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Tax gap management: theory and practice

Abstract. Introduction. The focus of the study is determined by the urgency of the task to increase the budgetary income, which
is one of prerequisites for successful breakthrough of Ukraine in military-political and socio-economic crisis. Purpose: to ground
the concept of application of the gap-management for better sustainability of the budgetary system. The research subject is
the views on tax gap prevention, and their effectiveness in domestic practice. We were reviewing theoretical, methodological
and practical foundations of tax administration improvement. Methodologically research is based on gap-management theory.
Results. Specific misbalances inherent to the tax systems are generalized by the authors, i.e. between the outcomes of
progressive and flat taxation, between public income and expenses at different level of government, in foreign economic activity
depending on the location of VAT taxation, in the internal processes of defining tax credit on VAT, and in the time gap between
consolidation of the GDP and generation of tax income to the budget. Based on critical assessment of the tax risk management,
five stages of process were defined: exposure of risks, their evaluation, determination and introduction of the counter-measures,
efficiency assessment of the results. Conclusion. The results are grounded in the critical comparative analysis of the practice of
tax management in Ukraine and of the established international practices. The international standards of introduction of fiscal
transparency, sustainability, and tax risk management were analysed in their interconnection and mutual impact. We introduced
the model which explained strategic mechanisms and principles of state tax management by the shift of emphasis in the system
of tasks from achieving of the planned indicators of tax income to the budget, to the minimization of the tax gap. On the practical
side, our research provides recommendations for long-term prognoses on the tax income and reporting on the fiscal risks.
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KaHamaaT eKOHOMIYHKX HayK, Npodecop, konemk MixxHapogHoro 6i3Hecy ISM Slovakia, Mpewos, CnosavynHa
Gap-MeHePKMEHT B ONnoAaTKyBaHHi: TEOPEeTUYHUI | NPUKNAZHUA acnekTu

AHoTauis. Y ctatTi y3aranbHeHo cneuundiyvni aucbanaHcu, nputamaHHi NogaTkoB/M CUCTEMaM: MiXK HacigKamm onogaTkyBaHHSA
3a NPOrpecrBHOIO Ta PIBHOMIPHOLO LLKanamu; Mixx 4oxogamu i Buaatkamu 61ofpKeTiB Pi3HKX PiBHIB Yepes HasiBHICTb TpaHCchepTiB;
y cdepi 30BHILLHLOEKOHOMIYHOI istIbHOCTI 3aNeXXHo Big, Micus obknagaHHs MOB; y BHYTpIiWHIX npouecax NobynoBuM CXeM
nogaTtkosoro kpeguTty 3 MNAB gns onTumisavii onogaTKyBaHHS; y 4aCoBMX larax Mixk cTBopeHHsM BBI i reHepauieto nogaTkosmx
goxopnis 6o4KeTy. Y pesynbrati KPUTUYHOI OUIHKU MOMNOXEeHb MOAaTKOBOro PU3NK-MEHEeIKMEHTY BUAINIeHO M’'aTb eTanis
NpoLecy: BUSBIEHHS PU3UKIB, iX OLHIOBaHHS, BU3HAYEHHS Ta 3aCTOCYBaHHSA KOHTP3axofiB, OLiHKa OTPMMaHNX pesynbraTisB i3
nornsagy egeKTnBHOCTI. HaykoBa HOBM3Ha TEOPETUYHOrO OOCHIOKEHHSA MONAsrae B OOrpyHTYBaHHI CTpaTeriYyHUX MexXaHisMmiB i
NPUHLMNIB Aep>XXaBHOIO NOAATKOBOrO MEHEM)KMEHTY Ha OCHOBI 3MILLEHHS aKLIEHTIB CUCTEMMU Ljinen i3 3abe3ne4eHHs1 BUKOHaHHS
NJaHOBMX MOKAa3HWKIB MOQATKOBMX HaAXOMKeHb [0 OHMXKEeTy Ha MiHIMi3auilo 4YMCcTOro nogaTkoBOro po3puBy. [pakTuyHy
LiHHICTb pe3ynbTaTiB CTaTTi CKnagalTb pekoMeHaalii i3 nobygosu JOBMOCTPOKOBMX MNPOrHO3iB WOoA0 NOAATKOBUX HAOXOOKEHb
i (hopmyBaHHs 3BiTY NPO hicKasbHi PU3NKU.
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KocoBa T. A.

OOKTOP 3KOHOMUYECKNX HayK, npodeccop, npodeccop kadeapb! hnHaHCOB, 6AHKOBCKOro Aena v npeanpuHuMaTenscTaa,
[oHb6acckas rocyfapcTBeHHasi MalMHOCTpouTenbHasn akagemusi, Kpamatopck, YkpanHa

Cno6opgsaHiok H. A.

[OKTOP 3KOHOMUYECKUX HayK, AOLEHT, 3aBeaytoLas kadenpoin nuHaHCcoB 1 6aHKOBCKOro fena,

[oHeLKNI HaUMOHaNbHbI YHUBEPCUTET 3KOHOMUKW 1 Toproenu nmeHn Mnxawna TyraH-BapaHosckoro, Kpuson Por, YkpanHa
Monsukosa A. B.

KaHamMaaT 3KOHOMMYECKUX HayK, AOLEHT Kadenpbl (hHAaHCOB 1 MapKETUHra,

'BY3 «[NpuaHenpoBcKas rocyapcTBeHHAst akafeMusi CTPOUTENBCTBA U apXUTEKTYpPbI», OHenp, YkpanHa

LLlaTaHoBa A.

