NMPUYOPHOMOPCbKI EKOHOMIYHI CTYAIT

PO3OUT 2. EKOHOMIKA TA YTIPABJIIHHA
HALIOHAJIBHVUM TOCTTIOJAPCTBOM

PREVENTING THE DEVELOPMENT OF THE ILLEGAL ECONOMY:

GLOBAL EXPERIENCE

3ANOBIFAHHA PO3BUTKY NMO3A/IEFA/IbHOI EKOHOMIKU:

CBITOBWIA OCBIA

UDC 330.101
DOI: https://doi.org/10.32782/bses.82-4

Shaposhnykov Kostiantyn

Doctor of Economy, Professor,
Honored Worker of Science

and Technology of Ukraine;

Head of the Research and Certification
of Scientific Personnel Department
SSI “Institute of Education Context
Modernization”,

MES of Ukraine, Kyiv

Introduction. The problem of the functioning
of the illegal economy has been in the field of view
of scientists for a long time. Actually, this is due to
the fact that in none of the countries is the national
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The article is devoted to the generalization of the global experience of preventing the development
of the illegal economy. World experience proves the importance of developing a regulatory policy to
counter the spread of illegal economic activity. It is justified that, according to most researchers, the
illegal economy contains three main elements: informal, hidden, and criminal. It was emphasized that
the main thing in preventing the development of the illegal economy is the creation of an appropriate
institutional environment in which property rights are guaranteed and responsibility is clearly defined.
The directions for preventing the development of shadow economic relations are summarized. The
main concepts of state regulatory policy regarding the informal economy are considered: direct control
(punishment); direct control (encouragement); indirect control. It was found that in order to ensure the
regulatory influence on the reduction of the volume of the informal economy, measures to stimulate
its legalization should be applied, but in the event that there are no signs of criminal operations in this
area. It was concluded that the legalization of informal activity becomes more economically expedient
due to the expansion of opportunities for its implementation in the legal sector. Measures to prevent
the use of money laundering in the national financial system in various countries are considered. As
a result, it was concluded that the national systems of organizational and legal measures against
the shadow economy differ in their specificity, but the practice of their use is partially implemented in
national realities. The peculiarities of the application of the tax amnesty and/or zero declaration tool
have been studied. The impact of digitization processes on the shadowing of economic relations is
outlined. It was found that this influence is ambiguous from the point of view of preventing the develop-
ment of the illegal economy. As a result, it is stated that the greatest difficulty for regulation is the activity
related to the functioning of the hidden part of the illegal economy, because there is always a conscious
desire of the entrepreneur to minimize the payment of taxes, maximize his own profit and get additional
benefits for doing business. In such conditions, measures to regulate hidden entrepreneurship should
depend on the peculiarities of the entrepreneur's economic activity.

Key words: development, economy, illegal economy, national economy, shadow economy, world
experience.

