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TAX PREFERENCES AND THEIR INFLUENCE ON THE INVESTMENT IN
UKRAINE

Abstract. The article characterizes the relationship between capital investments and
corporate income tax preferences. It determines the low potential of the benefits from the corporate
tax preferences in the financial investments of economic entities. The article proves that tax
deduction of the personal income tax significantly affects the financial investments of individuals
and investment in the development of human capital. Based on the calculation of correlation
indicators, the article determines that it is worth paying attention to the mechanism of tax incentives
for individuals' investment activity as to the only real incentive to invest for the population. The
article emphasizes that the question of the effectiveness of preferential taxation has always been in
the focus of theoretical research and practical measures, as it causes the non-receipt of certain sums
to budgets of different levels and, at first glance, seems ineffective. The study expresses the view
that it is unreasonable to cancel tax privileges. In particular, tax exemptions for VAT, in addition to
mitigating its regressive impact on less affluent and socially vulnerable segments of the population,
stimulate investment.

The article mathematically grounds and systematizes the indicators of regression
dependence between the size of tax privileges and capital and financial investment, and investment
in the development of human capital. The article determines that in general the size of tax privileges
does not affect the volume of tax revenues and does not lead to the significant losses of the state
budget. Taking this into account, VAT and land tax deductions for agricultural producers, aircraft,
shipbuilding and other strategically important industries need to be preserved and optimized in
order to eliminate tax evasion practices. The potential of corporate income tax benefits is not
utilized and it does not stimulate the capital investment of legal entities. The article suggests the list
of measures for its optimization.

Keywords: investment, tax preferences, corporate profit tax, development of human capital,
tax regulation of investments, national economy, financial investments.
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MOJATKOBI NIJIBI'M TA IX BIIJIUB HA IHBECTHULII B YKPATHI

AnoTanisi. OxapakTepru30BaHO 3aJICKHICTh MDK KaIliTAIbLHUMU IHBECTHIIISIMU Ta TUTbIaMH 3
NOJATKy Ha NPUOYTOK MiANpHUEMCTB. Bu3HaueHO HU3bKHI NOTEHIIAM TUTBT 3 TOAATKY Ha MPHOYTOK
MiIPUEMCTB Y (iHAHCOBUX IHBECTHUIIIAX CYO’€KTIB TocmoaaproBanHs. [[oBeaeHo, 1m0 moaaTkoBa
3HIKKA 3 MOAATKY Ha J0X0Au (Pi3BUUHUX OCi0 3HAUYHOIO MIPOIO BIJIMBAE HA (PIHAHCOBI IHBECTHUII]
¢i3uyHUX oci0 Ta iHBECTHIII B pO3BUTOK JIIOACBKOTO Kamitaxy. Ha OCHOBiI po3paxyHKY
KOPETSIIMHAX TOKa3HWKIB BU3HAYEHO, IO BApTO MPHIUIMTH yBary MeEXaHI3MY IOJATKOBOTO
CTUMYITIOBaHHS IHBECTUIIHHOT AISIIBHOCTI (PI3BMUHUX OCI0 SK €IUHOMY pEaTbHOMY CTUMYIY IO
3MIHCHEHHS IHBECTHIII HaceJleHHsAM. HaromjomeHo, mo NHUTaHHA e()EeKTUBHOCTI MLIBIOBOTO
OTIO/IATKYBAHHS 3aBK/IH I1epedyBaJio B IOJI 30py TEOPETHYHUX JOCITI/DKEHb 1 MPAaKTHYHHUX 3aX0IiB,
Mo3asK BOHM OOYMOBIIOBAJIM HEJOHAJIXOJKEHHS MEBHUX CyM JI0 OFOJKETIB Pi3HUX PIBHIB i, HA
NEePLINI TOIJIsA] BUAAIOTHCS HeePEKTUBHUMHU. Y JOCTIHKEHHI BUCIOBIIEHO TyMKY, 1110 OJIHO3HAYHO
HE BapTO CKAacOBYBATH MOJATKOBI minbru. 3okpema, moaatkoBi mimeru 3 I1JIB, oxpim Toro, mio
CIpsSMOBaHI Ha MOCIA0JEHHS MHOro perpeciiHoro BIUIMBY HAa MEHII 3aMOKHUX 1 COIliaJbHO
HE3aXUIICHUX BEPCTB HACETICHHS, CTUMYJIIOIOTh IHBECTHIIII.