KaHOmaaT 3KOHOMMYECKUX HayK, npodeccop, Konnegx mexayHapopHoro 6usHeca ISM Slovakia, MNpewos, CnoBakns
Gap-MeHeKMEHT B HAJIOroo6J1I0XKEHUN: TEOPETUYECKUI U NPUKIAaAHON acneKTbl

AHHoOTaumsa. B ctatbe 0606LLeHbl cneungmryeckne gucbanaHcbl, NPUCYLLME HaNoOroBbiM CUCTEMAM: MeXZy MOCNeacTBMsMA
Hanoroo6I0XXEHNS MO NPOrPECCUBHON U PaBHOMEPHOI LLKanaMm; Mexay 4OX0oAamMu 1 pacxodamn 6100)KETOB pasHbIX YPOBHEN
n3-3a Hanuyma TpaHcepToB; B cdepe BHELUHEIKOHOMUYECKOW [EeATEeNbHOCTN B 3aBUCMMOCTM OT obnoxeHus HOC; Bo
BHYTPEHHMX NpoLeccax NOCTPOeHNs cxem Hanorosoro kpeamta no HOC ona ontrMmsaumy HanoroobnoXXeHnsi; BO BPEMEHHbIX
narax mexgy cosgaHuem BBl 1 reHepauveli Hanorosbix 4ox040B. B pesynsrate KpUTUYECKON OLIEHKIM MOMIOXEHNI HAJIOrOBOro
PUCK-MeHeI)KMeHTa BblAENEHO NATb 3TanoB NpoLecca: BbisBlIEHNE PUCKOB, MX OLEHKa, onpegeneHne n npuMmeHeHne KOHTpMep,
OLEHKa MOMy4YeHHbIX Pe3ynbTaToB C TOYKM 3peHust aekTMBHOCTU. HayyHas HOBM3HA TEOPETUHECKOro WUCCneqoBaHust
3aknto4aeTcsi B 060CHOBaHNM CTpPATErMYecKuX MexaHu3mMoB 1 NMPUHLMNOB rOCYAapCTBEHHONO HaNIOrOBOr0 MeHemXKMeHTa Ha
OCHOBE CMeLLEHUS akLIeHTOB CUCTEMbI Liefiel No o6ecneyeHnto BbINMONHEHUS MNaHOBbIX NoKasaTenemn Hanorosblx NOCTYNAEHN
B OIOIKET Ha MWHMMU3ALMIO YACTOrO HAasIoroBOro paspbiBa. [1pakTUHYecKylo LEHHOCTb Pe3yNbTaToB CTaTbll COCTaBNSAOT
pekoMeHZauum no NoCTPOEHWIO [OITOCPOYHbIX MPOrHO30B OTHOCUTENIbHO HATIOrOBbIX MOCTYMNIEHNI U (DOPMUPOBaHNIO OTHETOB

o CbI/IHaHCOBbIX puckax.

KntoueBble cnoBa: Teopyisi; METOLONOMSI; MPUYHLMMbI; yHpaBfeHne paspbiBamiu; PUCK; HANIOrOOBIOXEHNE.

1. Introduction

One of the major preconditions to overcome military-po-
litical and socio-economic crisis in Ukraine is to increase its
budget. To attain this aim, we need to expend focus of as-
sessment of the sound tax system by the government, and to
promote tax system transparency to better inform of public on
the size of the tax gap.

The tax level in Ukraine is indeed one of the highest in
the world, thus it is limiting development of the private busi-
ness and growth of the number of wealthy people. Therefore
the issue of transformation of the tax system already shifted
from purely economic to rather political, and is instrumen-
tal for the survivals of Ukraine as sovereign European na-
tion. To solve this issue we need to develop socio-economic
model of people’s capitalism, which is natural and mentally
apt for Ukraine.

There are several steps necessary for such development:
to launch instruments of fiscal and budgetary public policies;
to ensure friendly environment for the domestic producer, es-
pecially for small and middle businesses; to pursue the struc-
tural reforms (Soskin, 2010) [1-2].

The leading principles of the Organisation of Economic
Cooperation and Development (OECD) prescribe to make
public long-term forecasts of current tax policy sustainabili-
ty (OECD, 2017) [3]. Forecasts should provide foundations for
the analysis and alternative scenarios, which are taking into
account such threats as ageing of population, exhaustion of
natural resources, changes in trade or technologies etc. For
Ukraine the need for the development of long-term forecast
of tax revenues under the EU aspirations should not be un-
derestimated.

Fiscal policy in Ukraine has periodic or aperiodic impact
on economic dynamics, and adoption of referendums on im-
portant tax reforms may increase their efficiency (Kapeliush &
Zadorozhnia, 2017) [4].

2. Brief Literature Review

The analysis of the research sources shows scholars, who
study taxation issues, use concurring approaches to deter-
mine the basic concepts and principles of tax risks. Thus, Pry-
mostka (2002) develop complex methodology of gap-analy-
sis that includes the system of indexes of the gap analysis
around the indicators of percent risk, liquidity gap, currency
exposures of the bank, duration etc., as well as recommenda-
tions on their calculation [5].

This will allow to forecast the influence of the financial
risks on the structure of balance and income of the bank, in-
cluding time factor, and to have invariant analysis for the re-
spective strategies.

Tarnai (2004) examines gap management as a component
of the assets management in the bank, and use monitoring
of cumulative gap to measure the net interest margin against
change of the market rate [6]. The principal elements of finan-
cial percent risk management are: supervision by the board
and top management of the bank; development of the pro-
per procedures for decision-making, monitoring and manage-
ment; internal and external audit.

Shvarts (2012) offers methodical approach to the im-
provement of evaluation and management of bank assets of
the bank based on their sensitiveness to the change of inte-
rest rates when gap method (financial risk hedging) is used
to manage percent risk [7]. The method of gap analysis al-
lows banks to avoid liquidity crisis, to hedge financial risks
and to take advantage on the changes of economic situation
in short- to long-term perspective (Voloshko, 2003) [8].

Gap imbalances are also inherent to regional investment
policies (Kogatko, 2016) [9]. Nations large in territory, with
harsh climate and terrain, as well as urbanized nations with
deep gap between more modernised cities and under-deve-
loped rural areas, often struggle to overcome territorial dis-
proportions.

Volynskyi (2008) identifies gaps between the aggregate in-
vestment potential and resources, attracted by the financial
institutions and the stock market, as well as between the size
of potential and real investment resources [10]. Limitations of
the tax transfer mechanism role produce the gap between pri-
mary and final income of Ukrainian population, leading to the
differentiation of income tax rates on individual labour and
capital, as well as the reduction of corporate income tax (Fro-
lova, 2011) [11].

laroshenko (2014) analyses the EU experience and its adap-
tation for Ukraine in building tax charts, criteria for smoothing,
identification of troublesome regions, which requires individual
approach for each nation [12]. Gap method is aimed to reduce
the gap between socio-economic indices of development of
different countries, regions, and local communities.

