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IMPACT OF THE SHADOW ECONOMY ON THE DEVELOPMENT OF
AN INCLUSIVE LABOR MARKET

BILIUB TIHBOBOI EKOHOMIKH HA PO3BUTOK IHKJIFO3UBHOI'O
PUHKY ITIPAILI

Anomauia: Po36umok IHKII0O3UBHO20 PUHKY Npayi BaAXdCIUSUU 8 Yacu
B0E€HHO20 | NOBOEHHO20 BIOHOBNEHHS eKOHOMIKU Kpainu. Mema cmammi nonseac y
MoMy, wjob UHAYUMU OCHOBHI ACNEKMU CIMAHOGIeHHS IHKIIO3UBHO20 PUHKY Npayi
8 YMOB8AX MIHbLOBOI 3AUHAMOCHI, B0EHH020 CMAHY 1 yupposoi mparcgopmayii
OisHecy. Y cmammi 6KA3aHO poab PO3GUMKY IHKIIO3UBHO20 DUHKY npayi 0
nO00ONaHHs 6e3pobimms [ SUPIUEHHS NUMAHb COYIAIbHO20 3AXUCM) VKPAiHYIE.
Poszenanymo paxmuuni 6iocomkosi 3minu po3mipy cepeoOHbOMICAUHOI 3apoOImHOT
naamu WmamHux npayieHuKie 3a 6UOAMU eKOHOMIYHOI OisinbHocmi 6 Ykpaini 6
2021, 2024-2025 pokax. Hayxoeyi cmosamsb Ha no3uyii moco, w0 IHKIO3USHUU
PpUuHoOK mnpayi 8 Ykpaini nompeOye HaNeHCHOI IHCMumyyiiHoi niompumxu ma
PO3YMIHHSA 6CIMA YNEHAMU CYCNLIbCMEA.

Abstract: The development of an inclusive labor market is important for the
country’s economic recovery. Overcoming the shadow economy, both at the macro
and micro levels, is a guarantee, in part, of ensuring official employment of the
population, increasing its economically active part, and reducing the share of
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unprotected Ukrainians who have shadow employment and are unprotected by labor
laws.

The purpose of the article is to determine the priorities for the formation of
an inclusive labor market in the conditions of shadow employment, martial law and
digital transformation of businesses; to indicate the opportunities that a worker with
physical disabilities may have if he works in a digitized and official business, to
reveal tools and ways to support e-businesses working with a workforce from the
inclusive market.

To achieve the specified goal, the work used methods of analysis and
synthesis, generalization, and comparison, which allowed for a comprehensive study
of existing scientific achievements on the issues of inclusive development of the labor
market under the influence of the existing shadow economy, to solve the tasks set for
scientists, and to outline the prospects for future research on the legalization of
employment and overcoming unemployment among the population with physical
disabilities.

The place of development of an inclusive labor market to overcome
unemployment and address issues of social protection of Ukrainians is
substantiated. It’s noted that shadow employment doesn’t guarantee paid maternity
leave for childcare, preferential rest for children, or receiving a minimum old-age
pension. The actual percentage changes in the average monthly salary of full-time
employees by type of economic activity in Ukraine in 2021, 2024, and 2025 were
considered.

The practical value of the study lies in the author’s suggestions provided, in
particular: in conditions of martial law, there’s a need for additional training of
members of society in digital skills and sign language, courses to improve the mental
health of Ukrainians, courses on tolerance and integrity, an inclusive labor market
in Ukraine requires proper institutional support and understanding by society.

Keywords: gig work, gig labor market, inclusion, official unemployment,
shadow employment, e-business, shadow economy, corruption, bribery, social
protection

Knwuosi cnoea: zie-npays, ecie-punox npayi, IHKI0O3USHICMb, OQiyiliHe
be3pobimms, MiHb08A 3aUHAMICMb, e-0i3Hec, MIHb08A eKOHOMIKA, KOpYNyis,
xabapHuymeo, coyianrbHuLl 3axucm

Statement of the problem. In the institute of life insurance of
the last two decades, the labor market individuals, low level of financial
can be conditionally divided into literacy.
shadow and official. This’s due to high The shadow economy (SE)
taxes on wages, progressive poverty doesn’t provide social protection for its
among the population, poor tax policy, employees. Individuals working in the
ineffective social policy, high taxes on informal sector don’t have pensions
business activities, low level of and disability benefits. Informal
education, undeveloped ethical norms employment doesn’t guarantee paid
of society, lack of proper functioning of maternity  leave  for  childcare,
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preferential rest for children. Work in
the informal sector of the economy is
labor-intensive, which makes the goods
sold by informal production expensive
and uncompetitive. It’s “wages for
labor that are the dominant source of
income for most people. Therefore, an
inclusive labor market is key to
ensuring inclusive growth” [1, p. 2].
Analysis of recent research and
publications. The focus of scientific
attention of foreign scholars Z. Younas,
A. Qureshi, M. Al-Faryan is focused on
studying the impact of financial
inclusion and the growth of the SE on
economic growth using the Granger
causality method [2]. Researcher S. Li
concluded that for business,
digitalization makes “economically
efficient work, but at the same time
requiring adaptive  strategies for
managing a decentralized and flexible
workforce” [3, p. 275]. The issues of
combating discrimination and finding
compromises  between different
dimensions of  labor  market
inclusiveness are the subject of a study
by the publication team [1]. Scientists
R. Espada-Chavarria, M. Diaz-Vega,
R. Gonzalez-Montesino analyzed the
implementation of open innovation
programs to gain access to internships
for university students with disabilities

