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SHADOW ECONOMY INFLUENCE ON INNOVATION AND INVESTMENT 

ENTERPRISE DEVELOPMENT 

 

The influence of the shadow economy on the business entities’ innovation and 

investment development opportunities is explored in the article. 

The author concludes that the shadow economy is an inherent part of the 

national economy system in Ukraine, and, according to various methodologies, the 

share of the shadow economy in Ukraine is estimated to be from one third to almost 

half of official GDP.  

This high level of shadow economy plays a destructive role in the development 

of the national economy by distorting the conditions of doing business, reducing the 

budget revenues, increasing the deficit, leading to a decrease in the investment 

attractiveness of the country, causing negative effects on the development of all 

aspects of social life of the state, increasing the inefficiency of the institutions of state 

regulation of the economy, criminalization of society. 

 On the other hand, the study of its constructive role for the development of the 

national economy also deserves considerable attention. Shadow economy plays such 

a role by acting as a safe haven for profitable economic activity and offsetting the 

impact of legal framework and inefficiency of the economic system as a whole.  

The sector of hidden economy can absorb shocks of the formal economy, 

thereby contributing to the stability of the system as a whole. Shadow economy is 

also a part of social production, it creates a certain part of the country's GDP, as well 



as conditions for self-employment and new jobs. It also saturates the market in goods 

and services and enhances competition and allows the accumulation of idle funds. 

However, it is worth noting that the constructive influence of shadow economy is 

only beneficial to the country in short term.  

While determining the effect of the shadow economy on innovation and 

investment development in business, the general low level of innovation activity in 

Ukraine should be noted. This is caused by the imperfection of business regulation, 

inadequate legal framework, bureaucratisation and corruption of state institutions, 

lack of financial resources and difficulties in raising funds for innovative projects, 

inadequate innovation infrastructure and lack of motivation for enterprises to 

innovate actively.  

At the same time, innovation and investment processes are complicated by a 

developed informal sector of the national economy. However, the impact of the 

shadow economy on the innovation and investment development is not unequivocal 

in nature and depends on the various forms of business activity and socio-economic 

conditions. 

The author identifies three areas of influence of the shadow economy on the 

innovation and investment development of companies. In one case, the shadow 

economy acts as a deterrent, as it involves another vector of economic activities to 

earn profits in the current term rather than the implementation of innovations; 

otherwise the shadow economy provides equal opportunities for innovation, at the 

same level as the official economy; finally, the shadow economy can serve as a 

platform for the implementation of innovative breakthroughs. The necessity for 

further study of the relationship of innovation and investment process and the shadow 

economy is substantiated in the paper.  

Additional investigation is also required on finding ways of directing costs 

accumulated in the underground economy for the development of innovative 

economic activities.  

 



References 
 

1. Schneider, F. and Enste, D.H. (2000), “Shadow Economies: Sizes, Causes and Consequences”, 
Journal of Economic Perspectives, 38, pp. 77–114. 

2. De Soto E. (1989), “The Other Path: The Invisible Revolution in the Third World”, N.Y.: Harper and 
Row, 342 p. 

3. Mazur, I.I. (2006), Detinizatsiia ekonomiky Ukrainy: teoriia ta praktyka [Shadow Economy of 
Ukraine: Theory and Practice] : monograph, VPTs “Kyyivskyi universytet”, Kyiv, Ukraine, 329 p. 

4. Turchynov, O.V. (1995), Tinova ekonomika: teoretychni osnovy doslidzhennia [Shadow Economy: 
Theoretical foundations of research], Vyd-vo “ArtEk”, Kyiv, Ukraine, 300 p. 

5. The official website of Ukraine State Statistics Service, “National accounts”, available at: 
http://ukrstat.gov.ua/ operativ/menu/menu_u/nac_r.htm. 

6. The official website of Ukrainian Ministry of economic development and trade (2012), “Trends in the 
shadow economy in Ukraine in the first quarter of 2012”, available at: http://me.gov.ua/file/link/187630/file/ 
Shadow_Ikv2012.doc. 

7. Schneider, F. (2012), “Shadow Economy in Turkey and in other OECD-Countries: What do we (not) 
know?”, University of Linz, Austria, pp. 15–18. 

8. The official website of AT Kearney (2013), “The shadow economy in Europe, 2013”, available at: 
http://atkearney.com/financial-institutions/featured-article/-/asset_publisher/ j8IucAqMqEhB/content/the-
shadow-economy-in-europe-2013/10192. 

9. Rybchak, O.S. (2012), “Shadow economy and especially its peculiarities in Ukraine”, Thesis 
abstract of Cand. Sc. (Econ.), 08.00.01, Kyiv, Ukraine, 20 p. 

10. Mazur, I.I. (2007), “Deshadowing in transition societies economy”, Thesis abstract of Dr. Sc. 
(Econ.), 08.00.01, Taras Shevchenko National University of Kyiv Kyiv, Ukraine, 530 p. 

11. Varnalii, Z.S. (2012), Podatkove stymulyuvannya sub"yektiv pidpryyemnytstva v Ukrayini: 
problemy, vyklyky ta perspektyvy [Tax incentives entities in Ukraine: Problems, Challenges and Prospects], 
Konkurentnyi rozvytok pidpryiemnytstva v Ukraini: Materialy Mizhnarodnoi naukovo-praktychnoi konferentsii 
[Proceedings of the international scientific and practical conference], Taras Shevchenko National University 
of Kyiv, Kyiv, Ukraine, pp. 31–37. 

12. Cassel, D. (1986), “Funktionen der schattenwirtschaft im koordinationsmechanismus von markt- 
und plan-wirtschaften”, ORDO, Jahrbuch fur die ordnung von wirtschaft und gesellschaft, Bd. 37, pp. 73–
103. 

13. The official website of “Ekonomichna Pravda” (2009), “Tin” nad ukrainskoiu ekonomikoiu 
[Ukrainian economy under “shadow”], available at: http://epravda.com.ua/news/ 2009/08/3/202428/ 

14. The official website of “Doing business” (2014), Lehkost' vedeniya biznesa v Ukraine [Doing 
business in Ukraine], available at: http://russian.doingbusiness. org/data/ exploreeconomies/ ukraine. 

15. Edward Stawasz and Paweł Głodek (2010), “SMEs innovation and job creation potential in the 
shadow economy context”, University of Twente the 18th annual high technology small firms conference, 
conference paper, pp. 8–11.  

16. The official website of Ukraine State Statistics Service (2013), Pryami inozemni investytsiyi v 
Ukrayinu 2006 – 2013 [Direct foreign investment in Ukraine 2006 - 2013], available at:  
http://ukrstat.gov.ua/operativ/operativ2013/zd/ivu/ ivu_u/ivu0413.html. 

17. Arystotel, (1984), Nykomakhova etyka [Nykomahova ethics translated by N. Brahynskaia], 4 t. - 
M.,  Vol. 4, pp. 107-128. 

 

 


