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This article summarizes the arguments and
counter-arguments within the scientific discus-
sion on combating shadow activity in the context
of macroeconomic stability. The study’s primary
purpose is to identify the main channels of ille-
gal economic activity and analyze their impact
on economic growth. The urgency of solving
this scientific problem is that the shadow activ-
ity distorts the market mechanism and creates
non-competitive conditions for financial entities’
functioning, thereby restraining economic and
social development in the country. The authors
analyzed the volume of the shadow economy
in Ukraine according to the methods of the
Ministry of Economy and F. Schneider. The
article proposes distinguishing four channels of
shadowing of the economy: tax, social, invest-
ment and institutional. As a result, recommen-
dations are proposed to prevent or minimize
illegal schemes in Ukraine in terms of separate
shadowing channels.
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Cmambsi 0606Waem apayMeHmb! U KOHMpap-
2yMeHmMbl 8 HayyHol OuCKyccuu o Bornpocy
npomusodelicmsusi meHesol desimesibHOCMU

B KOHMEKCMe 06ecrieqeHUsi MakpPOIKOHOMUYE-
ckoli cmabubHocmu. OCHOBHOU Uesiblo Mpo-
BeOeHHO20 Ucc/1edo8aHus sIBsiemcs orpeode-
JIeHUE OCHOBHbIX KaHa/l08 OCYyWECMB/IeHUs]
He3aKoHHOU  3KOHOMUYecKol desimesibHocmu
U aHa/u3 ux B/USIHUSI Ha MeMrbl 3KOHOMUYe-
CKO20 pocma. AKMyaslbHOCMb peweHust daH-
HoU Hay4HoU rpob/ieMbl 3aK/Il04aemcsi 8 MOM,
umo meHegasi desime/ibHOCMb dechopmupyem
PbIHOYHBIL MexaHU3M U co30aem HEKOHKypeHm-
Hble ycroBusi 07151 (hYHKYUOHUPOBAHUSI CyObek-
mos Xxo3slicmsoBaHusi, memM caMbIM COepxusast
9KOHOMUYECKOE U COYua/IbHOe pasgumue 8
cmpaHe. ABmopamu rpoaHa/Iu3uposaHs 06bem
meHeBol IKOHOMUKU B YkpauHe 1o Memoduke
MuHakoHoMuKku u @. LlHalioepa. B cmambse
pedsioxeH BbIOE/SIMb YembIpe KaHasia meHu-
3ayuu  9KOHOMUKU: Has10208bIl, coyuastbHbIl,
UHBECMUYUOHHBIL U UHCMUMYYUOHa/bHbI.
B umoee npednoxeHbl pekoMeHoayuu ro Heoo-
MYWEHUI0 UIU MUHUMU3AUYUU  UCTO/Tb308aHUST
HerieaaslbHbIX CXeM 8 YKpauHe 8 paspese sbloe-
JIEHHbIX KaHa/I08 MeHU3ayuU.

KntoueBble cnoBa: meHegasi 3KOHOMUKA,
MaKpPOIKOHOMUYECKasi cCmabu/lbHOCMb, Hasloau,
Koppynuyusi, HeghopMasibHasi 3aHsimocmb, GOUK-
MuBHbIe UHBECMUYUU.

