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Abstract. This article examines the key issues arising in the interaction between taxation
systems and business activities in modern economic conditions. Particular attention is paid to the
challenges faced by enterprises due to high tax burdens, complex tax administration procedures,
and inconsistencies in tax legislation. The study analyzes how these factors affect business
development, investment activity, and overall economic growth. In addition, the article explores
international best practices in improving tax systems and supporting entrepreneurship. Based on
comparative analysis and systematic approaches, a number of practical solutions are proposed,
including the simplification of tax administration, the introduction of digital tax technologies,
and the optimization of tax incentives for businesses. The findings highlight the importance of
creating a balanced tax environment that ensures both fiscal stability and favorable conditions for
business growth.
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Introduction
In the context of globalization and rapid economic transformation, the relationship between

taxation and business development has become one of the central issues in economic policy.
Taxes serve as a primary source of government revenue, ensuring the financing of public goods,
social programs, and infrastructure development. At the same time, the tax system directly
influences the business environment, shaping the conditions under which enterprises operate,
invest, and expand.

A well-designed tax policy can stimulate entrepreneurship, attract investment, and promote
sustainable economic growth. Conversely, excessive tax burdens, complicated administrative
procedures, and unclear regulatory frameworks can hinder business activity, encourage the
shadow economy, and reduce overall economic efficiency. Therefore, achieving a balance
between fiscal objectives and the interests of the business sector is a key challenge for modern
economies.

In many countries, including emerging economies, businesses face a range of tax-related
problems such as high compliance costs, frequent changes in legislation, and limited access to
tax incentives. These issues can negatively affect small and medium-sized enterprises (SMEs),
which are particularly sensitive to financial and administrative pressures. Moreover, the lack of
transparency and efficiency in tax administration systems may create additional barriers to
business development.

Given these challenges, there is a growing need to analyze the interaction between taxes and
business, identify existing problems, and develop effective solutions. This study aims to explore
the main obstacles within the tax system that affect business activity and to propose practical
measures based on international experience and modern economic approaches. The research
emphasizes the importance of tax system modernization, digitalization, and policy reforms to
create a more favorable and competitive business environment.

Literature Review
The relationship between taxation and business development has been widely studied in

modern economic literature, with a particular focus on how tax policy influences investment
activity, entrepreneurship, and overall economic growth. Scholars and international
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organizations emphasize that an efficient tax system should not only ensure stable budget
revenues but also create favorable conditions for business development.

According to studies by the World Bank, the quality of tax administration and the level of
tax burden significantly affect the ease of doing business. Research shows that simplified tax
procedures and transparent regulations reduce compliance costs and encourage formalization of
businesses. Similarly, reports by the Organisation for Economic Co-operation and Development
highlight that tax policy plays a crucial role in fostering investment and innovation, particularly
when tax incentives are targeted and efficiently administered.

Academic researchers such as Joseph Stiglitz argue that poorly designed tax systems can
distort market behavior and reduce economic efficiency. He emphasizes the importance of equity
and neutrality in taxation to avoid excessive burdens on businesses. In contrast, Arthur Laffer
introduced the concept of the Laffer Curve, suggesting that excessively high tax rates may lead
to a decrease in total tax revenues by discouraging economic activity and increasing tax evasion.

Recent studies also focus on the impact of digitalization on tax systems. Experts from the
International Monetary Fund note that the introduction of digital tax technologies improves tax
compliance, reduces administrative costs, and enhances transparency. Digital tools such as e-
invoicing and automated reporting systems are increasingly seen as effective solutions to modern
tax challenges.

In the context of developing economies, researchers underline that small and medium-sized
enterprises (SMEs) are particularly vulnerable to tax-related challenges. Empirical studies show
that high compliance costs and complex regulations disproportionately affect SMEs, limiting
their growth potential. Therefore, many scholars advocate for differentiated tax policies,
simplified regimes, and targeted support measures to stimulate business activity.

Research Methodology
This study employs a комплекс (comprehensive) methodological approach to analyze the

interaction between taxation and business activity, identify existing problems, and develop
practical solutions. The research is based on both qualitative and quantitative methods, ensuring
a systematic and objective evaluation of the topic.

First, the comparative analysis method is used to examine tax systems and business
environments across different countries. This allows the identification of best international
practices and their potential applicability to improving national tax policies. Particular attention
is given to countries with successful tax reforms and business-friendly environments.

Second, the systemic analysis method is applied to explore the structure and functioning of
the tax system as an integrated mechanism. This approach helps to assess the interrelationships
between tax rates, tax administration, and business performance indicators such as investment
activity, profitability, and market expansion.

Third, the study utilizes the statistical analysis method, relying on secondary data obtained
from international organizations such as the World Bank, International Monetary Fund, and
Organisation for Economic Co-operation and Development. These data sources are used to
evaluate trends in tax burden, ease of doing business, and economic growth indicators.