Didyk (2016) elaborates on the evaluation of tax competi-
tiveness of the enterprise with the analytic hierarchy process
to identify the initial tax position of the enterprise and gap ac-
tual state of its tax system and capabilities of the tax environ-
ment [13].

Many scholars focus on the principles of taxation (Jones &
Rhoades-Catanach, 2004) [14], analysis of enterprise expo-
sure to the gap (La Cava & Nanetti, 2000) [15], gap impact
on the corporation’s cost of capital (ECLAC, 1997) [16], and
the gender aspects of employment and salary (FAO, 2010;
Chen, Huang & Su, 2017) [17-18]. In Fedulova (2016) we found

Kosova, T., Slobodyanyuk, N., Polzikova, H., & Satanova, A. / Economic Annals-XXI (2018), 174(11-12), 22-28

23



ECONOMICS AND MANAGEMENT OF NATIONAL ECONOMY

comparison of the economies innovativeness in Ukraine and
in the EU with regard to the means to overcome the existing
gap between the two, especially through the review of small
and middle enterprises taxation [19].

Hyz & Gikas (2012) study the situation in post-crisis
Greece, where enterprises complain about lack of stability in
the tax system, growing tax burden, limited access to the fi-
nancial resources [20].

While the above mentioned scholars made profound in-
sight to the subject, there are still plenty of unsolved issues
in the domain of taxation imbalances, capable of negative inf-
luence on budget revenues.

3. Research purpose is to elaborate on conceptual prin-
ciples of the use of gap management techniques to ensure
budgetary system sustainability in the part of tax revenues.

We used risk management as a method of our research,
applying it to the tax administration.

4. Results

The systems of taxation across the world have various
classifications, based on different criteria: i.e. with respect to
the dependence of tax rates on the object of taxation, pro-
gressive and flat taxation systems could be distinguished. The
tax systems based on progressive scales are typical to many
European countries. They prescribe higher payments by those
tax payers who have bigger personal income, which is instru-
mental to smoothing inequalities in income of the members
of society.

At the same time, progressive tax systems are com-
plex and require stability of tax law, development of precise
mechanisms for administration of taxes, and increased trans-
parency. Progressive tax system has natural limits to its use:
the volume of endogenous investment in the human capital
is defined by the capacities of the economy to finance pub-
lic expenditures in health protection and education, as well
as by the size of private insurance (Heathcote, Storesletten &
Violante, 2017) [21].

Taxes and principles of taxation are crucial factors which
define the behaviour of individuals and organizations, thus
having impact on neutrality of the tax system.

Therefore, the use of progressive scales has ambiguous
influence on the budget revenues: from one side, while tax-
payers are scrupulous in delivering due tax payments, the
ability of the state to finance public goods is growing; on the
other hand, the risk of opportunistic behaviour is surging,
leading to the concealment of objects of taxation, transfer of
business activity of the taxpayer into informal economy, use
of other forms of tax avoidance (Rosengard, 2012) [22].

Flat approach to the tax system is based on the distri-
buted-neutral methodology of taxation, and is widespread be-
cause it is more clear and transparent to the taxpayers and
is relatively easy administrated (Kaplow, 2011) [23]. The most
important principles of the flat taxation are: wide reach of re-
spective tax payers; the choice of such goods and services
for the objects of taxation which are less vulnerable to the
price surges; rejection of the overstated tax rates.

Ukrainian practice of the revenue generation for the con-
solidated budget has its sound peculiarities: non-tax revenues
constitute a considerable part of income, manifesting limita-
tions of the market mechanisms in the budget policy. Ukraine
also has flat system of taxation («flat rate»). The main sources
of the budget revenues are: direct taxes (corporate income
tax and personal income tax); indirect taxes within price of the
products (excise duties, VAT).

The share of tax revenues of the budget is steadily gro-
wing: while in 2015 it equalled 77.85%, in 2017 it reached
81.43% (see Table 1). The share of tax revenues of the bud-
get is steadily growing: while in 2015 it equalled 77.85%, in
2017 it reached 81.43% (see Table 1). Tax burden is highest
on the end consumers of good, services and works. Their
share in the structure of taxes paid grew in 2015-2017
from 49.1% to 52.77%, while the shares of VAT raised
from 35.15% to 37.91%, and for excises - from 13.95% to
14.66%. During the period under analysis we witnessed the
shift of tax burden on private taxpayers as the share of ta-
xes paid by them in the general amount of taxes grew from
19.7% to 22.42%. The share of corporate income tax set-
tled down at 7.69%-9.25%.

To ensure the corporate income tax will raise to more
prominent role in budget revenues there are several pos-
sible measures to be taken: revision of the object of taxa-
tion (to switch income tax to taxation of the owners inte-
rests of investment in other enterprises); tax rate cuts; es-
tablishment of corporate capital reserves to compensate on
tax losses (Menezes, 2012) [24]; differentiated tax rates to
tackle innovative objects of taxation and to stimulate their
production and implementation (Gillitzer, Kleven & Slem-
rod, 2017) [25].

Elasticity of taxable corporate income (ETI) is a key index
for the analysis of income tax efficiency and of the revenues
from the income tax (Matikka, 2018) [27]. Changes of the
fixed income tax rates are instrumental for the changes in the
marginal tax rates. ETI instrument is not the function of indi-
vidual income, and its estimation is less exposed to the slip
caused by the differentiated trends in income distribution.

Policy of tax competition can indirectly influence on taxa-
tion efficiency through the change of ability of companies to
transfer the tax burden on the end consumer. Total effective
maximum tax rate depends on the maximum taxes on eve-
ry element of production, and on the degree of their comple-
mentarity and on probability of mark-up in the final price com-
paring to the marginal production costs (Keen, Klemm & Per-
ry, 2010) [28]. Unreasonable income tax rates are the reason
for the tax inflation: they produce financial leverage effect due
to the effects by tax corrector and differential of financial le-
verage (the latter constitutes the difference between econo-
mic efficiency and weighted average interest rate on the cre-
dits generated by the enterprise).