AKkmyasibHICmb BUPILUEHHS HAYKOBOI MpobsiemMu Wodo HeobxiOHoCMI ideHmuGgbikayii 8r/iuBy 0ecmpyKmuUBHUX NPOYecis Yepes pi3Hi kaHaau demiHisayii
HayioHa/1bHOi €EKOHOMKU, Mo/Isiae 8 MOMY, WO MiHb0Ba Oisi/IbHICMb CHOMBOPHOE PUHKOBUU MEXaHIi3M | CMBOPHE HEKOHKYPEHMHI yMOBU 07151 (DyHKUIOHY-
BaHHs1 (hiHaHCOBUX Cy6'ekmiB, MUM camuM CMPUMYIOHU EKOHOMIYHUL ma coyiasibHUll po38UMOK kpaiHu. OCHOBHa Mema O0C/IIOXEHHST — ideHmucbikysamu
OCHOBHI KaHa/lu Hesle2asbHOi EKOHOMIYHOI Oisi/IbHOCMI ma rpoaHastizysamu iX Br/us Ha eKOHOMIYHe 3p0CMaHHsl. Ha 0CHOBI KOMIIIEKCHO20 MOEOHaHHST
6ibrioepaghiuHo20, EKOHOMEMPUYHO20 Ma cmamucmu4Ho20 Memodis y po6omi hopmaslizoBaHo Yomupu KaHa/au miHizayi’ ekoHoMIKu: nodamkosud,
coyjasbHul, iHBeCmuYitiHUt ma iHcmumyyitHud. ABmopu npoaHasisysaau obcsiau MiHboBOI eKOHOMIKU 8 YkpaiHi 3a Memoodamu MiHicmepcmsa po3su-
MKy eKOHOMIKU, mopeig/ii ma CiflbCbko20 2ocrodapcmsa ma @. LLHaldepa. EMipudHO 008edeHo, WO HaoMIpHe No0amKoBe HaBaHMAXKEHHST Ha BI3HEC
ma 2pomaosiH, Cka1ia0HICMb cucmeMu aoMiHICMpyBaHHS1 M00amKI8 ma 0608’I3K0BUX M/1amexis, OMpUMaHHS He3aKOHHO20 BiOwWKodysaHHS 1/]B ma ghyHK-
YiOHYyBaHHS1 KOHBepmaUyiliHUX UeHmpis npu3s00simb 0 3p0CMaHHs1 MiHb0BOI eKOHOMIKU. [TpsiMi ma rnopmabesibHi iHBecmuuii, ujo Ha0X00siMb 3 OGHLLIOPHUX
HOPUCAUKYU ab0 CrpsIMOBYIOMBCS Ha HUX, WKIO/IUBO BI/IUBAIML HA MAKPOEKOHOMIYHY ma ¢hiHaHCoB8y cmabinbHICMb KpaiHu. Bucoki cmasku orodamky-
BaHHs1 00X00i8 (hi3UYHUX OCI6, BIOCYMHICMb eghekmUBHO20 KOHMPOJIKO 3a peecmpaylero npayisHUKI8 Ha rMiorpueMcmsax ma npuliHsmHe cmas/ieHHs 2po-
MadsiH 00 HeghopMasibHOI 3aliHImocmi ma Bun/iamu 3apobimHOI iamu «8 KOHBEPMax» Npu3se/Iu 00 akmuBHO20 PO3BUMKY He3a0ek/1aposaHoIi npaui
B8 YKpaiHi. B pe3y/ismami nporoHyromscsi pekomeHoayii Wodo 3arobieaHHs1 abo MiHiMI3ayii He3aKOHHUX CXeM B YKpaiHi 3 mOodKU 30py OKpeMux KaHasis
miHizayii. Pesysismamu 00C/ideHHsI MOXymb 6ymu KOpUCHUMU 07151 Op2aHi8 BUKOHaBHOI 8/1adu rMpu ¢hopmyBaHHI 0epxxasHoI iHBECMUYIUHOI Mo/TimuKu,
CrpsIMOBAaHOI Ha. MO/IINWeEHHS SIKocmi 07108020 cepedosuwa, 3MeHWEHHs1 aOMIHICmpamusHO20 msi2apsi ma NoCU/IEHHs iHBeCmuyitiHo2o nonumy 3 6oky

IHO3eMHUX iHBECMOopI8 3 Memoro iHmeHcugbikayii mpoyecis 0emiHisayii HayioHa/TbHOi eKOHOMIKU.
KntouoBi cnoBa: miHb08a eKOHOMIKa, MakpPOEKOHOMIYHa cmabiibHICMb, M00aMKU, KOpynyisi, HeghopMasibHa 3aliHsimicme, ghikmusHi iHsecmuyji.