MaremMaTn4HO OOTPYHTOBAHO 1 CHCTEMATH30BAaHO MOKA3HUKU PErPECiifHOI 3aIeKHOCTI MK
pO3MipaMH TOJATKOBUX HUIBI Ta KamiTaJbHUMH, (IHAHCOBUMH 1 IHBECTHUIIIMH B DPO3BUTOK
JIFOJICBKOTO Karitany. BusHaueHo, 110 B IJIOMY pO3Mip MOAATKOBUX MUTBI HE BIUIMBAE Ha 00CATH
MOJATKOBUX HAJXO/DKEHb 1 HE TPU3BOJAUTH JIO 3HAYHUX BTPAT NEPKOIOKETY. 3 OISy Ha Le
nofatkosi mineru 3 IIJIB 1 muiatm 3a 3emii0 CUTBCBKOTOCIOAAPCHKUM BHUPOOHWKAM, JITaKO-,
CynHOOYIyBaHHIO Ta IHIIUM CTPATErYHOBAKIMBHUM Taly3sM NOTPIOHO 3aIMIIUTH Ta ONTUMI3yBaTh
3 METOI0 YCYHEHHsI NMpaKTHKU YXWJICHHsS Bii omojarkyBaHHs. [loTeHmian mumer 3 MojaaTKy Ha
npuOyTOK IMIIMPUEMCTB HE BUKOPUCTAHWUN 1 HE € CTUMYISATOPOM JIJIsl KaIliTAIIbHUX IHBECTHIIN
IOPUIMYHHX 0Ci0. 3ampornoHOBaHO MEpeiK 3aX0/1B IS IX ONTHMI3aIlil.

KarouoBi cioBa: iHBecTHIlii, MOJATKOBI MUIBI'H, TOJATOK Ha HPUOYTOK MiANPHEMCTB,
PO3BHUTOK JIIOJICBKOTO KalliTaly, MOJAaTKOBE PETYJIIOBAHHS IHBECTHUIIIH, HAlliOHATbHA E€KOHOMIKa,
(hiHaHCOBI THBECTHILI.

®opmyn: 0; puc.: 0; Tabm.: 1; 6i6m.: 11.
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HAJIOT'OBBIE JIbI'OTbBI 1 UX BJIUSHUE
HA UHBECTHULIUU B YKPAUHY

Annotanns. OxapakTepu30BaHbl 3aBUCUMOCTh MEXAY KalUTAIbHBIMH WHBECTHIMSIMH U
JILIOTaMH 110 HAJIOTY Ha MPUOBLIL IpeanpusaTHii. OnpeaencHbl HU3KAN MOTSHINAI JIBIOT 110 HAJIOTY
Ha MPUOBLIb MPEANPUITHA B (PMHAHCOBBIX WHBECTHIIMAX CYOBEKTOB X03sWcTBOBaHHUA. JlokazaHo,
9TO HAJOTOBas CKHUJKA C HAJOTa Ha JOXOJbl (PH3UYCCKUX JIUIl B 3HAYUTEIHHOW CTENICHH BIHSICT HA
(UHAHCOBBIC MHBECTUIMU (PU3MUYECKUX JIMIl U WHBECTHUIIMHM B PAa3BUTHE YEIOBEUYECKOTO KaIlMTaIa.
Ha ocHOBe pacuera KOppeNISAIMOHHBIX TIOKa3aTeleH ONpPEeeNICHO, YTO CICIyeT YACIUTh BHUMAHHUE
MEXaHU3MYy HAJIOTOBOTO CTUMYJIMPOBAHHMS WHBECTHIIMOHHON NESITEIBHOCTH (PU3MUECKUX JIMI[ KaK
CAMHOMY peaJbHOMY CTUMYIY K OCYIIECTBICHHUIO WHBECTHIMK HaceleHueM. (OTMEYeHO, 4YTO
BOMpoc 3((HEKTUBHOCTH JIbTOTHOTO HAJIOTOOOJIOXKEHUs BCErJa HAXOAWJICS B TIOJIE 3pEHUs
TEOPETHUECKUX HCCIICJIOBAHUN W TPAKTUYECKUX MEPOIPHUATHH, TIOCKOJIbKY OHH OTOBapHBAIH
HEJIOTOCTYIJICHUS. ONPEACICHHBIX CYMM B OFOJDKETHI Pa3IMYHBIX YPOBHEH M, Ha MEPBBIN B3IIIST
Kaxyrcs HedpekTuBHBIMU. B uMccnemoBaHWM BBICKA3aHO MHEHHE, YTO OJHO3HAYHO HE CTOWT
OTMEHSATh HAJIOTOBBIE JBIOTHI. B wYacTtHocTH, HamoroBelie JbroTel mo HJIC, kpome ToroO,
HATIPaBJICHHBIX Ha OCJIA0JICHUE €ro pEerpecCHOHHOTO BIMSHHUS Ha MEHEE COCTOSTCIBHBIX U
COIMAJIbHO HE3AIUIIEHHBIX CJIOEB HACCICHHS, CTAMYJIUPYIOT WHBECTHIIHH.