Tax risks are inherent to the tax systems worldwide, they
could not be minimized, but they are manageable. Risk-
oriented mechanisms of the adaptive tax management are

Tab. 1: Consolidated budget of Ukraine revenues, 2015-2017

Source: Ministry of Finance of Ukraine (2018) [26]
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focused on proper identification of the negative factors,
capable to impact economic interests of the tax payers:
(1) challenge - ambitions of the subjects of the economy to
pursue their own interests; (2) alertness - potential to limit
economic interests because of growing probability of nega-
tive outcome and potential vulnerability; (3) insecurity - mo-
derate probability of negative influence on the interests of
the subjects; (4) threat - most significant negative factor, de-
fined by the high level of possible negative outcomes and
their high probability (Romanenko, 2014) [29-30].

The existence of the tax risks is manifested in the tax gap,
which is defined as a difference between the total amount of
taxes, that should be paid in theory, the total amount of ta-
xes actually paid (Vdovychenko & Zubrytskyi, 2013). This defi-
nition is grounded on the purpose of the very concept of tax
gap - to evaluate basic threats to the tax base [31]. Theoretical
assessment of the total amount of taxes, that should be paid,
takes account of the level of economic activity, and is based
on the assumption that all tax payers are acting in full comp-
liance with the letter and the spirit of law.

A gross tax gap allows to quantitatively measure the
non-compliance with the tax legislation of all types: direct
violations of the tax legislation (absence of tax report, fraud,
negligence, errors, defaults, undue payments), as well as tax
avoidance.

A net tax gap is a gross tax break minus the amount of
taxes exacted by the control authorities.

Today three main techniques are used to measure tax
gaps: «top down approach» for the indirect taxes, «bottom up
approach» for the direct taxes, and expert evaluation.

The general aim of the gap management as a system is
to enable strategic management of imbalances in the pro-
cess of taxation, in line with the chosen tax policy. Gap ma-
nagement sub-systems share same object - tax risks, but
have different subjects of management, and their own spe-
cific aims in line with subject. The aim of the state gap ma-
nagement is to generate maximum revenues to the budget,
according to the existing parameters of the tax system. Gap
management is focused on the formalization of tax risks of
the enterprises - taxpayers, on the estimation of their tax
burden, on the exposure of problem areas, and on their con-
sideration in the planning of paper audits Bakker & Kloos-
terhof, 2010) [32].

In 2010 the European Commission issued the «Comp-
liance of risk management guide for tax administrations»
(European Commission, 2010) [33], which present generalized
experience of all 25 countries of the EU. Risk-management in
taxation, according to this Guide, is the process of increase of
the efficiency of tax administration in the risk-full environment.
The government has to publish regularly reports on the long-
term state of public finances, against the expected tax gaps,
and to present measures to overcome these gaps.

The aim of the tax gap management for the enterprises
is to ensure their long-term sustainable development on the
basis of tax risks management, to optimize the tax burden
and to execute in full taxpayer’s obligation to the budget. Tax
strategy of the enterprise has to consider all aspects of its
economic activity, methods of financing, location and cor-
porate structure (Bragg, 2011) [34]. This strategy is issued by
the internal regulations, such as Provisions on Risk Manage-
ment - a document which is defining key elements of the in-
ternal system of management, necessary for the chief exe-
cutives to examine if the measures taken are sufficient to re-
duce risk to the enterprise. Provisions also should regulate on
some important issues: formalize policies and procedures for
the management of major risk; determine rights, duties, ple-
nary powers, communicative connections risk-manager; re-
gulate the use of the security instruments, both internal (limi-
tations, diversification) and external (insurance). For the ma-
nagement of tax imbalances risk manager should elaborate
on the efficient tax policy of the enterprise, in accordance
with the accounting standards (Goerke, 2008) [35].

The gap management include following stages: detection
of risks, their assessment and analysis (perception, elimina-
tion, and counter-measures), monitoring, and evaluation of

ECONOMICS AND MANAGEMENT OF NATIONAL ECONOMY

the results. While the risks are assessed, they are distributed
to the baskets of financial (probability of loss of revenues)
and non-financial (probability of moral harm) risks. The risk
could be excepted if these probabilities are low. On the other
hand, if the probabilities of negative scenarios are high, the
relative risks require further improvement of the operations
(business processes, reporting practices etc.), and person-
nel training. Thus, against high probability of risks we should
apply full counter-measures.

To immediately minimize risks, different methods could
be applied: diversification, additional information on choices
and outcomes, limitations, insurance and self-insurance, tax
consulting. There are also methods which could be applied
against risks not associated with criminal or administrative
liabilities. Such methods are limited to the optimization of
business activity and include business agreement optimiza-
tion, method of division, tax payment delay, direct reduction
of the object of taxation, offshoring, use of tax deductions.

International standards preclude the practice of prospec-
tive plans for tax revenue collection by the tax authorities, be-
cause such an approach is limiting budgetary process trans-
parency, and undermines trust to tax policy. Instead, the em-
phasis is made on the expansion of sustainability assess-
ments, thus providing government and civil society with bet-
ter insight on the volume of the tax gap to be expected. State
Fiscal Service of Ukraine must obtain formal legal protection
from any politically motivated policy intervention, and has to
ensure rights of the tax payers and orderly reporting on its
activity to the general public. Information on tax and budget
activities should be the matter for external audit. State Sta-
tistics Service of Ukraine should have institutional and legal
independence in its audit of fiscal data.

In Ukraine we still see considerable vertical and hori-
zontal tax gaps. Local budgets’ expenditures are sub-
stantially exceeding revenues, and this margin is covered
by the budget transfers. The share of transfers from the
central budget of Ukraine in the local budgets grew from
11.01% in 1993 to 62.12% in 2015 (see Figure 1). Only in
2016-2017 we saw some redaction of the share, to 55.75%
and 54.95% respectively. They could be described by the
polynomial function of the second kind with quadratic de-
termination coefficient R? = 0.9555, and shows strong trend
to the growth, whose turn was defined by the launch of de-
centralization reform. Tax reform has positive impact on the
role of local taxes and duties as the important source of re-
venue for the local budgets.

