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FINANCIAL PYRAMIDS A S ONE OF THE KINDS
OF FINANCIAL FRAUD | N UKRAINE: PRINCIPLE S
OF FUNCTIONING AND T HE IMPACT ON INVESTO RS

The socieeconomic development of the state necessitates security in
the financial services market. Particular attenstwuld be paid to the
protection of private investors, since ordinary citizens mostly have little
experience in investing their funds and have limited ability to recover
their rights [1, p. 74]. Due to the imperfection of the legal framework, the
low level of financial literacy of the population and the presence of the
psychological aspect, which is the desire to obtain twice or three times
more in the short term, there are so many types of financial fraud in the
Ukrainian financial market.

One such fraud as the pyramid, which looks like trust companies,
investment funds, banks, credit unions, or other commercial
organizations.
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Financial pyramid is a scheme of work of the organizers of the
pyramid with investors, in which liabilities for previously attratfands
are not fully covered by their investment in profitable projects or assets
for the purpose of acquisition of which were attracted funds, but will be
repaid by joining the scheme new investors and receiving cash proceeds
from them [2, p. 227]. Finamal pyramids work on the principle of
providing payments to initial investors at the expense of contributions
from new investors. Typically, investors initially receive extra profits,
which may be more than 500% of the initial deposit amount, but as soon
as depositorsd interest to the fir
Investors who have not managed to withdraw the investment remain with
nothing, and all the funds remain in the accounts of the founders of this
pyramid.

All financial pyramids are dracterized by certain signs of their
functioning. The main ones are the absence of a product, which means the
absence of a certain financial and economic activity of a commercial
organization, so, when profit is generated not by creating a product or
senice, but by new investor contributions. If the main task is to attract
other people and the income of the citizen consists of the money that
these people bring (whom he called for himself), then such a company is
very clear in defining the financial pyramhi[3]. Also, there is a
possibility of building a financial pyramid when the product seems to be
there, but it is practically not in demand and its price is usually very high,
which is very good bait for an inexperienced investor.

The pyramid is also charterized by the slogan, the sooner you join
this organization, the more profit the investor expects. Often, the profit
scheme is quite abstract and not detailed. However, most of the time it is
acceptable for the average investor, because when conduotmgiél
transactions in the financial services market, there is always a risk-of non
receipt of funds.

It is worth noting that usually the information about the founders of
the financial pyramids and their executives is hidden, and the company
itself is registered in the offshore area. Such signs should, first and
foremost, be a significant signal to investors about the advisability of
investing in a particular financial institution.

It is worth noting that in the history of Ukraine there were many
types @ financi al pyramids. ¢ MMMé J S
territory of the former Soviet Union in 199894, became the most
famous association with the signs
of 1000% per annum, followed by an aggressive advertisingpaign.
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According to various estimates, the number of private investors ranged
from 3 to 20 million people. However, the obvious fraudulent intentions
of the organizers of the financial pyramid and its activities were
discontinued [2, p. 230].

Nowadays, abut ten financial pyramids are active in the financial
market of Ukraine. These include: Olymp Trade, IQOPTION LTD,
MMCIS, Cashberry, StartCom, FTC, FIBO Group, RoboForex and
others. The scheme of their action is usually no different. Two schemes
are commaly used in Ukraine. The first the standard bring the
second and make a profit. The second scheme is to buy an investor a
certain block of shares that the company promises to buy out over a
period of time at a higher price. An important condition &t #ill these
transactions are most often performed on the stock market.

The main consequence of financial pyramid activity for investors is
the loss of their financial resources and the inability to recoup them. After
all, nowadays, no legislative framewdnas been created in Ukraine that
regulates the operation of financial pyramids on the territory of Ukraine.
That is why investor protection is impossible.