[4].

The scientist C. Ozgen studied
the economic impact on innovation,
productivity and the labor market [5].
The researcher F. Schneider paid
attention to the development of the SE,
analyzed undeclared work in OECD
countries and indicators of informal
employment [6, p. 1]. The scientist G.
Lisi studied the relationship between
the SE and labor market outcomes and
“introduced tax evasion and undeclared
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work into the reference macroeconomic
model of the labor market” [7].

We consider the conclusions
based on the results of the study by
Professor G. Filiuk and researcher A.
Posokhova in the study of the impact of
Al on employment in business [8] to be
valuable. They managed to present the
level of predicted automation of
professions and the growth in the
number of jobs by 2030 [8, p. 42] and
indicate the effects of productivity and
capital accumulation that occur as a
result of automation of business
processes [8, p. 38].

We studied the importance of
supporting the development of social
capital in terms of inclusive
development [9], the emergence of
“silver” and cross-cultural
entrepreneurship during the post-war
economic recovery of the country [10].

Setting the task. The purpose of
the article is to analyze the impact of
the SE on the formation and
development of an inclusive labor
market; identify the features of
businesses operating in the “shadow”;
outline the dangers that exist for
members of society who have shadow
employment; assess the tools to support
e-businesses operating with labor from
the inclusive market.

Methods. To achieve the goal of
the scientific research, a solid database
was taken as a basis. A significant role
belongs to theoretical and research
developments on the threats of shadow
business, presented in scientific
publications indexed in the Scopus
database, which’s noted for the high
quality of scientific articles and
openness. This provides the work with
representative and relevant materials on
the 1ssues of an inclusive labor market,
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its digital development and barrier-free
work.

The scientific work used various
methods, in particular, the statistical
method to present the volumes of the
shadow sector in different countries of
the world and the size of social
protection in Ukraine, as well as to
specify the amounts of expenditures by
unemployment function. The
comparison method helped to present
the change in the volume of the official
average monthly salary of full-time
employees by type of economic activity
in 2021, 2024, 2025. The methods of
analysis, synthesis, induction and
deduction were used to present the
authors’ scientific 1ideas on the
legalization of shadow activity in
business and the inclusive development
of the labor market in the conditions of
digital transformation and martial law.

Presentation of the main
research material. Currently, four
principles are identified that embody an
inclusive labor market. These are
accessibility, fairness, protection, and
the right to vote [1, p. 2]. In the 21st
century, as a result of the digital
transformation of the economy, it’s
difficult to fully adhere to all these
principles, as one has to function in the
exabyte and gig economies, which are
undergoing a stage of institutional
formation. These economies “are
defined as temporary and adaptive
working conditions that facilitate
digital platforms, have experienced
unprecedented growth in recent years,
profoundly changing the dynamics of
the labor market” [3, p. 275] by
digitizing it and creating a new form of
employment — freelancing.

The digital transformation has
led to multiple consequences for
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workers, as it simultaneously provides
people with increased autonomy, the
opportunity to develop multiple sources
of income, and an improved work-life
balance that allows them to shape their
own career paths, while on the other
hand, growing concerns about job
security, = workers’  rights  and
protections, and employment benefits
are sparking debates about the
economic well-being of gig workers.
Signaling a new era in labor market
dynamics, the gig economy is changing
the “rules of the game” for the
workforce and traditional employment
models [3, p. 275].

Often 1in practice, registered
businesses operating officially may be
guided by vacancies in both the formal
and informal sectors in order to
maximize  overall profits.  The
unemployed may seek work in both
sectors. Working in the informal sector
is dangerous for both the employer and
the employee, as tax audits allow
businesses that evade taxes to be legally
and economically punished [7].

When analyzing the volume of
the shadow sector in some countries of
the world in 2023 (Fig. 1), it’s worth
paying attention to countries that are
world economic leaders and set
innovative, technical and technological
development trends. China, the USA
and India have the highest indicators of
the SE, while Singapore, the UAE,
Israel, Denmark, Norway and Austria
have some of the smallest shares of the
SE in the world. “The most influential
factors in the growth of the shadow
labor force are tax policy and state
regulation” [6, p. 1].