The share of local taxes in the consolidated bud-
get of Ukraine grew in 2015-2017 from 5.33% to 6.43%
(see Table 1). Thus real estate tax, which is the prerogative
of the local government, has substantial financial potential
in budgetary terms.

Export-import may present another potential cause of
tax gaps, if symmetrical imbalance in two-way models of tax
competition exists, with taxed goods continuum in the coun-
try [36]. To remove such a gap, only two tax rates on diffe-
rent goods could be applied: positive or zero. The choice of
taxation mode in the country will depend on the balanced
tax rules, in order to ensure positive level of revenues from
the total amount of taxed good. According to the country

Fig. 1: Share of transfers from the central budget of Ukraine
in local budgets expenditures, 1993-2017, %
Source: Ministry of Finance of Ukraine (2018) [26]
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of consignment concept, goods and servi-
ces are the subject to VAT in the country of
their end consumption. All exported goods
are not the subject to the taxation due to the
zero rate applied, while imported goods are
taxed in full, according to the local tax rates.
Goods are subject to VAT in the country they
are imported to, and not in the country of ori-
gin. Under the place of origin concept goods
or services are taxed in the country of origin,
and the administration of VAT is considerably
simpler because there is no use of control of
foreign economic related taxation. Under the
place of origin concept tax base is narrower,
while under the place of consignment con-
cept the tax base is optimal.

Theory of national accounts provides the
way for improvement of VAT taxation based on
the estimate of statistical tax rates; the latter
equal current tax rate multiplied by the share
of goods (services) that require export com-
pensation in GDP. «Input-output» balance ap-
proach to calculation of VAT can be used for
the analysis of compliance with contemporary
legislation, and minimization of cases of tax
fraud and valuation of tax deductions [37].

VAT provides steady and substantial budget reve-
nue in the EU nations, yet its role in the national eco-
nomy depends heavily on the efficiency of tax collec-
tion (Mihdkova & Andrejovska, 2014) [38]. The eva-
luation of total non-payments volume on VAT in Slo-
vakia were conducted with indirect method based on
principle of top-down analysis of the spreadsheets of
resources and «expense on production» (Mihdkova,
Andrejovska & Buleca, 2016) [39]. Results show that
an average gap on VAT is about 40%, roughly equal
to the results by the Centre for Social and Economic
Research (Warsaw, Poland). Nowadays the European
Commission pays much attention on the increase of
VAT collection and counteraction to tax avoidance,
and is pushing for the shortening of gap between ex-
pected VAT and its actual revenue (Voronkova & Ko-
sova, 2016) [40].

Evaluation of the tax gap on VAT, which is one of the
main sources for the budget revenue, was conducted
on the basis of evaluation of budget losses as shown by
the return of tax credit on declarations (State Fiscal Ser-
vice of Ukraine, 2011, 2012) [41-42]: beneficiary here is
the enterprise which produce tax credit with transitors
and «tax holes»; a transitor is an enterprise taking part
in VAT movement, seal fake agreements for its illegal
refund, whose tax credit can equal its tax obligations;
a «tax hole» is an enterprise which is used by other tax
payers for the sake of «tax benefit» - tax avoidance or
illegal VAT refund from the budget (Kosova & Polziko-
va, 2017) [43]. In the structure of tax gaps on VAT, more
than a half of gaps are due to beneficiaries, while tran-
sitors and «tax holes» splitting the other half in two bet-
ween each other.

State Statistics Service of Ukraine provides data on
gross national income and taxes except for subsidies
on production and import on quarterly basis. Median
values calculated based on data for 2014-2017, are
growing quarter after quarter (see Figure 2):

e taxes - from 77,731.5 min UAH to 94,565.3 min UAH,
e GDP - from 424,889.3 min UAH to 658,990.8 min UAH.

Seasonal tax values fluctuate substantially: we
have the following minimum and maximum values on
quarters (see Figure 3):
1Q (87.93% in 2014 and 106.93% in 2017),
2Q (94.98% in 2017 and 106.27% in 2014),
3Q (95.17% in 2016 and 99.24% in 2015),
4Q (99.21% in 2014 and 102.94% in 2017).

Graphic visualization of seasonal components in
taxes and GDP is provided in Figure 4-5.

(a) taxes (b) GDP

Fig. 2: Taxes and GDP median values, 2014-2017, min UAH
Source: Own calculations

(a) taxes (b) GDP

Fig. 3: Taxes and GDP median values, 2014-2017, %
Source: State Statistics Service of Ukraine (2018) [44]

Fig. 4: Graphic visualisation of seasonal tax components, %
Source: Own calculations

Fig. 5: Graphic visualisation of seasonal GDP components, %
Source: Own calculations
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GDP distribution on quarters is more even
which is obvious from the very visual overlap
of GDP graphs with extremum, without ex-
tremum, and of final trend.

Seasonal tax and GDP trends are shown
in Figure 6.

Seasonal tax components in 1Q and
4Q exceed 101%, in 2Q they equal annual
medium value, and in 3Q they slightly lar-
ger than 97%. Forecasted GDP distribution
on quaters for 2018 (estimated based on
2014-2017 data) is:

83.33%,
94.79%,
110.2%,
111.91%.

Thus, in first and second half-years we
see the gap between tax revenue and GDP.
Quarterly relative tax-to-GDP ratio (estima-
ted based on forecasted seasonal trends) is:
1Q: 1.22;
2Q: 1.06;
3Q: 0.88;
4Q: 0.90.

See Table 2 for formalised trends of
quarterly tax volumes, based on 2014-2017
data.

Dynamics of the tax revenue with high multiple determi-
nation ratio R? is formalized in five presented functions, and
the most accurate way to determine it is by the parabola. De-
spite different properties of the function, they all demonstrate
strong trend to the growth of tax volume.