Cmammio npucssyeHo y3aza/lbHEHHIO C8IM0B020 O0CBidy 3arobi2aHHsI PO3BUMKY M03a/1e2a/1bHoi
eKoHomiku. Csimosuli docsi0 00B00UMb BaXK/AUBICMb PO3POOKU pe2y/IImOpPHOI NO/IIMUKU npomu-
0ii MoWUpeHHIo ro3asieaaslbHoi eKOHOMIYHOI disiibHoCcMI. O62pyHMOoBaHo, WO Ha AyMKy 6i/ibluocmi
00C/lOHUKIB, no3a/e2asibHa €KOHOMIKa Micmumb mpu 20/108HI efieMeHmu: HeghopMasibHa, npu-
X0BaHa, KpuMiHa/lbHa. AKYEeHMOoBaHo yBazy, Wjo 20/108HUM y 3ariobieaHHi po3BUMKY Mo3asieaaslb-
HOI eKOHOMIKU € CMBOPEHHST BIOMOBIOHO20 IHCMUMYUItIHO20 cepedosulya, B SIKOMY 2apaHmosaHi
rpasa B/1acHOCMI, YimKO BU3Ha4YeHa BIOMOBIOa/IbHICMb. Y3a2a/lbHeHO HarpsMu 3arobieaHHs! po3-
BUMKY MIHLOBUX €KOHOMIYHUX BIOHOCUH. P032/1sIHymO OCHOBHI KOHUENUii 0epxasHOI peaysimop-
HOI' noiimuKku w000 HeoghiyitiHOI eKOHOMIKU: npsiMuli KOHMPO/Ib (MOKapaHHS1); MPSIMUl KOHMPO/Ib
(3a0X04EHHS1); HenpsiMull KOHMPO/Ib. 3’IC0BaHO, WO 07151 3abe3rneYeHHs pezysIsmopHO20 BI/IUBY Ha
3MeHUWeHHs1 06csiziB HeghopMaslbHOT eKOHOMIKU Maromb 3aCMOocoByBamucs 3aX00U CMUMY/TH0BaHHS!
I nezanizayji, ane y sunadky siocymHocmi 8 yili cohepi 03HaK KpuMiHa/IbHUX onepayill. 3pobsieHo
BUCHOBOK PO me, Wo e2asizayis HeghopMaslbHoI Qisi/ibHoCMi cmae 6i/ibLu eKOHOMIYHO O0Ui/TbHOH
3a paxyHOK PO3WUPEHHsI Moxyiusocmell ii 30iiICHEHHST 8 ie2a/lbHOMY CeKmopi. Po32/1siHymo 3axoou
wodo 3arobieaHHs BUKOPUCMAHHIO BIOMUBAHHS 2powell y HayioHasbHIl ¢hiHaHcosili cucmemi 8
PI3HUX KpaiHax. Y pe3y/ibmami 3p06/1IeHO BUCHOBOK PO me, WO, WO HayioHa/IbHi cucmemu opaa-
HizayjiliHo-npasoBuX 3axodis Mpomuoii miHLoBIli eKoHOMIYi Pi3HSMbCS CBOEHD crieyudhikoro, nmpome
rpakmuka ix BUKOPUCMAHHS 4acmKoBO 3arpoBaoXyembCsl 8 HAUIOHa/TbHUX peastisix. BusyeHo oco-
67uB0CMI 3aCMOCyBaHHS IHCMpPYMeHmMYy ModamKoBoi aMHicmii ma/abo Hy/lb0B020 OeK/1apyBaHHsI.
OKpec/ieHo B8ru8 npoyecis yughposizayii Ha miHizayjito eKOHOMIYHUX BIOHOCUH. 3’sicosaHo, Wo yel
BI/1UB € HEOOHO3HAYHUM 3 MOYKU 30pY 3ariobieaHHs1 PO3BUMKY r103as1e2a/1bHOi eKOHOMIKU. Y riOCYMKY
3a3Ha4yeHo, Wo Halibinbwy ckadHicmb 07151 peay/iioBaHHs ckiadae Ois/ibHICMb, Mos’a3aHa 3 QhyHK-
YiOHyBaHHSIM MPUX0BaHOI YaCmuHU ro3asie2a/ibHoi eKOHOMIKU, aoxe 3akou € CBI0oMe baaHHSI
nionpueMys MiHiMi3ysamu criiamy rnooamkis, Makcumisysamu g/1acHull npubymok ma ompumamu
dodamkosi nepesazu 07151 BeOeHHST BI3HECY. Y makux yMoBax, 3aX00U peay/ioBaHHs MPUX0BaHO20
nionpueMHUYmMBa Maroms 3a/examu sio ocobsiugocmeli camoi eKOHOMIYHOI OisiIbHOCMI NIONPUEMUSI.
Knto4yoBi cnoBa: ekoHOMIka, HayioHaslbHa eKOHOMIKa, ro3asie2a/lbHa eKOHOMIKA, PO3BUMOK, CBIMo-
Buli 00csI0, MiHLOBAa EKOHOMIKA.

economy devoid of an illegal part. For the most part,
we are talking about the extent of the spread of the
shadow economy in the country, which would signifi-
cantly harm the development of market mechanisms,
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national interests, and overall national security. World
experience proves the importance of developing
a regulatory policy to counter the spread of illegal
economic activity. At the same time, in recent years,
under the influence of globalization, new forms of
shadowing of economic relations have appeared,
and the problems of the development of the illegal
economy have turned from local to global.