Maremaruvyecki OOOCHOBAaHHO M CHCTEMATH3MpPOBAHO TIIOKA3aTeId PErpPEeCCHOHHON
3aBUCUMOCTH MEXKJy pa3MepaMH HAJIOTOBBIX JIbITOT M KaNUTAIbHBIMH, (UHAHCOBBIMH U
WHBECTUIIMSIMA B Pa3BUTHE 4YeJIOBEUECKOro Kamurtana. OmpeaencHo, 4YTo B IIEJIOM pasMep
HAJIOTOBBIX JIBTOT HE BJIHUSAET Ha OOBEMBbI HAJIOTOBBIX MOCTYIUICHHWH, a TaKKEe HE NMPUBOIUT K
3HAYUTEIHHBIM TOTEPSIM TOCOIOKETa. YUHTHIBas 3To, HanoroBeie JproThl o HJC um maty 3a
3eMJII0  CEIbCKOXO3SIMICTBEHHBIM — MPOU3BOJUTEISIM, CAaMOJIETO-, CYJOCTPOCHUI0 W JPYTUM
CTpaTETMYCCKH BaXKHBIM OTPACIISIM HEOOXOMMO OCTaBUTh M ONTHMHU3HPOBATH C IEJIBIO YCTPAHCHUS
MPAKTUKH YKJIOHEHHUS OT HAJIOrooOyokeHus. [loTeHIMan JbroT MO HAJIOTy Ha MNpHOBLIL
MPEINPUATAN HE WCIOJIB30BaH W HE SBISACTCS CTUMYJISITOPOM JUISL KAlMTaIbHBIX WHBECTHUIIHIMA
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IOPUINYECKUX JIUIL. [IpeiokeH nepeyeHb Mep 1Mo UX ONTUMH3AIHH.

KiroueBble c10Ba: MHBECTUIIMH, HAJOTOBBIC JIBIOTBI, HAJIOT HAa MPHOBLIH TPEANPHUSITHH,
pa3BUTHE YEJIOBEYECKOTO KaluTalla, HaJOTOBOC pPETyJIMPOBAHWE WHBECTHUIIMH, HAIMOHAJIbHAS
KOHOMHKA, PMHAHCOBBIC HHBECTHUITUH.

®opmyi: 0; puc.: 0; Tabum.: 1; 6ubn.: 11.

Formulation of the problem. In order to stimulate investment, the state resorts to various
kinds of tax preferences, which mainly lead to tax losses, the size of which, sometimes, is very high.
On the one hand, such losses are justified due to the importance of certain industries that receive
them, and on the other hand, in addition to the losses, the use of tax incentives is aimed at obtaining
positive social and economic effects.

The main objective of the tax regulation of investments is the application of certain stimulus
tools in order to increase the investment activity of all subjects of economic relations, which should
be accompanied by an increase: in the volume of investment resources in the economy, in the
number of innovation-active enterprises, in the profitability of economic entities, in population’s
incomes, in GDP, etc. It means that the introduction of any tax incentive tool should yield positive
results, such as those listed, which are quantitative and qualitative indicators of tax effect on
investment activity.

Analysis of recent research and publications.Some domestic scientists assign the
extremely important role in the tax regulation to the embedded system of taxation mechanisms, and
as a result,in the definition of "tax regulation” they distinguish those levers that are used during its
implementation. In particular, Y. Ivanov [1], A. Krysovatyi [1] and L. Demydenko [2] interpret tax
regulation as measures of indirect influence on the economy and social processes through the
changes in taxes, tax rates and preferences, reduction or increase of the general level of taxation,
deductions to the budget. Among the foreign experts, we note E. Domar [3], A. Laffer [4], W.
Sharpe [5], E.Elton [6], L.Kurowski [7].