5. Conclusion

The results of our research are based upon critically ge-
neralized overviews of the current practices of taxation on
management in Ukraine and worldwide. An approach based
on systematization of international standards of fiscal trans-
parency, stability, and tax risks management provides the op-
timal insight into practical issues of tax management.

Within the generalized picture of specific imbalan-
ces inherent to the tax systems we distinguished the follo-
wing: among the outcomes of progressive and flat taxation;
among revenues and expanses of the budgets at different

(a) taxes
(2018 - forecast)

ECONOMICS AND MANAGEMENT OF NATIONAL ECONOMY

(b) gross domestic product
(2018 - forecast)

Fig. 6: Final seasonal tax and GDP trends, %
Source: Own calculations

Tab. 2: Formalisation of quarterly tax trends in Ukraine, 2014-1017

Source: Own calculations

levels of government (due to the application of the trans-
fers); in the foreign economic activity depending on the lo-
cation where VAT is applied; in the internal structure of tax
credit for VAT in order to optimize taxation; in time gaps bet-
ween generation of GDP and generation of tax revenue for
the budget. Five stages of the tax risk management were
defined: detection of risks, their assessment, determination
and application of the counter-measures, and evaluation of
the results.

To ground the strategic mechanisms and principles of
public tax management the change in emphasis in the aims of
implementation process for attaining of planned tax revenue
which was shifted towards the minimization of net tax gap.
Based on the results of our research we also elaborated re-
commendations on long-term prognoses on tax revenue and
generation of the reports on fiscal risks.

References

1. Soskin, O. I. (2010). Transformations of the tax system in the context of the modern economic model of Ukraine. Economic Annals-XX|, 3-4, 7-14.
Retrieved from http://soskin.info/ea/2010/3-4/201022zmist.html (in Ukr.)

2. Soskin, O. I. (2010). Structuring of economy and model of economic development: anatomy of interconnection. Investicii: praktika ta dosvid (Investments:
practice and experience), 22, 16-21. Retrieved from http://www.investplan.com.ua/?op=1&z=877&i=3 (in Ukr.)

3. Organisation for Economic Co-operation and Development (OECD) (2017). Model tax convention on income and capital: condensed version 2017. Paris:
OECD committee on fiscal affairs. doi: https://doi.org/10.1787/mtc_cond-2017-en

4. Kapeliush, A. A., & Zadorozhnia, L. A. (2017). Behavioral Aspects of Tax Reforms Low Efficiency in Ukraine. Aktualni problemy ekonomiky (Actual Problems
of Economics), 190(4), 166-171. Retrieved from http://nbuv.gov.ua/UJRN/ape_2017_4_20 (in Ukr.)

5. Prymostka, L. O. (2002). The Analysis of the Bank Activity: Theory and Practice (Doctoral dissertation). Kyiv: Kyiv National University of
Economics. Retrieved from http://irbis-nbuv.gov.ua/cgi-bin/irbis_nbuv/cgiirbis_64.exe?C21COM=2&I121DBN=ARD&P21DBN=ARD&Z21ID=&lmage_
file_name=DOC/2002/02plodtp.zip&IMAGE_FILE_DOWNLOAD=1 (in Ukr.)

6. Tarnai, le. A. (2004). Management of interest-bearing assets and liabilities of commercial banks (on materials of the banking sector of the Transcarpathian
region) (Doctoral dissertation). Uzhhorod: Uzhhorod National University (in Ukr.).

7. Shvarts, O. V. (2012). Bank Assets and Liabilities Management (Doctoral dissertation). Kyiv: National Economic University named after Vadym Hetman
(in Ukr.).

8. Voloshko, I. V. (2003). Strategic financial management at the bank (Doctoral dissertation). Sumy: Ukrainian Academy of Banking (in Ukr.).

9. Kogatko, lu. L. (2016). Policies to overcome territorial imbalances in the level and quality of life of the population: the experience of some countries.
Demohrafiia ta sotsialna ekonomika (Demography and Social Economy), 27(2), 156-168. Retrieved from https://dse.org.ua/arhcive/27/2(27)_2016.pdf (in Ukr.)
10. Volynskyi, H. (2008). On social differentiation of the population. Ekonomika Ukrainy (Economy of Ukraine), 2, 77-82 (in Ukr.).

11. Frolova, N. B. (2011). The main directions of improving the distribution of tax burden in Ukraine. Ukrainskyi sotsium (Ukrainian Society), 3, 113-122
(in Ukr.).

12. laroshenko, I. V. (2014). World and domestic experience of supporting problem regions. Biznes Inform, 10, 79-86 (in Ukr.).

13. Didyk, A. M. (2016). Peculiarities of estimation of tax competitiveness of the enterprise using the method of analysis of hierarchies. Problemy ekonomiky
(The Problems of Economy), 1, 274-281 (in Ukr.).

14. Jones, S., Rhoades-Catanach, S. C., & Rhoades-Catanach, S. (2004). Principles of taxation: advanced strategies (3 Edition). Boston: McGraw-Hill, Irwin.
15. La Cava, G., & Nanetti, R. (2000). Albania: Filling the Vulnerability Gap. Report No. WTP460. The World Bank. Washington, D. C. Retrieved from
http://documents.worldbank.org/curated/en/587091468742830114/pdf/multi-page.pdf

16. United Nations (1997). The equity gap: Latin America, the Caribbean and the Social Summit. Santiago: Economic Commission for Latin America and the
Caribbean. Retrieved from https://www.cepal.org/en/publications/37854-equity-gap-latin-america-caribbean-and-social-summit

17. Food and Agricultural Organization of the United Nations (FAO), International Fund for Agricultural Development (IFAD), International Labour Office
(ILO) (2010). Gender dimensions of agricultural and rural employment: differentiated pathways out of poverty: status, trends and gaps. Rome: FAQ. Retrieved
from http://www.fao.org/docrep/013/i1638e/i1638e.pdf

18. Chen, Y.-S., Huang, L.-C., & Su, W. H. (2017). Economic analysis of gender gap compensation: evidence from Taiwanese auditing industry. Aktualni
problemy ekonomiky (Actual problems of the economy), 1, 273-281.

