions, patenting, licensing and
other (fig. 3).

4 N

inspections and reconciliations, as
well as inspections regarding
compliance with legislation, the
enforcement of which is entrusted to
supervisory authorities, in the
manner prescribed by the laws of
Ukraine )

authorized persons and/or employees
of the taxpayer

.

7

information and analytical support
for the activities of authority

e

Fig. 3. Ways to exercise tax control (made on the basis of [7])
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Table 3

The main indicators of control measures of the State Tax Service of Ukraine for the period 2019-2023*

Years Amount of inspections Amount of overcharged liabilities to collect
In general scheduled unscheduled In general scheduled unscheduled

2019 13877 3647 10230 13148620 7517065 5631555
2020 20306 1117 19189 924 243 416673 507570
2021 38847 2563 36284 1530 334 733679 796655
2022 7326 434 6892 263 137 67903 195234
2023 13733 445 13 288 10 403 086 3936819 6 466 267

*Note. Table 3 made on the basis of [2]

Analysis of official data on the number of control
measures in the form of tax audits shows that it is un-
scheduled audits that play a key role in the implemen-
tation of tax control. This statement is confirmed by a
significant number of such inspections compared to
planned ones, which is presented in table 3.

From the chart, we can see that the dynamics of
control measures had an upward trend from 2019 to
2021. With a full-scale invasion, a moratorium on in-
spections was introduced, as evidenced by the
2022 data, and from 2023 the number of inspections
reached the level of 2019, which accordingly affected
the significant tax additions to the budget in 2023.

From August 1, 2023, in accordance with the tax
legislation, certain requirements of the Tax Code re-
garding conducting tax inspections, in particular
scheduled, unscheduled and actual, were changed.
Such changes will be in effect until the end of martial
law in Ukraine, and the list of reasons for unscheduled
documentary inspections (both on-site and off-site) has
also been expanded. This means, that tax authorities
have more opportunities to initiate such inspections,
which will, accordingly, affect the reduction of tax
avaders from paying taxes and fees.

In 2024, the State Tax Service planned a progres-
sive program of scheduled tax audits of business enti-
ties. In total, 3,242 tax inspections are planned.

The largest share is accounted for by legal entities,
financial institutions, permanent representative offices
and representative offices of non-residents -
2,172 companies. Tax authorities will carefully check
the accuracy of the calculation and payment of taxes
and fees.

Tax authorities will pay special attention to enter-
prises in terms of calculation, completeness, withhold-
ing and payment of taxes for their employees (personal
income tax, military levy and USC) — 156 companies.
Small and medium-sized businesses will also come
under close monitoring.

The State Tax Service plans to closely monitor the
activities of 914 small business sectors (individual
entrepreneurs) over the next year.

Thus, the tax authorities will significantly intensify
the implementation of planned inspections in 2024
compared to previous years. Large-scale tax control
will cover both large payers — enterprises (legal enti-
ties) and the small business sector (individual entrepre-
neurs).
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In order to increase the efficiency of tax control
and prevent tax evasion, a number of important
measures are planned as part of the National Income
Strategy adopted by the Government of Ukraine, the
National Income Strategy until 2030:

1. Implementation of international automatic ex-
change of information according to the Common Re-
porting Standard (CRS). Tax State Service of Ukraine
will monitor reports on accounts of Ukrainian residents
received from partner states to identify hidden assets.

2. Improving the process of collecting funds from
debtors' accounts through electronic interaction of the
Tax Service of Ukraine, the State Treasury and banks.

3. Automation of tax debt payment processes
through the implementation of the “Work with Debt”
subsystem.

4. Introduction of regular surveys of taxpayers re-
garding the quality of DPS services with public report-
ing on the measures taken.

5. Implementation of E-audit procedures to im-
prove the efficiency of tax audits.

6. Establishing the exchange of reports of interna-
tional groups of companies to counter tax evasion
schemes.

7. Development of information and communication
systems for exchanging information with foreign com-
petent authorities and analyzing transfer pricing risks.

Conclusions and directions for further research.
The conducted research allowed for a comprehensive
analysis of fiscal deviation in Ukraine as a complex
and multifaceted phenomenon that significantly affects
the functioning of the budgetary and tax system and the
country's economic development. It was established
that fiscal deviation is not an isolated phenomenon but
is closely linked to corruption, the shadow economy,
and ineffective tax control.

The research confirmed that corruption in tax au-
thorities and other government institutions creates fa-
vorable conditions for tax evasion, embezzlement of
budgetary funds, and other forms of fiscal deviation.
The shadow economy, in turn, becomes a breeding
ground for fiscal abuses, as it allows for the conceal-
ment of income and the avoidance of taxation.

An analysis of tax control showed that its effec-
tiveness is significantly limited due to corrupt practices
and insufficient institutional capacity. Ineffective tax
control not only creates opportunities for tax evasion
but also undermines public trust in the state, which
contributes to the further development of the shadow
economy and corruption.
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The research highlighted the need for a compre-
hensive approach to countering fiscal deviation. This
approach should include:

1. Strengthening the fight against corruption. It
is necessary to implement effective mechanisms for
detecting and preventing corruption in tax authorities,
law enforcement agencies, and the judicial system.

2. De-shadowing the economy. It is necessary to
create favorable conditions for the legalization of the
shadow economy and encourage entrepreneurs to con-
duct transparent business.

3. Improving tax control. It is necessary to in-
crease the effectiveness of tax audits, introduce modern
information technologies, and strengthen the analytical
work of tax authorities.

4. Raising tax culture. It is important to conduct
information and educational work among citizens and
entrepreneurs regarding the obligation to pay taxes and
the importance of complying with tax legislation.

5. Reforming the tax system. It is necessary to
simplify tax legislation, reduce the tax burden on legal
business, and increase the efficiency of tax administra-
tion.

Further research may be aimed at analyzing specif-
ic schemes of tax evasion, developing mechanisms for
detecting and preventing corruption in tax authorities,
and evaluating the effectiveness of implemented
measures to counter fiscal deviation.
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