The investigated publications on this topic do not cover the analysis of tools of tax
incentives for investments on the basis of economic and mathematical techniques, which allows us
to conclude on the efficiency by establishing an appropriate level of correlation dependence
between the given values (results and costs). The useof this approach, unlike the traditional one,
allows us to increase the credibility and visibility of the findings and to identify the potential of a
certain type of tax preferences to stimulate capital and financial investment, and investment in
human capital development undertaken by individual entrepreneurs and legal entities.

The purpose of this work is to explore the interconnection between tax preferences and the
amount of investment in Ukraine.

In the course of research, we used systematic, statistical and analytical methods for studying
cause-and-effect relations.

Presentation of the main material. It is known that the reduction in the corporate profit tax
rate, or granting of preferences for the reduction of the tax base, should ensure the increase in
investment volumes. The Government of Ukraine has repeatedly resorted to changing the rate and
procedure for determining the tax base for corporate profit tax. The maximum rate (35%) was in
1991, and the value of the base was calculatedbased on accounting indicators. It is possible to
distinguish between two critical periods: 1) the reduction of the corporate profit tax rate from 30%
to 25% (2003-2004); 2) the period of the global financial crisis (2008-2009).

The decrease of the tax rate positively influenced the volumes of investments, which
increased by 2.5 times during 2004-2007 (despite the moderate inflation rates in this period).
However, the impact of the global financial crisis manifested itself in reducing the investment
activity of all subjects of economic relations and reducing investment in the economy by 1.5 times.
That is, it would seem that there is a close relationship between the change in the tax rate and the
volume of investments. However, such a conclusion seems questionable, as it shows the absence of
any effect of lowering the rate of corporate profit tax on the investment activity of business entities.
Starting from 2012, the decrease in the rate of the corporate income tax has not had any effect on
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the investments of business entities, whose chain growth rate has declined dynamics.

Thus, the growth rate of capital investments made by enterprises and organizations with
their own funds in 2008-2010, at the rate of income tax 25%, increased and decreased periodically.
With a slight decrease in the rates in 2011-2012 (by 2%), the investment slightly increased,
however, already in 2013-2014, with further reduction of the rates to 19-18%, investments also
decreased.

The data of State Statistics confirms that in 2008 and 2013, business entities paid more than
the tax established by law (the difference between the normative and effective rate of the corporate
income tax was -8.1 and -4.5, respectively). In addition, in these years taxes had the highest
productivity (132.4 and 123.7), indicating its fiscal orientation. Certainly, this situation did not
contribute to the investment activity of enterprises. Instead, years 2010-2011 were favorable to
investing, as the analyzed indicators reached their maximum values (5.9 in 2010 and 4.8 in 2011)
and indicated that there were a number of tax privileges and preferences granted to enterprises and,
in theory, they should have stimulated them for investment activity. Indeed, in those years there was
an increase in the volume of capital investments at the expense of own financial resources of
enterprises and volumes of realized innovative products, the number of introduced new
technological processes and mastered production of innovative products increased.

Therefore, at first glance, tax incentives have the greatest impact on the growth of
investment by business entities; however, the dynamics of their growth rates and capital
investments generally suggest the opposite.

The dynamics of the chain growth rate of tax preferences with corporate income tax and
capital investment, carried out at the expense of enterprises and organizations, is even more
impressive. With the significant increase in preferences with corporate income tax in 2011, the
dynamics of others was moderately increasing in 2010-2012 and falling in 2013-2014.

Considerable in the structure of capital investment of enterprises, and therefore, an effective
tool to stimulate them for investment activities is depreciation, which, making a significant part of
the cost of production, affects their financial results. The use of the accelerated depreciation helps to
increase the investment activity of the latter, since it involves a quick amortization of the value of
fixed assets and thus accelerates the circulation of their equity capital.

There is a moderate connection between the amount of depreciation and investment. With
the increase in depreciation, the size of capital investment increases. However, in 2010-1012, the
share of depreciation in financing capital investment declined in average by of 9%, and in 2013,
with the decrease in capital investment by 4.7 billion UAH in general, the depreciation rate, on the
contrary, increased to 65.3% due to the increase in its volumes by 4.4 billion UAH compared to
2012 [8].

