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ROLE OF WORLD FINANCIAL INSTITUTIONS IN DE-SHADOWING OF
GLOBAL ECONOMY

The article examines practical aspects of world financial institutions’ influence on preventing the spread
of shadowing processes in global economy. The systematization of literary sources and approaches for solving the
investigated problem shows that despite the diversity and content of views surrounding the problems of global and
national economies’ de-shadowing, the study of potential role of global financial institutions in these processes
remains poor.

The methodological basis of the research are the methods of economic analysis and methods of
fundamental research: system analysis, synthesis and comparative analysis to outline the main directions and
means of detinization of the economy; a functional-systemic approach for assessing the state and trends of the
shadow sector of the global economy and determining its impact on the country's international competitiveness;
generalization method for forming research conclusions. The object of the study is the process of global economy
de-shadowing.

The article assesses the level of economic shadowing, tolerance to corruption, and the level of
international competitiveness of Ukraine and its close neighbors - the countries of the Visegrad Group (Poland,
the Czech Republic, Hungary and Slovakia), the USA - the world's first economy, Denmark and Switzerland - the
leading countries in the rating international competitiveness. The article empirically confirms that the strategic
directions of global economic de-shadowing require coordinated and comprehensive actions of international
organizations. The elements of the complex economic de-shadowing on a global scale are characterized, which
can be effectively implemented and observed only with intervention in these processes international institutions,
in particular financial ones. The areas of influence of international financial institutions regarding global economic
de-shadowing are determined. The commited research proves the need for multi-vector cooperation with
international financial organizations and highly developed countries that have at their disposal effective
mechanisms of de-shadowing of economic activity.

The results of the study can be useful for the development of science-based recommendations for
improving the mechanisms of cooperation with international financial institutions for effective global economy
de-shadowing.

Key words: global institutions, level of shadow economy, global competitiveness index, tolerance to
corruption, offshorization.

POJIb CBITOBUX ®ITHAHCOBUX IHCTUTYIINA ¥V JETIHI3ALII I'TOBAJIBHOI
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VY crarTi IOCHiKEHO MPAaKTHYHI acleKTH BIUIMBY CBITOBMX (PiHAHCOBHX iHCTHTYLIH Ha 3amoOiraHHs
MIOIIMPEHHS NPOIIECiB TiHi3amlii r106ampHO1 ekoHOMiKH. CrcTeMaTn3alis JTiTepaTypHUX JHKEpert Ta MiAXOIB 110
BUPIMICHHS TOCTiKYBaHOI MPOOIEMH CBIIUUTH IO T€, M0 HE3BaKAIOYHM HA PI3HOILIAHOBICTH 1 3MiCTOBHICTH
MOTJBIIIB HAaBKOJIO IpoOieM JjeTiHizamii riio0anbHOI Ta HaIlOHAJbHOI E€KOHOMIKM, Ha HE3HAYHOMY piBHI
3aJIMIIAETHCS OTPALIOBAHHS aCIIEKTIB MOXIIMBOI POJIi B IaHHUX MPOLECcax rNo0anbHUX (hiHAHCOBUX IHCTHTYIIIH.

MeToJ0IOTiYHOI0 OCHOBOIO JIOCITI/DKEHHS € METOAM EKOHOMIYHOTO aHaiizy Ta (yHIaMeHTaIbHHX
JIOCJIIJPKEHb: CUCTEMHOTO aHalli3y, CHHTE3y Ta KOMIIApaTHBHOTO aHaJI3y JUIsl OKPECJICHHSI OCHOBHUX HAIPSMKIB
Ta 3aco0iB JeTiHI3aIlil CKOHOMIKH, (PYHKI[IOHATBHO-CUCTEMHOTO MiJXOAY JUIs OI[IHKU CTaHy Ta TCHICHIIIN
TIHBOBOTO CEKTOPY IN100aIbHOT €eKOHOMIKH Ta BU3HAYEHHS 11 BIUIMBY Ha MIXKHAPOJIHY KOHKYPEHTOCIIPOMOXHICTb
KpalHHu; METOJ y3arajJbHEeHHS A (JOpMyBaHHS BHCHOBKIB HociikeHHA. OO0’€KTOM MOCHIIKEHHS € TPOLECH
neTiHizamii r1o0aIbHOT EKOHOMIKH.

