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This article explores the basic manifestations of shadow economics in the process of formation of rural population’s income. The main sources of unreported income are: wages «in an envelope», providing services, sale of agricultural products on a market. Schemes of use of «white», «grey» and «black» wages as well as principle model of underground economy are presented. The system of measures from the side of the state as for supporting rural population and control of leading shadow activity by employers are offered.
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Statement of the problem. Determination of shadow income volumes is one of the most urgent problems of rural population’s income research in Ukraine. All shadow sector of economy reaches 40–50 % of GDP (according to experts, this level can be considered a low measure). National specificity of shadow processes is quite unique as primitive capital accumulation, which took place during a few generationsin other countries, happened within several years in our country.

Analysis of recent research and publications. The problem of shadow economics was researched by such scientists as: O. V. Moroz, V. M. Semtsov [7], V. I. Avdiyskiy, V. A. Dadalko [1] and others. Though without a comprehensive research of shadow economic relations it is not possible to form principles of a rational system of measures for providing safety in order to fight and localize shadow processes.

Purpose of the research – to identify main manifestations of shadow economy in formation of rural population’s income.

Objectives of the research – to identify main sources of appearance and  structure of undeclared income of rural population, suggest directions for their legalization.

Materials and methods of the research. Theoretical and methodological basis of work is a dialectical method of cognition. In addition, both traditional methods of economic researches and specific were used: monographic (learning  practical aspects of income formation of rural population), balance (impact assessment of a private farm on  living standards of the population), method of a peer review (determining the effect of internal and external factors). The information base for the study is legislative acts, legal documents; statistical data of the State Statistics Committee of Ukraine; results of the survey; research results of national and foreign authors.

Results of the research. Shadow economy is not taken into account official statistics activity, which is consciously hidden from public organs in order to avoid payment of taxes and administrative procedures. Shadow income is formed from hidden: payment of hired employees’ work, mixed entrepreneurs’ income and income from property. There is anopinion among the economists that the shadow economy, especially in the periods of economic shock, can play even a positive role (except illegality), because it does all that the official, and, as a rule, more effectively: creates new workplaces, rises solvency of population, increases circulation of goods and services. However, it is 
a negative phenomenon for a state: entities do not pay taxes and payments on social security, that is why it creates considerable problems for the government and does not guarantee social protection for rural population.

According to the State Statistics Service of Ukraine the most part in the structure of income of rural population is made by wages [10]. The authorities conduct active public explanatory activities among the population, employers, legal entities as for observation of legislation in declaration of labour, payment of tax obligations. However, the situation as for legalization of wages is fundamentally unchanged. Therefore, according to the forms of payment of wages to workers, particularly shadowing of the latter, in economic literature and everyday life such terms as «white», «gray» and «black» wages are used.

 Use of transparent mechanisms of payment for workers provides legal wages, which is traditional in particular for state enterprises. In such cases «white» wages are used. (Pic. 1)
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Picture 1.  Scheme of  «white» wagesuse 

Source: Own researches

While using «white» wages financial and legal relations between an employer and an employee are determined and fixed, they are fully regulated by Labor Code in Ukraine [4]. «White» wages greatly simplify a procedure for obtaining a credit, applying for a visa, foreign passport, and also they are vacation and sickpay,  provide benefits, proper pension, etc.
Analyzing  «gray» wages, there is a next situation. (Pic. 2)


Picture 2. Scheme of «gray» wages usage 
Source: Own researches

«Gray» wages mean an employee is officially registered at an enterprise and even gets a certain sum of wages in the accounting department. But the main part of such earnings – is «in an envelope» and never recorded. This means that social benefits will be paid at the minimum rate.

«Black» wage is the antithesis of «white» (Pic. 3). 


Picture 3. Scheme of «black» wages» usage
Source: Own researches

According to accounting documents an employee is an invisible man, he does not exist, and the money, appointed on payment, is deducted as other expenses. Some can see many conveniences in this form of payment: you do not have to mess around with papers, be documented to work, pay taxes. But while retiring an employee will be surprised by the pension size, because for the state he is an idler, there were no any payments from him to Pension Fund. The sum of payment for his labour is now here fixed. If a manager decides to revise a verbal contract in one-sided order, it will be difficult to defend the rights; vacation and sick leave payments will remain exceptionally on employer’s conscience; a reference from job will not be given out, you can forget about a credit.

According to data of the Independent fund of research of wages in Ukraine, 27 % of workings citizens of Ukraine are brought over to «grey» and «black» wages chemes. Thus, 9 % of them get «black» wages, while 18 % get a part of a sum legally. In addition, the most surveyed (83 %) know that wages «in envelopes» will influence the size of their future pensions, and 12 % of the surveyed do not consider such a danger [2].

According to the last research of Eurobarometer, a share of wages «in envelopes» in 27 countries of EU ranges from 1 % to 23 %. The average index in the EU is 5 %. The most not clear for authorities system of payment is fixed in the poorest country of European Union – Romania, where almost every fourth wage (23 %) is «in an envelope».  Further new members of EU and former countries of socialist blockare. From the countries of Eastern Europe the middle index of EU is not exceeded only by Czech Republic and Slovenia (3 and 5 %). Among  the developed countries the greatest level of «grey» wages is marked in Italy (7 %) and Belgium (6 %) [9].

Using «black» and «gray» wages, manifestations of shadow economy are appearing, that is not an easy task, as any participant is able to show his desire to change the  terms of agreement on his own benefit, as soon as the other side made commitments.

Obviously, that presently the main guilt is "on the shoulders" of enterprises as they according to national laws, namely Art. 18 of the Tax Code of Ukraine, are tax agents,  who «... are imposed a duty on in calculation, maintenance from income accrued (paid, provided) to the payer, and transferring taxes to the appropriate budget on behalf of and at the expense of a taxpayer». [8] Consequently, namely proprietors and directors of enterprises must «make room for» their interests in the system of mutual relations to provide steady socio-economic development.