Analysis of recent research and publications.
Many foreign and Ukrainian scientists were engaged
in the study of shadowing of the national economy.
In these aspects, the works of foreign and Ukrainian
authors are well-known I. Biryukov [1], Z. Varnalii [8],
P. Gutman [11], I. Mazur [3; 4], S. Onyshchenko [6],
K. Hart [12], F. Schneider [16; 17] and many others.

Despite significant scientific development in this
direction, the global experience of applying regulatory
policy measures, its generalization in order to achieve
the effectiveness of regulation and the application of
appropriate measures by types of shadow activities
to prevent the development of the illegal economy,
needs further research.

Formulation of research objectives. The pur-
pose of the article is to generalize the global expe-
rience of preventing the development of the illegal
economy.

Presentation of the main results and their
justification. In general, the extralegal (shadow)
economy is considered as "a complex socio-eco-
nomic phenomenon, which is represented by a set of
uncontrolled and unregulated both illegal and legal,
but immoral, economic relations between subjects
of economic activity in order to obtain excess profit
due to hiding income and evading payment taxes"
[8, p. 430]. According to most researchers, it con-
tains three main elements: informal, hidden, criminal
[3, p. 15]. Therefore, when it comes to the detinization
of economic relations, first of all, it is worth clearly
realizing that the main thing in preventing the devel-
opment of the illegal economy is the creation of an
appropriate institutional environment in which prop-
erty rights are guaranteed, responsibility is clearly
defined, and therefore the illegal economy would
become ineffective from an economic point of view.

In general, the systematization of foreign experi-
ence in the formation of a set of economic detiniza-
tion measures makes it possible to single out several
directions for preventing the spread of shadow eco-
nomic relations [1]: legislative (normative); tax (fis-
cal), anti-corruption (transparently declarative), orga-
nizational and administrative (cashless oriented).

In addition, it is worth agreeing with the scientific
position of K. Williams [18], who differentiates the
measures of the regulatory policy of the state in rela-
tion to the detinization of economic relations. At the
same time, the main goal of state policy should not be
the destruction of shadow business, but its maximum
involvement in the legal sphere.

In particular, K. Williams [18] singles out three
main concepts of state regulatory policy regarding the
informal economy: direct control (punishment); direct
control (encouragement); indirect control. It should
be noted that such concepts can be implemented by
appropriate measures that are related to the sphere
of manifestation of shadow consequences, as well as
the direction of influence on the prevention of the ille-
gal economy.

At the same time, taking into account the presence
of types of illegal economy, the measures to prevent
its development should also differ, which will contrib-
ute to restraining the development of hidden entre-
preneurship. The first element of the illegal economy
is formed by the informal economy, which is largely
related to the informal employment of the population.
In this sense, it is worth noting that the problem of
informal activity exists in all countries. Thus, K. Hart
notes in his research that "the difference between
formal and informal income-generating opportuni-
ties is based on the difference between employment
conditions, i.e. paid or self-employed” [12, p. 68].
However, from the point of view of disclosure of regu-
latory policy measures to prevent hidden entrepre-
neurship, informal activity is an undesirable phenom-
enon for the development of the national economy.
At the same time, the world experience of combat-
ing informal activities proves that due to repressive
measures, the opposite effect is created, that is, it
does not give the desired results. In order to ensure
regulatory influence on reducing the volume of the
informal economy, measures to stimulate its legaliza-
tion should be applied, but in the event that there are
no signs of criminal operations in this area. Informal
activity is most widespread in agricultural production
or self-employment.

In economically developed countries, the regulation
of informal activity includes a significant list of levers
that affect the formation of income. The regulation of
the activities of small farms, stimulation of the develop-
ment of their activities in the official sector due to the
introduction of a number of preferences is indicative
in this regard. Thus, it is expedient to assert that the
legalization of informal activity becomes more eco-
nomically expedient due to the expansion of opportu-
nities for its implementation in the legal sector. Thus,
the generalization of direct and indirect measures of
legalization in the sector of informal economic activ-
ity makes it possible to distinguish two main groups:
development support and loss compensation [1].