19. Fedulova, L. (2016). Innovativeness of the economies of the EU and Ukraine: undertakings to narrow the gap. Economic Annals-XXI, 156(1-2), 22-25. doi:
http://dx.doi.org/10.21003/ea.V156-0005 (in Ukr.)

Kosova, T., Slobodyanyuk, N., Polzikova, H., & Satanova, A. / Economic Annals-XXI (2018), 174(11-12), 22-28

27


http://soskin.info/ea/2010/3-4/201022zmist.html
http://www.investplan.com.ua/?op=1&z=877&i=3
https://doi.org/10.1787/mtc_cond-2017-en
http://nbuv.gov.ua/UJRN/ape_2017_4_20
http://irbis-nbuv.gov.ua/cgi-bin/irbis_nbuv/cgiirbis_64.exe?C21COM=2&I21DBN=ARD&P21DBN=ARD&Z21ID=&Image_file_name=DOC/2002/02plodtp.zip&IMAGE_FILE_DOWNLOAD=1
http://irbis-nbuv.gov.ua/cgi-bin/irbis_nbuv/cgiirbis_64.exe?C21COM=2&I21DBN=ARD&P21DBN=ARD&Z21ID=&Image_file_name=DOC/2002/02plodtp.zip&IMAGE_FILE_DOWNLOAD=1
https://dse.org.ua/arhcive/27/2(27)_2016.pdf
http://documents.worldbank.org/curated/en/587091468742830114/pdf/multi-page.pdf
https://www.cepal.org/en/publications/37854-equity-gap-latin-america-caribbean-and-social-summit
http://www.fao.org/docrep/013/i1638e/i1638e.pdf
http://dx.doi.org/10.21003/ea.V156-0005

ECONOMICS AND MANAGEMENT OF NATIONAL ECONOMY

20. Hyz, A., & Gikas, G. (2012). The SME sector in Greece. Financial gap during the crisis. Ahrarna ekonomika (Agrarian Economy), 5(1-2), 43-48. Retrieved
from http://nbuv.gov.ua/UJRN/ae_2012_5_1-2_10

21. Heathcote, J., Storesletten, K., & Violante, G. L. (2017). Optimal Tax Progressivity: An Analytical Framework. The Quarterly Journal of Economics, 132(4),
1693-1754. doi: https://doi.org/10.1093/qje/qjx018

22. Rosengard, J. K. (2012). Chapter 7. The Tax Everyone Loves to Hate. Principles of Property Tax Reform. In W. J. McCluskey, G. C. Cornia & L. C. Walters, (Eds.)
A Primer on Property Tax: Administration and Policy (pp. 173-186). Blackwell Publishing Ltd. doi: https://doi.org/10.1002/9781118454343.ch7

23. Kaplow, L. (2011). An Optimal Tax System. Fiscal Studies. The Journal of Applied Public Economics, 32(3), 415-435. doi: https://doi.Org/10.1111/j.1475-
5890.2011.00144.x

24. Menezes, F. M. (2012). The Business Tax Reform Agenda. Economic Papers. The Economic Society of Australia, 31(1), 3-7. doi: https://doi.org/10.1111/
j.1759-3441.2012.00165.x

25. Gillitzer, Ch., Kleven, H. J., & Slemrod, J. (2017). A Characteristics Approach to Optimal Taxation: Line Drawing and Tax-Driven Product Innovation.
The Scandinavian Journal of Economics, 119(2). 240-267. doi: https://doi.org/10.1111/sjoe.12174

26. Ministry of Finance of Ukraine (2018). Budget of Ukraine - 2017. Statistical publication. Kyiv: State budget Department of the Ministry of Finance of
Ukraine. Retrieved from https://www.minfin.gov.ua/uploads/redactor/files/Budget%200f%20Ukraine%202017 %20(publish).pdf (in Ukr.)

27. Matikka, T. (2018). Elasticity of Taxable Income: Evidence from Changes in Municipal Income Tax Rates in Finland. The Scandinavian Journal of
Economics, 120(3), 943-973. doi: https://doi.org/10.1111/sjoe.12236

28. Keen, M., Klemm, A., & Perry, V. (2010). Tax and the Crisis. Fiscal Studies. The Journal of Applied Public Economics, 31(1), 43-79. doi:
https://doi.org/10.1111/j.1475-5890.2010.00107.x

29. Romanenko, V. V. (2014). European Experience of Risk Management in Taxation Naukovyi visnyk Natsionalnoho universytetu DPS Ukrainy (ekonomika,
pravo) (Scientific Bulletin of the National University of the State Tax Administration of Ukraine (Economics, Law)), 64(1), 253-258. Retrieved from
http://ndi-fp.nusta.com.ua/report/publication/20151112142923.pdf (in Ukr.)

30. Romanenko, V. V. (2014). Negative factors of economic security of the state in the context of tax risk management. Visnyk Akademii mytnoi sluzhby
Ukrainy. Seriia: Ekonomika (Herald of the Academy of Customs Service of Ukraine. Series: Economics), 2, 112-119. Retrieved from http://nbuv.gov.ua/UJRN/
vamsue_2014_2_18 (in Ukr.)

31. Vdovychenko, A. M., & Zubrytskyi, A. . (2013). Tax gaps: the theory and feasibility of implementation in Ukraine. Ekonomika ta derzhava (Economy and
the State), 8, 17-21. Retrieved from http://nbuv.gov.ua/UJRN/ecde_2013_8_6 (in Ukr.)

32. Bakker, A., & Kloosterhof, S. (2010). Tax risk management: From risk to opportunity. Amsterdam, The Netherlands: IBFD.