In Ukraine, the volume of the
shadow sector in 2023 amounted to
$34.5 billion, which for a country in
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which a full-scale war was going on for decisive action and an effective de-
the second year in a row at that time is shadowing policy from the authorities.
a critical indicator and required
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France | J 204,5
Japan J 281,7
Germany ) 307,7
Lithuania J 5,9
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Some countries of the world
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Figure 1. The volume of shadow sector in the countries of the world in 2023
Source: compiled based on sources [11]
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In 2024 and 2025, the share of
the SE in Ukraine grew, and the
revealed facts of corruption and bribery
continue to “undermine” the level of
people’s trust in the government and
the legislative branch of power.
Currently, effective steps are needed to
partially develop measures and
mechanisms for a tough anti-corruption
policy at the highest level. The country
is dominated by the so-called
institutional corruption (for example,
“one political force — another political
force”), but interpersonal corruption
also became widespread during the war
years (“an individual who wants to
solve an issue quickly — a person who
holds a position and uses his official
position to solve a commissioned
1ssue”).

It’s worth paying attention to the
group of countries with a post-socialist
past, because in most of them there was
and isn’t such a scale as in Ukraine. For
example, Georgia, Armenia,
Azerbaijan, Latvia and Lithuania have
small volumes of the SE. After joining
the EU, Lithuania, Latvia, and Poland
have pursued a policy of formal
employment, and they are
characterized by transparent conduct of
official business. “Spatial selectivity of
migration and diversity at the regional
level, caused by immigration, can
increase labor productivity and wages
through the creation of new jobs, the
spread of knowledge and
entrepreneurship” [5, p. 1170].

But given the rapid digitalization
and growth of the gig economy,
workers have objective reasons to
choose an alternative. Flexibility in the
21st century is the main attraction for
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workers to abandon traditional ways of
working, which allows them to work at
an indefinite time and place, without a
schedule and lower the barrier to
participation in the labor market [3, p.
2760]. Individual income earned in the
SE 1is classified as “labor income and
less likely as capital income. The
expected costs of non-compliance with
tax legislation arise from the deterrent
measures taken by the state” [6, p. 7].
In Ukraine, with the beginning of
the war, many Ukrainians decided to
officially resign in order to avoid
mobilization. But life goes on and such
Ukrainians still need to eat and pay for
utilities. Such Ukrainians are not
deprived of the opportunity to get sick,
and therefore need treatment, they have
children who need to be supported and
such people still need to work, albeit
unofficially. That’s, they joined the
ranks of unofficially working workers
in the shadow employment market.
Fig. 2 shows the indicators of
social protection in Ukraine in the pre-
war year 2021 and the indicators of
2023, the second year of the war. It’s
worth noting that expenditures on
social protection of the unemployed
decreased by 11,904.9 million UAH
over the 2 years under study. In 2023,
expenditures on social protection in
case of temporary disability decreased
by 1.77 times. The reasons for this are
the reduced official labor market as a
result of the closure and relocation of
enterprises, the mobilization of men,
the migration of women, and the
expansion of the unofficial Ilabor
market due to draft evaders from the
ranks of the Armed Forces of Ukraine.
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Figure 2. Some indicators of social protection in Ukraine in 2021 and 2023

Source: compiled based on sources [12]

But despite some items of
expenditure that have decreased,
there’s still an increase in expenditure
items during the analyzed period. Thus,
in 2023, expenditures on social
protection in case of occupational
disease or accident at work increased
by 10,733.7 million UAH, expenditures
on social protection of pensioners by

= =
16000 \
Z 12000
>
5 8000
= 4000
0

2021

Periodic cash benefits without means testing

15670

89,075.9 million UAH, expenditures on
social protection of military personnel
by 55,226.6 million UAH (Fig. 2).
Assistance in kind without means
testing increased by 20.8 million UAH
(Fig. 3), but we have a reduction in
2023 compared to 2021 in the amount
of periodic payments of cash assistance
without means testing by 4.18 times.

Years

'z In-kind benefits without means testing

Figure 3. Specification of expenditures by unemployment function in Ukraine
in 2021 and 2023

Source: compiled based on sources [12]

The experience of a number of
countries around the world and Ukraine
shows that working in the SE hides
many dangers for a person — lack of
official work experience for timely
retirement and receiving decent
pension payments; lack of payments in
case of loss of job; lack of payments in
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case of temporary disability, that’s,
social benefits guaranteed by the state.
If a person works officially, then he can
claim social benefits by age or
according to situations that occur in his
professional life. At the same time, in
all countries and Ukraine in particular,
official wage increases are held, which
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also automatically receive an officially
working worker or employee.