In addition, the logical and deductive methods are employed to interpret theoretical
concepts and derive conclusions regarding the impact of taxation on business development. The
study also incorporates elements of case study analysis, focusing on specific examples of tax
reforms and their outcomes in selected countries.

Finally, the research adopts a problem-oriented approach, which allows the identification
of key challenges faced by businesses within the tax system and the formulation of targeted
recommendations. This methodological framework ensures the reliability of the findings and
supports the development of practical solutions aimed at improving the efficiency of tax policy
and creating a more favorable business environment.

Analysis and Results
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The analysis of the interaction between taxation and business activity shows that the
effectiveness of a tax system is determined not only by tax rates, but also by the quality of tax
administration, stability of legislation, and the availability of incentives for businesses. Based on
comparative and statistical analysis, several key problems and their economic consequences have
been identified.

Firstly, a high tax burden remains one of the major constraints for business development.
Data from the World Bank indicate that in countries where the total tax rate exceeds optimal
levels, there is a noticeable decline in entrepreneurial activity and investment inflows.
Businesses tend to reduce expansion plans, shift to informal operations, or seek tax optimization
strategies.

Secondly, complex tax administration procedures significantly increase compliance costs.
According to the Organisation for Economic Co-operation and Development, companies spend a
substantial amount of time and financial resources on tax reporting and compliance. This
problem is especially critical for small and medium-sized enterprises (SMEs), which often lack
sufficient administrative capacity.

Thirdly, instability and frequent changes in tax legislation negatively affect business
planning. Research findings from the International Monetary Fund show that unpredictability in
tax policy reduces investor confidence and limits long-term strategic decision-making.

To better illustrate these relationships, the following table summarizes the main problems
and their impact on business activity:

Identified Problem Impact on Business Activity Economic Consequence

High tax burden Reduced profitability and
investment Slower economic growth

Complex tax
administration Increased compliance costs Reduced competitiveness

of SMEs
Frequent legal

changes Uncertainty in planning Lower investment
attractiveness

Limited tax
incentives

Weak motivation for innovation
and expansion

Slower technological
development

At the same time, the analysis also reveals several positive trends. Countries that have
implemented digital tax systems and simplified procedures demonstrate higher levels of tax
compliance and improved business environments. For example, the introduction of electronic
reporting and automated tax control systems has reduced administrative burdens and increased
transparency.

Furthermore, the use of targeted tax incentives has proven effective in stimulating specific
sectors, particularly innovation-driven and export-oriented industries. However, the results show
that such incentives must be carefully designed to avoid inefficiencies and revenue losses.

Overall, the findings confirm that an optimal tax system should combine moderate tax rates,
simplified administration, and policy stability. The results highlight that improving tax
administration, expanding digitalization, and ensuring transparency are key factors in
strengthening the relationship between taxation and sustainable business development.

Conclusion and Recommendations
The study confirms that taxation plays a decisive role in shaping the business environment

and influencing economic development. An effective tax system should not only ensure stable
budget revenues but also create favorable conditions for entrepreneurship, investment, and
innovation. However, the analysis reveals that existing challenges—such as high tax burden,
complex administrative procedures, and instability of tax legislation—continue to hinder
business growth and reduce economic efficiency.
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The findings demonstrate that excessive tax pressure and administrative complexity increase
the cost of doing business, particularly for small and medium-sized enterprises. At the same time,
unpredictable tax policies negatively affect investor confidence and limit long-term planning.
Nevertheless, international experience shows that modernization of tax systems, especially
through digitalization and simplification, can significantly improve the interaction between
taxation and business.

Based on the results of the research, the following recommendations are proposed:
1. Optimization of the tax burden – It is necessary to maintain a balanced level of taxation

that ensures sufficient public revenues while not discouraging business activity and investment.
2. Simplification of tax administration – Reducing reporting requirements, streamlining

procedures, and minimizing bureaucratic barriers will lower compliance costs and improve the
ease of doing business.

3. Enhancement of tax policy stability – Ensuring consistency and predictability in tax
legislation is essential for strengthening investor confidence and supporting long-term business
strategies.

4. Expansion of digital tax systems – The implementation of electronic reporting,
automated control systems, and digital platforms will increase transparency, reduce corruption
risks, and improve tax compliance.

5. Effective use of tax incentives – Targeted and well-designed tax benefits should be
introduced to stimulate priority sectors such as innovation, exports, and green economy projects.

6. Support for small and medium-sized enterprises (SMEs) – Special tax regimes,
simplified taxation systems, and advisory support should be developed to enhance the
competitiveness and sustainability of SMEs.

In conclusion, improving the tax system requires a comprehensive and balanced approach
that integrates fiscal objectives with the needs of the business sector. The implementation of
these recommendations will contribute to creating a more transparent, efficient, and business-
friendly tax environment, ultimately fostering sustainable economic growth.
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