With regard to the corporate income tax preferences in the field of publishing and printing,
they help to overcome the problems of the decline of production and sales, taking into account the
need for state support in the form of protection of the domestic market and copyright,
popularization of reading, book purchasing for libraries, etc., and the presence of other urgent
national problems that include the stability of the national economy and overcome the military
conflict. Tax preferences for enterprises of this industry in 2014 led to tax losses of 33.8 million
UAH, and the volumes of production are directly dependent on the size of state support. With
almost double decrease of state support for book publishingin 2009 comparing to 2008, the annual
circulation also decreased. Despite a slight increase in 2013, there were 1-2 copies per person in
Ukraine (for comparison, in the EU countries — 5-8 copies, in the Russian Federation — 4-5). And
this is despite the miscalculations in book publishing, which allow the old editions and those
received by the state order to be credited to the new [9].

Consequently, state support in this area is inadequate and should be strengthened, since the
consumption of products in this sector directly affects the level of education of citizens, and
therefore, increases the quality of human capital.

When assessing VAT tax preferences, domestic scientists and researchers mostly consider
them to be ineffective, because they do not provide the improvement in the financial status of their
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recipients. First of all, this applies to agricultural enterprises. However, in the case of their
cancellation, despite the avoidance of tax losses in the state budget, it can be argued that the
situation of certain industries will worsen further. At the same time, it is worth mentioning the high
level of criminality and corruption of this tax, which allows individual taxpayers to use the specifics
of calculating tax liabilities to pay to the budget and, using gaps in domestic legislation, to illegally
obtain extra profits. This is due to the fact that in reality nobody seeks to improve the efficiency of
tax regulation with VAT in order to stimulate investment, but rather to create a legitimate basis for
the interests of certain lobby groups.

The example of abuse in the area of VAT is the introduction of privileges for certain
operations for importing into the customs territory of Ukraine of equipment by economic entities
that introduce energy-saving technologies into production. So, every year the state lost more than 10
billion UAH revenues from providing VAT preferences to NJSC “Naftohaz Ukrainy” in the form of
taxation at the rate of 0%, which was canceled only in 2012. The cases of abuse of VAT in the
implementation of export-import operations are widespread among business entities. These include:
“Carousels” (the practice of multiple sale of goods through fake companies); artificial
overestimation of the value of goods before export and undercutting the import price; dual and fake
exports; sale of goods in the customs territory of Ukraine at prices lower than purchase prices; “Tax
holes”, and others [10].

The standard VAT rate does not contribute to stimulating investments, in particular, of the
population. It only emphasizes the unfairness of consumption taxation in the current conditions of
Ukraine, since it is known that it is significantly higher for people with lower incomes and,
therefore, significantly reduces their investment activity.

In addition, the fiscal efficiency of VAT is overstated, since, despite the significant amount
of tax revenue, which it provides, the amount of tax refunds from VAT is significant. For example,
taking into account the preferences and the amount of VAT claimed by enterprises that implement
investment projects in Ukraine, actual VAT revenues amounted to only 11-27% of the tax paid to
the budget during the analyzed period, and in 2012 and 2014 — - 26.6 and -5.1%. This indicates that
the state incurred damages in the appropriate amounts. At the same time, during the analyzed
period, about 12-86% of VAT revenues had to be recovered in the form of a refund [11].

At the same time, conscious refusal to make profits from the state may mean fulfilling other
strategic goals, such as stimulating investment activity. We say this with the regard to the
effectiveness of tax regulation of investments, which will be discussed in more detail later.

In general, the question of the effectiveness of preferential taxation is always in the sight of
various scholars and practitioners, as they cause the loss of large sums and seem ineffective.
However, it cannot be clearly stated that tax preferences should be abolished. For example, tax
deductions for VAT, which are aimed at weakening its regressive impact on less affluent and
socially vulnerable groups of the population, stimulate investment. An example of this could be the
provision of preferences to agricultural producers, which resulted in 2014 in more than 18 billion
UAH losses of the state budget, as well as VAT preferences for supply of services: education and
health, which resulted in budget losses amounting to 2313.7 million UAH; baby food products and
the corresponding range — 5,5 million UAH.