Fig. 4 presents a comparison of
official data on the average monthly
salary of full-time employees by type of
economic activity in Ukraine for
January-March 2025, 2024 and 2021,
which shows that the highest salary was
in information and
telecommunications, financial and
insurance activities in each of the
analyzed years. The lowest was and

Artistic, artistic and entertainment activities
Arts, sports, entertainment and recreation
Health care and social assistance

Education

Public administration and defense; compulsory
social insurance

Administrative and support service activities
Professional, scientific and technical activities
Real estate operations

Financial and insurance activities

Information and telecommunications

Types of activities

Transport, warehousing, postal and courier
activities
Wholesale and retail trade; repair of motor
vehicles and motorcycles

Construction

Industry

Agriculture, forestry and fishing
Average for the economy

0
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remains in the field of agriculture,
forestry and fisheries (2.15 times),
education (1.32 times), construction
(2.01 times), healthcare and social
assistance (1.51 times), activities in the
field of creativity, art and entertainment
(1.24 times). It’s worth noting that
inflation and devaluation occurred in
Ukraine during this period, which
essentially nullified these salary
increases.

11000 22000 33000 44000 55000 66000
UAH

& January-March 2021 January-March 2024 January-March 2025

Figure 4. Average monthly salary of full-time employees by type of
economic activity in Ukraine for January-March 2021, 2024-2025

Source: compiled based on sources [13]
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Fig. 4 shows the change in the
average monthly salary of employees in
Ukraine and it’s interesting that in
percentage terms, the fluctuation of
change is the same for almost all types
of economic activity (Fig. 5), but in
monetary terms, the changes differ by
25,000-51,000 thousand UAH (Fig. 4).

It’s worth noting that “financial
inclusion involves access to financial
products and services, such as savings

business loans, and insurance, that can
help meet people’s financial needs. Due
to rapid progress in financial inclusion,
activity in the informal economy has
declined significantly” [2]. Deviations
from inclusiveness in the labor market
can arise due to supply and demand
factors, cyclical or structural dynamics,
and other market failures, such as
insurance problems or ‘“unhealthy”
competition [1, p. 20].

certificates, business transactions,
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Figure 5. The average monthly salary of full-time employees by type of
economic activity in Ukraine for January-March 2021, 2024-2025

Source: compiled based on sources [13]

95


http://eh.udpu.edu.ua/

ECONOMIES HORLZONS

The work performed by workers
with disabilities has a positive impact
on their perception of quality of life,
increases social demand for them. Open
innovations strengthen cooperation
between employers and workers with
disabilities, ensure accessibility and
equality of employment [4, p. 1].
Knowledge about disability and its
consequences in the workplace will
increase the level of involvement of
people with disabilities in the labor
market [4, p. 15].

Digital  transformation  has
brought both  opportunities and
challenges for both businesses and
workers, changing the labor market as
part of its inclusive development.
Digital platforms, military conflicts,
monetary factors and shadow economic
relations have contributed to the
development of the gig labor market.
However, despite the fact that gig work
provides organizations with flexibility
and access to a range of skills, it’s still
accompanied by financial instability
and the absence of traditional
protections [3, p. 280].

Non-compliance ~ with  tax
legislation depends on state audit
activities. Individual morality also
takes place in the form of psychological
costs for a person engaged in shadow
activity. This includes shame or regret,
as well as additional monetary costs if,
for example, it leads to a loss of
reputation [6, p. 7]. In addition, tax
audits are becoming a key tool for
reducing the SE of businesses without
undue harm to labor market outcomes.
Tax audits have a small impact on
unemployment [7], but the fear of

ISSN 2522-9273; E-ISSN 2616-5236

having an impoverished pension may
motivate those employed in the shadow
labor market to want to work officially
and increase the chances of workers
receiving a decent pension.

Conclusions from the study.
An inclusive labor market in Ukraine
requires institutional support and
acceptance by society. It’s strongly
influenced by the SE. There’s now a
need for additional training of members
of society in digital competencies and
sign language, courses on improving
the mental health of Ukrainians,
courses on tolerance and integrity.

In order to legalize shadow
activity, the legislative branch of
government should review the existing
rules for conducting a classic business,
but in which people with physical
disabilities work, in particular, tax
breaks for such business entities. If
this’s a virtual business, then there’s a
need to oblige it in particular to hire
employees from the inclusive market,
because the opportunity to work
remotely, on a freelance basis, would
allow solving the issue of employment
for a number of Ukrainians with
physical disabilities.

Further  scientific  research
should be conducted in the direction of
developing effective mechanisms for
de-shadowing business and reducing
institutional corruption. There’s a
pressing need to develop an inclusive
labor market and prepare for the fact
that after the end of the war, thousands
of military personnel will have to join
the ranks of the country’s actively
employed population.
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