Therefore, the main task of the state in this area is to establish strict
control over the emergeacand functioning of pyramid schemes in

Ukr ai ne, to adopt the Law of Ukr ai n
Pyramids in Ukrainee, whi ch was not
restrictlarges cal e | egi sl ative campaigns fo

our opinion, implementation of these measures will allow to start working
on combating the functioning of financial pyramids in Ukraine and will
protect the interests of domestic investors in the financial services market
of Ukraine.
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WAYS OF STRENGTHENIN G THE REVENUE PART
OF LOCAL BUDGETS IN C ONDITIONS OF BUDGET
DECENTRALIZATION

In the conditions of budget decentralization, the question of forming
local budget revenues, optimizing them and finding stable sources of
security, which is a basic precondition for effective fiorihg of local
selfgovernment, providing sufficient financial resources to fulfill all
powers and tasks of local authorities, is of critical importance. In this
regard, in order to approve their financial independence, the formation of
local budgets redres new forms and methods of planning revenue
sources, finding effective tools for intergovernmental budgetary
regulation at all stages of budget process.
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That is why, at the modern stage of transformation of financial and
budgetary relations, an importaplace is given to the effectiveness of
fiscal legislation, the effectiveness of the tax system and the impact of
macraindicators of socieconomic development on the formation of
local budget revenues.

In addition to the significant benefits of budgeicdntralization, in
particular the extension of powers of local governments, revenue sources
of local budgets, the base of administration, giving the right to local
governments to regulate the rates of local taxes and fees within the
current tax legislatio, increase their volume and their resource base,
certain problems in the implementation of this process, which directly
affects the formation of local budgets revenues, should be noted.

A significant factor in the for ma
base in sufficient size is their considerable endowment. As in recent years
the share of official transfers in total revenues of local Ukraine budgets
exceeds 50% and tends to increase, despite the positive dynamics of
growth of local budget revenues. Tlaege amounts of intergovernmental
budget transfers to local budgets indicate about further centralization of
power. The main problem of the financial support of local authorities is
ineffective use of the received local transfers, which has a negative
impact on the soci@conomic development of the regions.

An essential disadvantage is the lack of interest of local authorities in
increasing budget revenues and finding additional sources. Any increase
in local budget revenues or expenditure reduction memsiee to
decrease in the proportion of regulatory tax revenues which consolidate to
the appropriate budgets or decrease in planned intergovernmental budget
transfers. Annual changes in the rates of deduction from national taxes
and fees, which referred tocal budgets, did not encourage the relevant
authorities to increase budget revenues at different levels.

In addition, the fiscal role of local taxes and fees remains the same as
it was and as a result their low share in local budget revenues.

That iswhy, in order to solve these problems and strengthen the
revenue base of local budgets, which are the basis of financial autonomy
of local authorities, in the context of budget decentralization, the
separation of following areas is advisable.

In the firstplace is the full implementation of budget decentralization
processes that will allow a clear definition of the list of own and
delegated powers of local authorities. Local governments will have a
broader range of powers and financial support, which fécathe level
and quality of public provision of services. At the same time, the question
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of improving the process of forming the revenue part of local budgets and
finding ways to increase them is still urgent.

It is necessary to consolidate the capaoityocal selfgovernment
bodies to establish independently an optimal list of local taxes and fees
and their rates to the extent that the functions which they perform are
adequate. In future, it will help to increase the effectiveness of local
authoritiesdecisionmaking, interest in increasing their own revenues,
taking into account the interests of citizens living in certain territories,
united territorial communities, search for new tools of influence of local
communities on the economic growth of adistirative and regional units
and expansion of their own resource base.

Stabilization of the financial transparency and accountability of local
governments, as well as improving the programmatic and targeted
budgeting method, will facilitate the adoption darcoordination of
effective management decisions, the rational formation and use of local
budget funds.

So, the successful result of decentralization processes in the context
of local budgeting should be the creation of such local budgets model,
which effective functioning will ensure the proper so@&@oonomic
development of the territories and their economic entities, increase public
welfare, and maximize satisfaction of its needs.
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