33. European Commission (2010). Compliance risk management guide for tax administrations. Fiscalis Risk Management Platform Group (FINANCIAL
CODE: FPG32/GRP4). Directorate-General Taxation and Customs Union. Retrieved from https://ec.europa.eu/taxation_customs/sites/taxation/files/
resources/documents/common/publications/info_docs/taxation/risk_managt_guide_en.pdf

34. Bragg, S. M. (2011). The New CEO Corporate Leadership Manual Strategic and Analytical Tools for Growth. John Wiley & Sons. doi:
https://doi.org/10.1002/9781118268391

35. Goerke, L. (2008). Tax Overpayments, Tax Evasion, and Book-Tax Differences. Journal of Public Economic Theory, 10(4), 643-671, doi:
https://doi.org/10.1111/j.1467-9779.2008.00380.x

36. Belan, P., & Gauthier, S. (2009). Commodity Tax Competition with Constrained Taxes. Journal of Public Economic Theory, 11(4), 653-665. doi:
https://doi.org/10.1111/j.1467-9779.2009.01424.x

37. Zidkova, H. (2014). Determinants of VAT gap in EU. Prague Economic Papers, 23(4), 514-530. doi: https://doi.org/10.18267/j.pep.496

38. Mihdkova, L., & Andrejovska, A. (2014). Quantification of VAT gap in the EU member countries. Aktualni problemy ekonomiky (Actual problems of the
economy), 162(12), 106-119. Retrieved from https://www.researchgate.net/publication/286466876_Quantification_of_vat_gap_in_the_eu_member_countries
39. Mihdkova, L., Andrejovskd, A., & Buleca, J. (2016). Estimation of VAT gap in Slovak Republic. Aktualni problemy ekonomiky (Actual problems of the
economy), 180(6), 327-336. Retrieved from https://www.researchgate.net/publication/306208526_Estimation_of VAT _gap_in_Slovak_Republic

40. Voronkova, O., & Kosova, T. (2016). Macroeconomic modeling of tax gaps and elasticity of tax revenues: Ukrainian realities. Modern Science, 2, 46-51.
Retrieved from http://ir.nusta.edu.ua/jspui/handle/doc/1667

41. State Fiscal Service of Ukraine (2011a). About working out of enterprises: the Order of the State Tax Administration of Ukraine of 24.02.2011 N 48-p.
Retrieved from http://www.profiwins.com.ua/uk/letters-and-orders/gna/2307-48.html (in Ukr.)

42. State Fiscal Service of Ukraine (2012). On the introduction of a comprehensive system for preventing and counteracting the processes of shadowing of
the economy: the order of the SFS of Ukraine. A non-official text as of 01.07.2012. Retrieved from http://search.ligazakon.ua/l_doc2.nsf/link1/NT0318.html
(in Ukr.)

43. Kosova, T. D., & Polzikova, G. V. (2017). Methodical Approach to Assessing the Risks of Administration of the Value Added Tax. Molodyi vchenyi (Young
scientist), 1, 624-627. Retrieved from http://nbuv.gov.ua/UJRN/molv_2017_1_151 (in Ukr.)

44. State Statistics Service of Ukraine (2018). Gross National Income. Retrieved from http://www.ukrstat.gov.ua (in Ukr.)

Received 10.11.2018

Institute of Society Transformation (IST)
Non-governmental Research & Analytical Centre, Director Dr. Oleh Soskin

Key activities:

- Organizing and holding of interactive workshops, roundtables, presentations

- Preparing of analytical materials, political and economical forecasts, commentaries
and other intellectual products

- Organizing of study visits for state executives and business structures to states with
stable democracy

- Realizing of public relations for organizations, companies, cities, regions

- Advisory work on current and strategic economical and political issues

- Publishing of research books (IST prepared and published 15 monographs)

- Publishing of The «Economical Annals-XXI» Journal

- Forming and supporting of IST’s Internet holding (57 websites)

- Holding of on-line Internet conferences and polls etc.

Institute of Society Transformation has realized 85 large international projects.
IST created 16 regional Centres on European and Euro-Atlantic Integration.
E-mail: os@osp.com.ua,

Internet: www.soskin.info, www.ist.osp-ua.info

Kosova, T., Slobodyanyuk, N., Polzikova, H., & Satanova, A. / Economic Annals-XXI (2018), 174(11-12), 22-28

28


http://nbuv.gov.ua/UJRN/ae_2012_5_1-2_10
https://doi.org/10.1093/qje/qjx018
https://doi.org/10.1002/9781118454343.ch7
https://doi.Org/10.1111/j.1475-5890.2011.00144.x
https://doi.Org/10.1111/j.1475-5890.2011.00144.x
https://doi.org/10.1111/j.1759-3441.2012.00165.x
https://doi.org/10.1111/j.1759-3441.2012.00165.x
https://doi.org/10.1111/sjoe.12174
https://www.minfin.gov.ua/uploads/redactor/files/Budget%20of%20Ukraine%202017%20(publish).pdf
https://doi.org/10.1111/sjoe.12236
https://doi.org/10.1111/j.1475-5890.2010.00107.x
http://ndi-fp.nusta.com.ua/report/publication/20151112142923.pdf
http://nbuv.gov.ua/UJRN/vamsue_2014_2_18
http://nbuv.gov.ua/UJRN/vamsue_2014_2_18
http://nbuv.gov.ua/UJRN/ecde_2013_8_6
https://ec.europa.eu/taxation_customs/sites/taxation/files/resources/documents/common/publications/info_docs/taxation/risk_managt_guide_en.pdf
https://ec.europa.eu/taxation_customs/sites/taxation/files/resources/documents/common/publications/info_docs/taxation/risk_managt_guide_en.pdf
https://doi.org/10.1002/9781118268391
https://doi.org/10.1111/j.1467-9779.2008.00380.x
https://doi.org/10.1111/j.1467-9779.2009.01424.x
https://doi.org/10.18267/j.pep.496
https://www.researchgate.net/publication/286466876_Quantification_of_vat_gap_in_the_eu_member_countries
https://www.researchgate.net/publication/306208526_Estimation_of_VAT_gap_in_Slovak_Republic
http://ir.nusta.edu.ua/jspui/handle/doc/1667
http://www.profiwins.com.ua/uk/letters-and-orders/gna/2307-48.html
http://search.ligazakon.ua/l_doc2.nsf/link1/NT0318.html
http://nbuv.gov.ua/UJRN/molv_2017_1_151
http://www.ukrstat.gov.ua
mailto:os%40osp.com.ua?subject=
http://www.soskin.info
http://www.ist.osp-ua.info