In any case, detinization measures should be
aimed at creating such an institutional environment
where business entities perceive entrepreneurship as
a "game with fair rules", which provides a favorable
environment for legal activity and the inevitability of
punishment for illegal economic activity. Among the
measures that are applied in countries with a rela-
tively low level of illegal economy, there are counter-
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measures against the increase in the volume of the
shadow economy, the loss of control mechanisms for
economic processes, the spread of corruption, and
the formation of a shadow political market. In addi-
tion, in recent years considerable attention has been
paid to the fight against organized crime, terrorism
and prevention of laundering of financial resources
obtained in an illegal way.

From the point of view of generalizing the expe-
rience of regulatory influence on the detinization of
the hidden sector and illegal activity, the measures
of influence also differ significantly. This is due to the
fact that the illegal sector of the economy, unlike the
informal and hidden, significantly affects the develop-
ment of any country. That is why the measures aimed
at such a part of the extralegal economy as illegal
(criminal) are measures of restriction or struggle,
which involve timely detection, countermeasures,
and overcoming the consequences. The importance
of this problem is also enhanced by the fact that,
since 2002, a significant part of the population (more
than 70%) in EU countries has been concerned about
international terrorism and the development of orga-
nized crime [13].

Precisely in connection with solving the problem of
legalization of international economic activity, several
organizations were created, the purpose of which is
to combat and fight the spread of the shadow econ-
omy and the legalization of funds obtained through
criminal means on a global scale:

1. The Financial Action Task Force (FATF).

2. Caribbean Financial Action Task Force (CFATF).

3. Council of Europe Committee of Experts on the
Evaluation of Anti-Money Laundering Measures and
the Financing of Terrorism (MONEYVAL).

4. Eurasian Group for Combating Money Laun-
dering and Terrorist Financing (EAG) Eurasian Group
(EAG) [1].

According to the US experience, an effective regu-
latory effect is the introduction of a number of restric-
tive measures within the framework of legislative ini-
tiatives [2, p. 21].

Measures to prevent the use of money launder-
ing in the national financial system are provided for
in Great Britain. In particular, such regulatory mea-
sures include: declaring money laundering opera-
tions a criminal offense; introduction since 1990 of
the Guidelines on combating money laundering for
banks, construction, insurance and investment com-
panies; creation of a center for receiving and dissemi-
nating information from financial institutions and other
sources about suspicious money laundering transac-
tions; establishment of the anti-money laundering
regulatory regime for credit and financial institutions
as part of a set of measures aimed at implementing
the Directive of the Council of Europe [14].

Similar experience in monitoring financial opera-
tions, forming a system and mechanisms for financial
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control over income of illegal origin exists in almost all
countries. In ltaly, in particular, a government decree
has introduced a ban on cash payments for large
sums; in Germany, mandatory declaration of settle-
ments with non-residents was introduced, as well as
mandatory notification of suspicious transactions to
financial monitoring bodies by banks and financial
institutions, lawyers, auditors; the obligation to notify
authorized state bodies about large financial transac-
tions is stipulated by Japanese legislation [6].

Similar mandatory actions exist in Australia under
the regime of mandatory reporting of large and suspi-
cious cash transactions to the authorized body. It is
useful that all assets confiscated in accordance with
the Law "On Combating the Proceeds of Crime" and
in accordance with the provisions of the Customs Law
relating to the receipt of proceeds from drug traffick-
ing, are transferred to the account of the Trust Fund
of confiscated assets, with their further direction to
national development projects [6].

In Canada, sources of illegal income include drug
trafficking, fraud, counterfeiting and smuggling. The
Law "On Combating Proceeds from Criminal Activi-
ties" provides for the search and seizure of proceeds
from criminal activities, followed by their confisca-
tion. In Japan, all financial institutions are required to
report suspicious financial transactions to investiga-
tive authorities. In addition, the Criminal Code pro-
vides punishment in the form of confiscation of prop-
erty and payment of fines for committing any crimes
related to illegal profits or concealment and money
laundering (except for small transactions) [10].