Some direct link can be traced between a tax deduction of personal income tax and
investments in human capital development undertaken by the population. With the increase in the
amount of tax deductions of personal income tax during 2010-2012, the size of the investment of
the population in the development of human capital increased, though the basic rate of their growth
lags behind the growth rate of the preferences from this tax on average by 29.7% during 2010-2012.
In view of the further growth of the tax deduction from the personal income tax in 2013, the growth
rate of investments of citizens in the development of human capital slowed down slightly,
amounting to 136% of such investments in 2010 (for comparison — in 2012 they made 139,1%). In
2014, the tendency to slowdown of investment growth preserved, however, in the same year, the
growth rate of personal income tax preferences also slowed down.
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In addition, the growing lag of the growth rate of investment from the growth rate of the tax
rebate from 2013, obviously, should be regarded as a negative impact of the recession of the
domestic economy on the investment of human capital, due to the depreciation of the national
currency and the curtailment of investment activity of the population, which in these conditions
became poorer. At the same time, the growth of the mentioned indicators shows that citizens
nevertheless use the tax deduction of the personal income tax for the purpose of obtaining education
and improving the state of health.

Regarding the preferences of corporate income tax and land rent for shipbuilding, we
believe that they are justified in view of the strategic importance of the industry and the significant
demand in the domestic and foreign markets. At the same time, tax losses from the provision of
benefits in 2014 amounted to only 23.5 million UAH. A similar conclusion is extrapolated to the
aircraft industry, which, in addition to the above, also grants VAT preferences (until 01.01.16) in
the form of tax exemptions for delivering scientific and research works that are used for the needs
of the aircraft industry in the amount (tax loss in 2014 amounted to 707.1 million UAH) [8].

The incentive effect on investments is also made by the special regime for taxation of agricultural
producers, although, given the profitability of certain groups of taxpayers, they should be provided only to
the actors engaged in the field of plant growing, as their profitability is higher than the profitability of
livestock that could be observed during 2008-2014 years, except in 2013, when the profitability of both
branches of agriculture was practically the same. On the other hand, the use of such a tax regime allows
vertically integrated agricultural producers to optimize the price structure and manipulate their privileged
position. Livestock complexes, greenhouse plants, poultry factories have the opportunity to pay small
amounts of tax, because they require relatively small areas for the implementation of activities.
Consequently, the state actually allows taxpayers, whose interests are lobbied, to evade taxation.
Compared to other sectors in 2013, agriculture received the most tax preferences: from agricultural tax —
3.5 billion UAH on VAT taxation of meat and milk producers at the rate of 0% - 1.6 billion UAH; under a
special regime with VAT -14.8 billion UAH. (in 2014 - 18.2 billion UAH).

The aforementioned indicators of lowering the rates of profitability of livestock and crop
production sectors obviously require the maintenance of existing preferences in respect of taxation
of agricultural producers, but their abolition would allow supplementing the budget by at least 19.9
billionUAH. However, for such a financial situation, their investment opportunities are limited, and
in the event of cancellation of existing tax preferences, it will further deteriorate.

Taking into account the strategic importance of the industry, we believe that tax preferences
are appropriate, as for today, a significant part of the financial resources of agricultural enterprises
is formed via a special VAT regime, which accounts for about 10% of the capital of the agricultural
business entities. The dynamics of export indicators of agricultural products in general exports is
significant and tended to increase during 2008-2013, except in 2011, when it slightly decreased (to
10.7%).

Summarizing the above-mentioned, we come to the conclusion that tax incentives for
agricultural producers are important, as they contribute to increasing their income, reinvestment in
expansion of production and, ultimately, increase tax revenues to the budget. However, it is
necessary to improve the mechanism of their provision in order to increase the direction of such
preferences on those producers who really work in favor of investing in the development of the
industry, and not on those who seek to obtain extra profits using preferences.

With regard to the special tax regimes in special economic zones (SEZ) and territories with
special tax regime (TST), it is obvious that today they are ineffective because they not only do not
contribute to the increase of investment activity, but, on the contrary, lead to significant tax losses.
During 2010-2014, the volume of tax preferences granted to the subjects of SEZ and TST
constantly increased and in 2014 amounted to 243.3 million UAH, with the increase of 64.2%
compared to 2010. Instead, the dynamics of investments is quite opposite; they decreased
throughout the analyzed period, amounting to only 20.1% of investments in 2014comparing to
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2014. This affected the tax revenues; the dynamics of their growth rates was also declining, and
their value (as well as the basic rate of investment growth) reached the minimum level in 2014 —
40.1% of the amount of tax revenues in 2010 [8].