VY crarTi OmiHEHO piBeHH TiHi3amlii €KOHOMIKH, TOJNIEPAHTHOCTI MO KOPYIMIii Ta piBeHb MIKHApPOIHOL
KOHKYPEHTOCIIPOMOXKHOCTI YKpaiHu Ta i OMu3bKuX KpaiH-cycinmiB — kpaiH Bumerpaacekoi rpymu (Ilomsima,
Yexist, Yropmunaa i CrnoBayunHa), CIIIA — mepmoi exoHoMmiku cBiTy, HaHii Ta IlIBednapii — xpaiH-nmigepiB B
PEUTHHTY MIKHApOIHOI KOHKYPEHTOCIIPOMOXKHOCTI. Y CTarTi eMIIpHYHO MiATBEpIKEHO, IO CTpaTeridi
HampssMU  JeTiHi3anii T1100aNbHOT EKOHOMIKM TOTPEeOYIOTh CKOOPAMHOBAHOCTI Ta KOMIUIEKCHOCTI i
MDKHApOIHUX Oprasizaiiif. OxapakTepu30BaHO €JEMEHTH KOMIUIEKCY JeTiHi3alli eKOHOMIKM B TJI00aIbHOMY
Macuitadi, siki MOKyTh OyTH e()eKTHBHO BIPOBAKEHI Ta JOTPUMAHI JIMIIE 32 yMOBH BTPYYaHHs B JaHi IPOLECH
MDKHApOJIHUX IHCTUTYIIH, 30Kkpema ¢iHaHcoBHMX. BH3HaueHO HampsMHU BIUIMBY MIKHApOAHUX (iHAHCOBUX
IHCTUTYLI [of0 AeTiHi3auii riobanbHOl exoHoMiku. [IpoBexeHe mOCHIIKEHHS JOBOAWTH HEOOXiIHICTH
0araToBEKTOPHOTO CIIBPOOITHUITBA i3 MIKHApOJTHUMH (DiHAHCOBUMH OPTaHI3aIliIMH Ta BHCOKOPO3BHHCHUMH
KpaiHaMu, [0 MAalOTh y CBOEMY apceHalli e(peKTHBHI MeXaHi3MH JICTiHi3alii eKOHOMIYHOI [TisSTEHOCTI.

PesynpraTH mOCHIUKEHHS MOXYTh OyTH KOPHUCHHMH MJIsl PO3pOOKHM HAayKOBO-OOTPYHTOBaHUX
pEeKOMEHAAIH oI0 YAOCKOHAICHHS MEXaHi3MIB CIIBIIpami 3 MDKHAPOTHUMH (PIHAHCOBUMH IHCTHTYTaMHU IS
e(eKTHBHOI IeTiHi3amii rTo0aNbHOI eKOHOMIKH.

Knwuosi cnoea: 2nobanvhi  iHcmumyyii, pieeHb MiHbOB0I eKOHOMIKU, [HOeKC 2n00anbHOl
KOHKYPEHMOCAPOMONCHOCI, MOJEPAHMHICMb 00 KOPYNYii, oguiopuszayis.

Statement of the problem in a general form and its connection with important
scientific and practical tasks. In global practice, spreading of shadow economy is one of the
economic risks for the next decade (The Global Risks Report, 2023). Insufficient activity of
international organizations and national governments in fight against shadow economy has led
to its significant spreading. Currently, despite the threatening scale of shadow economy, there
is no comprehensive and coordinated agenda to overcome shadow economy. Instead, it is a
common practice to form program documents regulating separate acts of shadow world
economy, or the latter are limited to national scales. Accelerating the pace of development of
shadow economic sectors not only worsens people's living standards, but also causes global
economic crisis, poverty and unemployment, social inequality and insufficient indicators of
economic growth. The current situation with the level of shadowing of the world economy
requires, in our opinion, the development of an effective mechanism and response program
from global financial institutions, because they have all necessary tools and level of influence.

Analysis of the latest research and publications which have begun to solve this
problem. Scientific achievements in economic de-shadowing at different levels are quite
diverse. Among the schollars dealing with the outlined issues, Bondarenko A., Varnaliya Z.,
Vyganaiylo S., Demkiva 1., Dyachenko O., Kramarenko I., Lapinsky I., Levchenko Yu.,
Lykhina D., Oliynyka A., Onyshchenko S., Pavlenko N., Pylypenko N. are worth mentioning.
Some foreign scientists such as Glassman J., Kassel D., Sauka A., Chambless J., Schneider F.
and others have studied various fundamental aspects of methodology for assessing the level of
economic shadowing and forms of economic de-shadowing. At the same time, despite the
diversity of views related to the problems of de-shadowing of global and national economy, the
studying of aspects of possible role of global financial institutions in these processes remains
at low level.
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Objectives: to study practical aspects of influence of world financial institutions on
preventing the spread of shadowing processes in global economy.