Introduction. Ensuring macroeconomic stability in
the country is a crucial task of public authorities at vari-
ous levels, which allows maintaining the country’s eco-
nomic growth, forming a margin of financial strength
to avoid significant recessions during the worsening of
the crisis. One of the critical factors of the destructive
impact on macroeconomic stability is the informal sec-
tor of the economy. Shadow economic relations create
non-competitive conditions for business entities and
narrow the opportunities for the expanded reproduc-
tion of officially operating enterprises, thereby restrain-
ing the state’s potential economic growth, and improv-
ing the welfare of its citizens.

Problem statement. The question of the impact of
shadow economic activity on the country’s economic
growth belongs to the sphere of scientific interests of

Bunyck 44. 2019

many scientists. The study of the preconditions, con-
sequences and approaches to assessing the scale
of the shadow economy is one of the critical issues
of scientific work of domestic and foreign scientists,
namely Boiko A.O. [5], Levchenko V.P. [7], Samu-
sevych Ya.V. [3; 5], Vysochyna A.V. [3], Tiutiunyk I.V.
[3], Dubrovskyi V. [1; 2], Nguedie J. [9], Marriage Z.
[8]. The issue of the impact of foreign investment on
the rate of economic growth in the country belongs to
the sphere of scientific interests of many scientists,
among which are D. Bovmik [6].

Numerous studies by F. Schneider [10; 11; 12]
show that the interaction between the official and the
shadow economy occurs. Still, the dominance of pos-
itive effects over negative ones or vice versa is debat-
able. According to F. Schneider, these effects depend
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on the size of the shadow economy, the intensity of
interaction between the formal and informal sectors
of the economy, the state of socio-economic develop-
ment in the country and so on. In the work of S. Wil-
liams [14], it was emphasized that the shadow econ-
omy has a positive effect on economic growth, which
is explained, firstly, by the improvement of the com-
petitive environment through the involvement of more
economic entities (including illegal), and — second, the
ability of businesses operating in the shadows to avoid
strict government regulations in the informal sector, but
at the same time create added value and jobs.

However, despite the extensive coverage in the
scientific literature of the problems of counteract-
ing shadow financial operations, the question of the
actual and potential channels of shadowing of the
economy needs additional substantiation.

The purpose of the research is to identify and
analyze the main channels of illegal economic activ-
ity in Ukraine.

Results of the research. Today, the main deter-
minants of the use of shadow transactions in the
activities of economic entities are high tax pres-
sure on business, excessive regulation of economic
activity, which creates difficulties in doing business,
corruption among government officials, low level of
control and supervision of economic processes, rapid
development of information technology, which leads
to the emergence of digital currencies, e-wallets, etc.,
increased payments on the Internet and the lack of
a clear mechanism for regulating these transactions.

Despite the adoption of numerous legislative initi-
atives to combat illegal financial and economic trans-
actions, in Ukraine, a third of monetary transactions
are still in the shadows (Figure 1). According to the
Ministry of Economic of Ukraine estimates in 2018,
the volume of the shadow economy amounted to
30% of GDP, which is 11% and 16.7% less than in
2017 and 2010. The data in Figure 1 clearly show
that the data on the level of shadowing of the econ-
omy according to the Ministry of Economic Develop-
ment method of Ukraine is slightly lower compared to
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the results of F. Schneider (on average by 16.9% or
5.7 percentage points).

When studying the channels of shadowing of the
economy, it is advisable to consider the relations that
arise between economic entities in the process of pri-
mary and secondary distribution and redistribution of
GDP (in the production of goods and sales, wages,
taxes and mandatory payments to budgets of differ-
ent levels, conducting financial transactions, allocat-
ing funds from state funds, etc.).

Considering the variety of tools and methods of
illegal activity, it is proposed to identify four channels
of shadowing of the economy, which have a potential
direct or indirect impact on macroeconomic stability
in the country:

1. Tax channel.

One of the critical factors leading to an increase in
the country’s shadow sector is the excessive tax bur-
den on businesses and citizens, the complexity of the
system of administration of taxes and mandatory pay-
ments, obtaining illegal VAT refunds, and the opera-
tion of conversion centers and more. It is established
that increasing the level of taxation by 1 point (on a
scale from 1 to 5, according to the method of deter-
mining the index of tax freedom) leads to a decrease
in the economy’s shadowing by 9% [13]. Lack of tax
revenues or misuse of budget funds leads to struc-
tural distortions in developing the national economy
and reduced economic well-being.