The situation of the reduction of investments and the growth of tax preferences is the
reflection of the corruption and proves the facts of tax evasion and support for certain lobbied
groups of taxpayers in SEZ and TST that have exhausted their fiscal and investment potential.
Therefore, today the issues of the prohibition of their functioning in Ukraine and the search for new
tax regulation tools that would ensure the liberation of the investment potential of individuals and
legal entities and the “inflow of investments”have become a matter of particular importance. We
agree with the thesis that it is necessary to introduce rigorous control over the provision of tax
benefits. First of all, they should be provided in accordance with the WTO law, and secondly, for
the strategically promising enterprises, so that they could use these assets for the modernization of
fixed assets, which must be carried out immediately, because this will enable to overcome the crisis
phenomena and to establish the process of production of innovation and competitive on foreign
markets products that will provide the state with foreign currency [2].

If we analyze the volume of tax preferences, which is a loss of budget revenues in general,
then, obviously, the biggest losses are borne by the state when granting VAT privileges. VAT
privileges lead to the largest loss of budget revenues: from 90.1% in 2008 to 80.5% in 2014. At the
same time, there is a tendency to reduce the amount of VAT privileges that began in 2011 and
continued in 2012, which was evidently due to the significant increase in corporate income tax
preferences in those years, the share of which in the structure of benefits was also high and
increased to 26.1% in 2011 and 31.1% in 2012, after which it fell again to 15.5% in 2013 and
13.9% in 2014. The preferences in all other taxes do not generate significant losses in budget
revenues [8].

Thus, when granting a number of tax preferences for different industries, they have little
effect on the investment activity of business entities, as it is evidenced by the level of profitability
of some of them. The profitability of agriculture, fisheries and forestry has been steadily declining
in 2008-2013, reaching the minimum of 11.8% in the end of this period; in 2014, it rose by 8.5%
over the previous year (or 1.7 times). Instead, the growing dynamics of the profitability of education
in 2008-2013, which was the maximum in 2013 (8.6%), in 2014, changed to declining, falling by
3.2%. The sharp decline in the profitability of the healthcare and financial and insurance sectors in
2014 clearly indicated deterioration in their financial situation and the necessity of constructive
measures to overcome the crisis.

To formulate reliable conclusions, we will try to establish the correlation between the size of
tax preferences and tax revenues, as well as the size of tax preferences and capital investments.

Thus, according to the results of the correlation-regression analysis of the impact of tax
preferences on the volume of tax revenues to the state budget of Ukraine, it was established that
these two values practically do not correlate with each other, as shown by the very low value of the
indicator R%(0.0028). It means that practically the size of tax privileges does not affect the amount
of tax revenues. Therefore, we can conclude that due to granting of operating preferences to
economic entities, tax losses are insignificant.

A slightly higher correlation value (R* = 0.5425) in establishing a correlation-regression
relationship between tax revenues and corporate income tax privileges suggests that granting
privileges to this tax leads to higher losses of the state budget than others. A similar situation is with
VAT, where the coefficient of correlation of tax preferences R%and the amount of tax revenues is
only 0.3101.

The research on the relationship between the size of tax preferences in corporate income tax
and investments by legal entities shows a very weak link between preferences in corporate income
tax and capital investments R*= 0.3039 and benefits from preferences in corporate income tax and
financial investments — R*= 0.1065 (Table 1.).
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Table 1
Indicatorsoftheregressionrelationshipbetweenthesizeoftaxpreferences andinvestmentss

Relationship | Equation

Capital investments
Capitalinvestmentsoflegalentitiesfromthepreferences of Y=2,0983x+135644
corporate income tax R?=0,3039
The funds of the population for housing construction from the Y=58,136x+13546
tax deduction from the personal income tax R?=0,4919

Finance investments
Financialinvestmentsofbusinessentitiesfromthepreferences of Y=0,0041x+575,77
corporate income tax R?=0,1065
Financial investments of individuals from the tax deduction Y=16,59x+18076
from personal income tax R?=0,7292

Investmentsinthedevelopment of human capital

Investments in the development of human capital of individuals Y=1367x-151163
from the amount of tax deduction from personal income tax R?=0,7421

*We did not manage to establish a correlation between the size of tax preferences of the corporate income tax and
investments in human capital development undertaken by legal entities due to the lack of statistical data on the latter.