Thus, the analysis of the countries’ experience
proves that the national systems of organizational
and legal measures against the shadow economy dif-
fer in their specificity, but the practice of their use is
partially implemented in national realities.

Many countries use the instrument of tax amnesty
and/or zero declaration. Over the past two decades,
it was carried out by the USA, Germany, Austria,
France, Italy, Spain, Argentina, Belgium, Ireland,
India, Pakistan, the Republic of South Africa, the
Philippines, Georgia, Kazakhstan, and others. The
essence of this method is the introduction at the
state level of allowing citizens to voluntarily declare
income hidden from taxation, on which tax is paid at
a reduced rate [5].

When analyzing the global experience of prevent-
ing the shadowing of the economy, the anti-corruption
trend in state policy should be singled out separately
[15]. According to Transparency International, regard-
ing the corruption component of the shadow economy,
"inefficiency, opacity of bureaucratic procedures, cor-
ruption of civil service personnel, opacity of decision-
making in public management structures, high level
of organized crime, fraud and money laundering,
political corruption in financing of election companies,
weak guarantees of private property rights, corruption
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in the legislative power and distrust of the state's anti-
corruption policy" [7].

One of the specific features unique to Canada
in the implementation of anti-corruption measures
is that, by law, business representatives have the
opportunity to participate in politics, especially during
parliamentary elections [10]. The priority in Germany
is to counter and fight against illegal employment and
wage dumping on the "black" labor market, which is
accompanied by increased control, an increase in
the minimum wage, the introduction of differentiation
of the minimum wage according to the industry prin-
ciple, and the elimination of the possibility of setting
wages by private businesses with non-compliance
legal dimensions [17].

In recent years, the digitalization of the economy
has begun to have a significant impact on the prob-
lems of the shadowing of economic activity. At the
same time, the rapid development of IT technologies,
the use of mobile applications can become a new
opportunity for detinization of the economy, as evi-
denced by the rapid development of electronic com-
merce and measures to regulate it [9]. This is due to
the lack of a standard list of measures to prevent hid-
den activities, as the processes are constantly being
improved, complicated and require new solutions.
Thus, the growth of the use of digital technologies in
everyday life, on the one hand, expands their use in
business, but on the other hand, it complicates the
control over the circulation of electronic transactions.
This can simultaneously create conditions for facilitat-
ing the transition of shadow business into the legal
sphere, but the reverse process for the economy is
also possible. Establishing a digital business identity,
using digital payment tools increases efficiency and
transparency in both public and private transactions,
but at the same time contributes to an increase in
card fraud.

Conclusions and prospects for further research.
Therefore, the regulation of operations related to
the functioning of the criminal (illegal) component of
the shadow economy is aimed at stopping, fighting
and countering the legalization of proceeds obtained
through crime. Accordingly, the measures of such
activities involve detection through monitoring and
control of financial transactions, setting restrictions
on the implementation of certain types of activities.

The greatest difficulty for regulation is the activ-
ity related to the functioning of the hidden part of the
illegal economy, because there is always a conscious
desire of the entrepreneur to minimize the payment of
taxes, maximize his own profit and get additional ben-
efits for doing business. In such conditions, measures
to regulate hidden entrepreneurship should depend
on the peculiarities of the entrepreneur's economic
activity.

Today, the spread of digitization tools in the econ-
omy is growing rapidly: blockchain; electronic busi-

ness registration; electronic declaration; electronic
tax administration; use of electronic payroll technolo-
gies. These measures contribute to increasing trans-
parency and simplifying business, but at the same
time make it more difficult to control economic trans-
actions in networks.

The study of foreign experience regarding the
application of measures to prevent the development
of the illegal economy proves the feasibility of devel-
oping an appropriate regulatory policy by the Ukrai-
nian government with differentiation of measures
depending on the type of the illegal economy itself. In
addition, the legal and organizational support for the
prevention of the development of the illegal economy
has its own national characteristics, and the practical
aspects of their use make it possible to adapt positive
experience in the national economy.
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