2. Investment channel.

Due to the excessive tax burden on business
and their over-regulation and the lack of adequate
reforms to restructure its economy, national financial
resources are regularly exported in foreign direct and
portfolio investment, thereby harming the country's
macroeconomic and financial stability.

Every year, national regulators and international
organizations make decisions aimed at strengthening
the control and supervision of financial transactions
through companies from offshore jurisdictions that
disregard generally accepted global standards of cor-
porate and financial transparency and promote the
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Figure 1. The dynamics of the level of the shadow economy in Ukraine in 2010-2018, % of GDP

Source: built on the basis of statistical data [10]
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legalization of illicit funds, slowing down the pace of
development — also increasing the uneven distribution
of income. In 2017, Ukraine adopted a legal act that
establishes additional control and supervision by the
relevant executive bodies when making payments to
non-residents of individual countries. Thus, in 2019,
Ukraine invested indirect investments in these coun-
tries’ economy in the amount of 1.466 billion US dol-
lars. That is, about 41.4% of the total foreign direct
investment may be fictitious. According to the Interna-
tional Consortium of Investigative Journalists (ICIJ),
which specializes in disclosing information about resi-
dents of countries (both citizens and companies) who
use offshore areas to conceal illicit income, minimize
or avoid taxation. Direct and portfolio investments
coming from or directed to offshore jurisdictions will
generally not be used for their intended purpose.
Thus, these figures show that domestic legal entities
and individuals use the services of companies from
offshore jurisdictions to a greater extent than in Euro-
pean countries.

3. Institutional channel.

Given the central role of the executive and legis-
lature in preventing the spread of shadow processes
in the economy and stimulating long-term economic
growth, the state of the country’s institutional environ-
ment is essential in counteracting the spread of illegal
transactions. Adherence to the rule of law, trust in the
government and the absence of corrupt practices in
the judiciary are critical priorities. They form the basis
for creating effective institutions to combat the shad-
owing of the economy.

4. Social channel.

High rates of personal income taxation, lack of
effective control over the registration of employees in
enterprises, as well as in most cases, the acceptable
attitude of citizens to informal employment and pay-
ment of wages “in envelopes” led to the active deve-
lopment of undeclared work in Ukraine.

Conclusions and prospects of further research.
Summing up, we present the main recommenda-
tions for preventing or minimizing the use of illegal
schemes in Ukraine in the context of ensuring its
macroeconomic stability. Tax channel: to improve the
work of employees of the tax and customs services
in terms of impartial and professional inspections;
modernize interdepartmental relations by combining
the efforts of representatives of the financial sector,
as well as regulators and supervisors; to strengthen
international cooperation on preventing the partici-
pation of economic entities in the country in transna-
tional tax avoidance schemes; to improve the system
of tax administration; strengthen liability for tax eva-
sion, including the introduction of criminal liability for
concealment of income or disregard of the object of
taxation, if these actions caused damage to the state
in large or substantial amounts; introduce innovative
approaches for monitoring suspicious financial trans-
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actions using the capabilities of artificial intelligence
and machine learning, etc. Institutional channel: to
continue the policy of intensive implementation of
e-government at the state and local levels; reduce
the level of bureaucratization in the public adminis-
tration system, increase the efficiency of the judiciary
and ensure equal access to fair justice, and more.
Investment channel: to provide the disclosure of infor-
mation on persons who use offshore jurisdictions to
conceal income or avoid taxation, as well as to estab-
lish increased financial responsibility for them; to con-
tinually adjust the financial monitoring system consid-
ering the growing threats and improved methods of
money laundering. Social channel: to increase the
level of financial literacy of the population by intensi-
fying lifelong learning programs; reduce the degree of
asymmetry between state and public tax morality, etc.
In conclusion, to reduce the shadow economy scale
or slow down its spread, it is not enough to use direct
control to identify and punish the shadow economy.
Still, it is essential to cultivate respect for civil society
institutions and unquestioning compliance with legal
and physical persons.
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