Presentation of the main research material with full justification of the scientific
results. The global scale of shadow economy proves that even in the 21st century it occupies
its place among global problems and to a greater or lesser extent affects almost all economies.
A wide range of its variations even more determines the need for an in-depth systemic approach
to identifying the root causes and delineating adequate measures for their leveling.

According to traditional approaches to the detection of possible elements of shadow
economy, the following elements are distinguished: "white" shadow economy — redistribution
of income received as a result of implementation of illegal schemes and acts of corruption;
"grey" economy — implementation of economic activity so that to conceal the tax revenue
partially or completely; "black" economy — implementation of activities related to
manufacture and sell of weapons, drugs, adulteration as well as pimping and fraud.

The fact that shadowing of the economy has a significant negative impact both on a separate
economic system and on the entire world economy is undeniable. However, scientific opinion also
finds statements about positive aspects of shadow economy existence. Thus, D. Cassel mentions the
following positive effects of shadowing: smoothing of differences in the economic situation due to
the flow of resources between legal and shadow economy; reduction of social costs for the state;
performing the functions of a "built-in stabilizer" through, for example, the use of illegally obtained
income for purchasing economic benefits created in the legal economic system, etc. (Cassel, 1986).

The current level of the world economy development and the regulatory impact of global
institutions demonstrate certain success of many world countries in reducing the indicators of
shadowing economy, however, this problem remains relevant both for developed economies
and for those that are at the stage of formation or transformation.

In this study, we propose to evaluate the level of economic shadowing, tolerance to
corruption, and the level of international competitiveness of Ukraine and its close neighbors —
the countries of the Visegrad Group (Poland, the Czech Republic, Hungary and Slovakia), the
USA —the world's first economy, Denmark and Switzerland — the leading countries in the rating
of international competitiveness (table 1, fig. 1, fig. 2).

The study of chosen indicators for the above mentioned countries makes it possible to
state:

- there is a direct relationship between the index values of international
competitiveness, Corruption Perceptions Index and the level of economy shadowing: the
volume of the shadow economy is greater in those countries in which, as a rule, tolerance to
corruption is higher and the index of international competitiveness is lower;

- 2015 was characterized by relatively negative trends regarding the volume of shadow
economy: the high level of shadow economy in the USA is explained by the increase in the
base interest rate, which led to the investors’ expectant position; in the EU countries, measures
taken by the European Central Bank to stabilize the price level were not effective; for Ukraine
- the increase of the discount rate from 14% to 30%, the introduction of large-scale sanctions
against the Russian Federation, the introduction by the Kyiv Council moratorium on the
capital’s external debt repayment, i.e. a technical default was declared, the NBU declaring a
number of the largest financial institutions of Ukraine insolvent;

- in 2019, the level of economic shadowing “slowed down” both in the countries of
the Visegrad Group (in highly developed economies) and in Ukraine because: an increase in
economic growth indicators; the key rate was raised by the central banking system of the USA,
which led to a simultaneous increase in the Central Bank around the world in order to keep
investors with attractive yields;
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Table 1. Comparative index values of global competitiveness and perception of corruption, as
well as the index values of level of the shadow economy of the USA, Denmark, Switzerland,
Visegrad Group countries and Ukraine, 2015, 2019, 2021-2022.

Index Country el
2015 2019 2021 2022
é USA 59 4,8 6,6 7.3
£ Denmark 12,0 8,9 9,6 15,2
g Switzerland 6,5 55 58 75
2 Poland 23,3 20,7 22,0 22,4
4 Czech Republic 15,1 13,1 13,9 14,5
% Hungary 21,9 23,2 25,0 23,3
2 Slovakia 14,1 12,2 13,7 14,8
% Ukraine 35,0 28,0 32,0 44,2
USA 76 69 67 69
- B Denmark 91 87 88 90
°Z2 Switzerland 86 85 84 82
25 Poland 63 58 56 55
§§ Czech Republic 56 56 54 56
E £ Hungary 51 44 43 42
o Slovakia 51 50 52 53
Ukraine 27 30 32 33
a USA 5,61 83,7 89,1 89,9
S Denmark 5,33 81,2 96,7 100,0
;E Switzerland 5,76 82,3 100,0 98,9
g x Poland 4,49 68,9 68,6 68,9
= Czech Republic 4,69 70,9 71,0 71,1
© Hungary 4,25 65,1 65,1 65,7
-§ Slovakia 4,22 66,8 66,9 67,2
I0) Ukraine 4,03 57,0 56,0 54,8

Note

The level of the shadow economy is calculated as a % of the official GDP.