This gives grounds for stating that the provision of tax be nefits of this tax practical lydoes
not affect thein vestment activity of busines sentities.

In the study of there lationship between the capital investments of individuals and the size of
the tax deduction from personal income tax, the average level of correlation dependence (R*=
0,4919) isestablished, which indicates the significant potential of using this type of preferences for
the stimulation of the investment activity of individuals that needs to be developed.

There is a slightly higher value of the correlation coefficient when establishing the
dependence of the tax deduction from the personal income tax and the financial investments in the
development of human capital; R%is 0.7292 and 0.77421, respectively. This indicates that the tax
discount is not significant; nevertheless, it stimulates these types of investments carried out by
individuals.

Similarly, by establishing the correlation between the amount of tax privileges of VAT,
excise duty, land payments, customs payments, etc., and the amount of capital, financial and
investments in human capital development undertaken by legal entities, it is possible to determine
the degree of dependence between the indicated values and to analyze the impact of such tax
preferences for the investments of business entities.

Thus, according to the assessment of tax regulation of investments, it has been established
that the most effective incentives for the investments of legal entities are the preferences in income
tax, whereas significant losses of state budget revenues from VAT privileges do not affect capital
investment. It is advisable to provide privileges to aircraft engineering, shipbuilding, agriculture,
given the strategic importance of these industries. There is a need to improve the mechanism of tax
incentive of investment activity of individuals for all types, since tax deduction from the personal
income tax is the population’s only incentive to invest.

Conclusions. The analysis of the practice of tax regulation of investments in Ukraine made
it possible to draw such conclusions and generalizations.

For the present day, the level of investment in the domestic economy is insufficient due to
the influence of internal and external factors, which include the recession of the economy and the
threat of default, military actions in the east, imperfect legislation, unattractive investment climate
and lower investment attractiveness of Ukraine on the background of macroeconomic instability,
etc. At the same time, it can be argued that the Ukrainian investment market is integrated into the
world market, as it is evidenced by a significant drop in investment returns in the crisis of 2009-
2010, by a slight recovery in the post-crisis period of 2011-2012 and further decline in 2013-2014
(which is obviously due to the aggravation of the socio-political situation in the country).

The dynamics of capital investment by sources of financing during the analyzed period

9




shows that the largest share in their structure was takenby own funds of enterprises and
organizations (it varied in the range of 61.3-70.5% in 2010-2014). In addition, we have set the low
share of capital investment of the population, which invested about 7-11% of capital investments in
2010-2014.

Financial investments and investments in human capital development undertaken by
business entities and individuals are insignificant given their lack of confidence in the domestic
financial market and its low level of development, stimulating tax levers, as well as the
imperfection of the legislative and institutional environment. In addition, the size of foreign
investments and innovations is insufficient for the modernization of the domestic economy.
Therefore, the issues of improving tax regulation in the direction of stimulation of the specified
types of investments are becoming urgent.

In the course of comparison of tax tools and results of investment activity, it has been
established that in general tax regulation of investments in Ukraine is ineffective. Correlation-
regression analysis made it possible to establish a weak correlation between the size of tax
privileges with the corporate income tax and the capital and financial investments carried out by
legal entities, the values of the correlation coefficient of which were 0.3039 and 0.1065. This gives
grounds for considering tax exemptions from this tax (which are reduced to the narrowing of the tax
base of certain economic entities) as an ineffective tool of tax incentives for legal entities. Instead,
as a result of the correlation between the amount of the tax deduction from the personal income tax
and the amount of capital and financial investments and investments in the development of human
capital made by individuals, it has been established that such a preference somewhat simulates the
population to the last two of these types of investments.

At the same time, the average correlation between tax breaks for each analyzed tax and
budget revenue losses indicates that they are small. In the view of this, VAT and land tax
deductions for agricultural producers, aircraft, shipbuilding and other strategic industries need to be
preserved and optimized in order to eliminate tax evasion practices. There is also a need to improve
the tax tools for stimulating the innovations of legal entities due to their low level of investment, on
the one hand, and great importance in terms of promoting economic development based on the
innovation vector, on the other hand.
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