The scale of the shadow economy сannot but disturb. Really, on December, 1, 2014 the debt of Ukrainian employers to employees is about 2366,9 million UAH [10]. The cases when employees’ of a debtor company insurance period is not carried over are widely spread. It is known that according to Art. 1 of Law of Ukraine «About the Compulsory State Pension Insurance», "insurance period is the period (time), during which a person is a subject of mandatory state pension insurance and for which monthly insurance fees in the amount not less than a minimum fee are paid” [3]. As a result because of such improper, criminal activity of higher management of the enterprises ordinary citizens suffer. And if  urban population is legally more well-aware and informed, they can partly defend their interests or give advantage to other enterprise with better working conditions, rural population is not, besides there is no alternative of work place choice, as a labour-market in a village is small, and  unemployment rate is high.

It is considered, that tendencies of shadow wages mass payments in Ukraine are largely subjectively conditioned. In fact for the intentional avoiding of obligatory social insurance payment, even in large amounts, according to Art. 212-1of the Criminal Code of Ukraine the state foresees penalty only in a form of  relatively small fines. [5] 

It should be noted, that there is more debt in large areas. On December 1, 2014 entities of Donetsk region have the biggest debt to their  employees – 1056,9 million UAH, Lugansk – 347,6 million UAH, Kyiv – 124,3 million UAH, Kharkov – 123,8 million UAH and Dnipropetrovsk – 101,5 million UAH. [10] This is mainly due to the economic situation in the region, quantity of population, number of enterprises and scale of production.

It is necessary to mark that presently the authorities are not completely informed about the wages. For this reason, data often differ enough, that prevents accepting optimal decisions, directed on a fight against enterprises-defaulters. Such situation is widely spread particularly in rural areas. More often it is due to the seasonal work, when workers are hired for a certain period of time. An enterprise officially pays its workers minimum wages, and the rest they  get  unofficially – «in an envelope» [6]. 

An analogical situation as for developing  shadow economy is observed when rural population is getting income from selling agricultural products, grown or produced at  personal subsidiary households and which also are a significant share in the structure of their income. In fact processing enterprises buy raw material on extraordinarily low prices, which do not cover charges on its production, and are not profitable. This situation has led to the rapid development of production in private households, which was predominant on certain products (vegetables, fruit and milk group). For many villagers selling remains of agricultural produce grown on the small holding is common, and for significant number of farmers it is the main source of income.

Agricultural products can be sold using the following channels: 1) independent sales on the markets; 2) with a help of tax agents (procuring organizations, processing enterprises, business entities, who are engaged in buying and selling products, even without proper documentary attestation of procedures). (Pic. 4)

Funds from sales are not reflected in the statistical information as income, as they have no formal background.


Picture 4. The principle scheme of underground economy

Source: Own researches

However, prejudiced attitude to the development of households and their getting shadow income means to sin against the truth. It should be taken into account, that considering the payment of spent work, products, produced in households, are unprofitable. There is no economic reason to tax losses. In subsidiary households without additional capital investment considerable decline was prevented. If the country needs products of these farms (and it needs), then they should not be taxed, but rather  provided  with government support, like in European countries.

Economic literature, describing the sources of forming income of rural population, identifies primary and secondary sources. The first group includes wages and entrepreneurship, as such which are income of active part of population. Relatively, such earnings are taxable and that is why carry out the role of budget fillers. The second group is transfer payments: pensions, scholarships, grants, benefits, etc; income from ownership of capital, land, natural resources; sale of agricultural products: dairy and meat products, eggs, honey, vegetables, fruit, berries, corn, hay, straw. Such types of profits are secondary, as they are an additional source of getting of money, often not systematic and their recipients are nonactive population (pensioners, unemployed, students, etc.). Analyzing income of rural population, proceeding from the specificity of a branch, we suggest to single out one more  source of income – additional. It is not included in the previous groups because it is almost impossible to trace, but often it is not just additional, as though the shadow, but still the main source of income. It includes, firstly, sale of domestic animals and poultry (not for slaughter, but for further feeding or use in production activities), as they are not products (cattle, pigs, sheep, goats, horses, chickens, ducks, geese, rabbits, etc.). Secondly, sale of non-agricultural products (fish, mushrooms, obtained hunted animals and bird, wood, etc.). Often, coming from locality where rural population lives (near reservoirs, forests), such type of income plays a leading role. Thirdly, the providing services. In rural locality it is possible to allocate a whole spectrum of such kind of work: cattle grazing, manual and mechanized land cultivation, harvesting, haying, maintenance of agricultural machinery, veterinary services, intermediary selling of medicines (when there is no chemists’), craft products, organization of "green tourism", etc.

Conclusions and perspectives for further research. Thus, the sources of income of the rural population, except primary and secondary, are different. But shadow character and absence of official reflection do not give complete information about their level, so it opens prospects for further researches.

The reasons for the spread of wages «in envelopes» are reduction of fund of labour payment, that is caused by innormal level of the taxation, instability of legislation, high level of corruption. It is possible to solve the problem using an effective system of fight against employers who are carrying «shadow» activity: 1) to impose a considerable economic loss in the case of exposure of facts of «shadowing»; 2) to strengthen criminal responsibility for economic crimes and gross violations of labour legislation.

As for selling products by rural populations, produced in private households, this situation should be regulated on the state level: to control the level of purchase prices for agricultural products and reduce the taxes for producers, small business entities. Private subsidiary households are owner of priceless commodity, land, and that is why the state must do a rate exactly on their support, and taxation will come forward only a control mechanism, not an obstacle for rural businesses.
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