Corruption Perceptions Index (CP1) is an annual ranking of the world countries compiled by Transparency International since 1995.
The countries in the rating are ordered according to the level of corruption based on the assessments of entrepreneurs and analysts. The rating
reproduces the perception of corruption on a scale from 100 (no corruption) to O (extreme corruption).

Global Competitiveness Index ranks different number of countries each year on indicators grouped into 12 main components.

Compiled on the basis of (Slovo I dilo, 2021 (Croso i dino, 2021); Minfin , 2022
(Minghin, 2022); Corruption Perceptions Index, 2015-2022; The Global Competitiveness
Report. 2015-2022; World Economics, 2022).

Ukraine 33 44_254'8
Slovakia 148 53 672
Hungary 533 42 65.7 Global Competitiveness Index
Czech Republic 56 /11 . i
P 14.5 68.9 Perception of Corruption Index
Poland 254 55 :
Switzerland - : g2 989 Shadow Economy Index
' I 100
Denmark 152 gg .
USA 73 : 69 I |
0 50 100 150

Fig. 1. Value of Global Competitiveness Index, Perception of Corruption Index and Shadow
Economy Index in 2022.
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Compiled on the basis of (Slovo | dilo, 2021 (Croso i oino, 2021); Minfin, 2022
(Mingin, 2022); Corruption Perceptions Index, 2015-2022; The Global Competitiveness
Report. 2015-2022).
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Fig. 2. Dynamics of the world countries’ shadow economy level, 2015-2022.
Compiled on the basis of (Slovo I dilo, 2021 (Croso i dino, 2021); Minfin, 2022
(Mingin, 2022)).

- in 2019, Ukraine was characterized by growth of gold and foreign exchange reserves,
the stabilization of business activity, which resulted in the best indicator for a decade in terms
of the economic freedom index, the global index of innovations and global competitiveness;

- in 2020, the whole world was covered by coronavirus pandemic, which resulted in a
serious economic recession in all countries. The average European indicator of the shadow
economy reached 17.87% (Schneider, 2022), which is 9.8% higher than in 2019 and is overall
the highest indicator for the Eurozone over the last 20 years. The main reasons for this
phenomenon were people's efforts to compensate for their official loss of income;

- in 2021, the trends of 2020 were preserved. There was "only" a moderate decrease in
shadow economy in the Eurozone from 17.87% to 17.42% of GDP (Schneider, 2022). The
reasons for this situation were large-scale public infrastructure spending, subsidies to
enterprises and special programs for the population. This led to GDP growth and decrease in
unemployment. However, because of the lockdowns and increased uncertainty, workers had
excess free time which they would normally use in shadow economy;

- in 2022, there was a further global economic recovery, but since the coronavirus
pandemic was still affecting most European countries, the further reduction of the shadow
economy was not significant. The average size of the shadow economy of the EU member states
decreased to 17.29% (Schneider, 2022). The negative tendencies of economic shadowing in
Ukraine were provoked by the full-scale military invasion of the Russian Federation on the
territory of Ukraine. Many countries, mainly in Europe, have accepted a large number of
refugees who faced obstacles to employment in the official economy. As a result, it has
prevented the stabilization of the shadow economy volume in the countries of the Eurozone.

Separately, it is worth noting that one of the main reasons for the shadow economy
presence in any state is corruption in its sectors.

According to the data in Table 1 and Fig. 1, the conclusion is obvious: the level of
corruption in Ukraine is fairly high (the index of perception of corruption is the worst among
the studied countries). Moreover, there is also a direct relationship between tolerance to
corruption and the level of international competitiveness.

In their writings some researchers of shadow economy state that one of the reasons for
high level of corruption in Ukraine is that in domestic legislation there are no norms for
countering corrupt practices within the enterprise (Dyachenko, 2018).
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Conclusions, discussions and recommendations. International institutions have the
basic functions and capacities to regulate issues of economic de-shadowing.

As for reducing the level of corruption, it should be mentioned that being the most
influential organization in the field of business, the International Chamber of Commerce has
been closely dealing with it since 1977. In particular, the Code of Conduct for Enterprises
"Combating corruption™ is developed and constantly amended and supplemented. The main
theses of this document are:

- each employee must build such relationships in the team so as not to face commitment
to anyone;

- each employee is obliged to behave in an appropriate manner with colleagues, partners,
representatives of the authorities and to avoid conflicts of interests; to behave responsibly with
gifts at work, etc.;

- each employee must clearly perform only their duties;

- management of the enterprise should establish clear communication with employees,
as well as to develop a transparent and clear system of control and sanctions, which should
include quality control of performance of duties and appropriate sanctions for non-performance
or improper performance (Gutmann, 1985).

The de-shadowing of the global economy in general and of a separate country in
particular should have a complex nature.

Firstly: overcoming the shadow economy should take place:

- at national level;

- at regional level (Caribbean Financial Action Task Force (CFATF), Eastern and
Southern Africa Anti-Money Laundering Group (ESAAMLG), Offshore Group of Banking
Supervisors OGBS, Asia/Pacific Group on Money Laundering (APG), Financial Action Task
Force on Money Laundering in South America, etc.);

- at international level (The Financial Action Task Force (FATF), the Egmont Group of
Financial Intelligence Units, The Basel Committee on Banking Supervision, World Bank, UN,
Interpol, Wolfsberg Group, The Committee of Experts on the Evaluation of Anti-Money
Laundering Measures (MONEYVAL), The European Bank for Reconstruction and
Development, the Eurasian Group for Combating the Legalization of Criminal Proceeds and
the Financing of Terrorism, the Committee of Experts on the Evaluation of Anti-Money
Laundering Measures (MONEYVAL).

Secondly: the areas of economic de-shadowing should be corruption overcoming,
shadow labor market limiting, tax policy rationalization, preventing laundering of illegally
obtained funds, criminal business combating. Thirdly: the methods of de-shadowing should not
be limited to sanctions for prohibition violation because this requires a significant amount of
budget funds. European experience proves that ensuring a high level of wages for civil servants
and implementing transparent law are more effective in shadowing overcoming and in ensuring
high level of fair competition as well as in supplying a reliable mechanism for protecting the
rights of citizens when receiving services from state structures. On a global scale, the above-
mentioned elements of economic de-shadowing complex measures can be effectively
implemented and observed only with intervention in these processes international institutions,
in particular financial ones. The strategic areas of global economy de-shadowing require
coordinated and comprehensive actions of international organizations (Fig. 3).

Economic de-shadowing is a multi-component process that requires creation of a
favorable environment for legalization of business. The commited research proves the need for
multi-vector cooperation with international financial organizations and highly developed
countries which have at their disposal effective mechanisms of economic activity de-
shadowing.

43



EKOHOMIYHUH ®@OPYM 2/2023

carrying out audit of national economies in order to determine scale and features of shadowing

)_

-
monitoring of regulatory systems ofnational economies (taxation. health care, property rights, consumer
rights, etc.) to identify opportunities for simplification and increase of transparency

.

v,

being in order to develop an effective policy for regulating the location of these categories of population on
the territorv_of a country

assessilent o1 IIllpﬂCE oI labour nug;ranfs_. forced nug;ranfs_. refﬁgees, and national minorities o1 national well-

cash flows control of financial institutions of countries in order to overcome illegal schemes in this area

enhance ofregulatory influence on cash transactions and implementation of more effective mechanisms fo
deal with undeclared and unaccounted cash accounts

enhance of control over operations related to offshore activities

improvement of rules and norms of financial markets and increase of transparency level of financial
instruments

influence on transformation of national cwrency systems in order to reduce risks of integration into the
financial global space

J 00 el

promoting implementation of "Washington Consensus" concept (economic policy rules for countries in a
crisis situation): lowering marginal tax rates. maintaining minimal state budget deficit, liberalizing financial
markets and foreign trade, ensuring absence of restrictions on foreign direct investment, etc.

enhance of control over the level of the financial system stability

enhance of control over the bank capital norms in order to create equal competitive conditions for
international and national banks, as well as promoting transparency of financial institutions' reporting

Fig. 3. Areas of international financial institutions’ influence regarding the global economic

de-shadowing

Compiled on the basis of (Onyshchenko and Lapinsky, 2013 (Onuwenxo ma Jlanincokuu, 2013);
Levchenko, 2017 (Jleguenko, 2017); Oliynyk, 2017 (Oniinux, 2017); Lykhin et al., 2020 (Jluxin ma in.,

2020); Pavlenko et al., 2021 (I1asnenxo ma in., 2021)).

It is global financial institutions that have the potential to de-shadow effectively the
economy on a global scale because in the conditions of a single financial space formation, the
capabilities of national regulatory bodies to control the country's financial flows and its own

financial system are leveled.
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