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THE NEXUS BETWEEN INTERNATIONAL TAX COMPETITIVENESS
AND THE SHADOW ECONOMY: A CROSS-COUNTRIES ANALYSIS

Abstract. The article is devoted to the study of the essence and peculiarities of the growth of
tax competitiveness of the country in the conditions of a significant amount of shadowing of
incomes and legalization of illegally obtained funds. The object of the study is the levels of shadow
economy and tax competitiveness of the country. In the paper the 5,348 publications in the Scopus
database and 2,036 publications in the WoS database on tax competitiveness and 3,095 and 1,063
publications on the problems of shadowing, respectively, were analyzed. The time horizon of the
research was in 1992—2021. On the basis of bibliometric analysis the main directions of research
of tax competitiveness and shadowing of economy are defined, the comparative analysis of
tendencies of change of quantity of publications on these questions is carried out. It is concluded
that the level of research on these issues in international scientometric publications has been
significantly intensified since 2003 and 2005. With the help of VOSViewer tools, the main
economic categories that are most closely related to the country’s tax competitiveness are identified.
Based on the results of the analysis, a hypothesis about the connection between the level of tax
competitiveness of the country and the shadowing of the economy was put forward. The article
identifies the leading scientific journals indexed by Scopus and WoS databases, in which the most
frequently published research questions. It is determined that the majority of the papers on tax
competitiveness have been published in high-ranking journals in the first and second quarters.
A methodical approach to assessing the relationship between tax competitiveness of the country
with the level of its shadow economy is proposed. On the example of EU countries a significant
negative impact of economic shadowing on the competitiveness of the country’s tax system has
been proven. It is concluded that the implementation of shadow schemes of concealment of income
and legalization of illegally obtained income causes significant damage to the amount of tax
revenues to the budget. The methodical approach to estimation of losses of the economy from
shadow activity is offered in the work. According to the results of the study, measures to de-shadow
the economy in the context of increasing the country’s tax competitiveness are proposed, in
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particular: bringing the domestic regulatory framework to the requirements of the international
community, reducing corruption, reducing time spent on filing and filing tax reports, optimizing the
tax burden.

Keywords: tax competition, shadow economy, state policy, money laundering, bibliometric
analysis.
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3B’5130K MIDKHAPOJHOI MOJATKOBOI KOHKYPEHTOCITPOMOKHOCTI
3 TIHBOBOIO EKOHOMIKOIO: MIDKKPATHHUM AHAJII3

AHoTanis. [IprucBsueHo A0CHIKEHHIO CYyTHOCTI Ta OCOOJIMBOCTSIM 3pOCTaHHS MOJATKOBOL
KOHKYPEHTOCIIPOMOXKHOCTI KpaiHM B yMOBaX 3HA4yHOro 0OcCsry TiHi3alii JOXOMIB 1 jerami3arii
HE3aKOHHO OTpUMaHuX KoOmTiB. OO0’€KTOM OCHIPKEHHS € PIBHI TIHI3Alli Ta TMOJAaTKOBOI
KOHKYPEHTOCIIPOMOXKHOCTI KpaiHu. 3 1i€l0 MeToro B poboTi Oyno mpoaHamizoBaHo 5 348
nyomikamid 'y BJl Scopus 1 2 036 mnyOmikamiii y bJI WoS, npucBsueHnx moaaTKoBii
KOHKypeHTOCTpoMokHOCTi, Ta 3 095 1 1 063 myOmikamii 3 mnpobiem TiHi3alil E€KOHOMIKH
BIAMOBIAHO. YacoBUM TrOpU30HTOM JOCHIKeHHs oOpano 1992—2021 poku. Ha ocHoBI
010710OMETPpUYHOTO  aHami3y BHU3HAYEHO OCHOBHI  HAmpsiMU  JOCTIIKEHHS  MOJATKOBOI
KOHKYPEHTOCITPOMOYKHOCT1 Ta TiHI3aIlll €KOHOMIKH, MPOBEICHO MOPIBHSAJIBHUN aHaji3 TCHICHIIN
3MIHU KUIBKOCTI IMyOJjiKaliil 3 [ux nuta"b. 3po0jIeHO BUCHOBOK MPO CYTTEBY aKTHBI3aLlilO0 PiBHSA
JIOCIIJDKEHHS LIMX MUTaHb Yy MDKHAPOJAHUX HAYKOMETPUYHUX BUAAHHAX, NounHarouu 13 2003 1 2005
pokiB. 3a momoMororo iHcTpyMeHTapiro VOSViewer BUIIEHO OCHOBHI €KOHOMIUHI KaTeropii, siki
HaWOIIBII TICHO TIOB’sI3aHI 3 MOJATKOBOK KOHKYPEHTOCIPOMOXHICTIO KpaiHW. 3a pe3ylibTaTaMu
aHalli3y BHCYHYTO TilOTE3y MpPO 3B’A30K PiBHS MOJATKOBOI KOHKYPEHTOCIPOMOXKHOCTI KpaiHH 3
TIHI3alll€l0 €KOHOMIKM. Bu3HaueHO MpOBiJIHI HAyKOBI >KypHajH, IpPOiHIEKCOBaHI 0a3zaMu JlaHUX
Scopus 1 WoS, y skux Haiuyactime myOiiKyBajduch JAOCHIIKyBaHI NHUTaHHSA. Bu3HadeHo, 110
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OuTbIIiCTh  POOIT 3 TMHUTaHb TOJATKOBOI  KOHKYPEHTOCIPOMOXKHOCTI  OIMyOJIKOBaHI Y
BHCOKOPEUTHHTOBUX JKypHaJaX, IO BXOASTH JO MEPIIOTO 1 JPYroro KBapTeliB. 3ampONOHOBAHO
METOAMYHHMM MIIX1JA 70 OIIIHIOBAaHHS 3B 53Ky IOAATKOBOI KOHKYPEHTOCIIPOMOXKHOCTI KpaiHu 3
piBHeM ii Tinizamii. Ha nmpuknani kpain €C, 3a pe3ynpTaTaMu po3paxyHKIB, JIOBEIEHO CYTTEBHM
HETaTUBHUM BIUIMB TiHI3aMil €KOHOMIKM Ha KOHKYPEHTOCIPOMOJXKHICTh IOJIATKOBOI CHCTEMHU
KpaiHu. 3po0JeHO BHCHOBOK NpO Te€, IIO peaii3allisi TIHbOBUX CXEM INPHUXOBYBAaHHS JOXOMIB Ta
Jerayizaiis HE3aKOHHO OTPUMaHUX JIOXOJIB 3aBJa€ 3HAYHOI IIKOJAW 0OcCsIraM IOJaTKOBHUX
HAJXO/DKEHB JI0 OF0JKETY. 3arporiOHOBAHO METOAMYHUN IMiJIX11 0 OIIHIOBAaHHS BTPAT €KOHOMIKH
BiJl TIHBOBOI MISUTBHOCTI. 3a pe3ysibTaTaMW JOCHIJDKEHHS 3alpOIIOHOBAHO 3aXO[u JAeTiHi3arlil
€KOHOMIKM B KOHTEKCTI ITi/IBUIIIEHHS MOJATKOBOT KOHKYPEHTOCIPOMOXHOCTI KpaiHM, 30Kpema:
MPUBE/ICHHS BITYM3HSIHOI HOPMATHUBHOI 0a3M 0O BUMOT MIXHAPOHOTO CITUIBHOTH, 3HI)KCHHS PiBHS
KOpYTIIii, 3SMEHIIEHHS BUTPAT 4acy Ha o(pOpMIICHHA 1 MOJaHHS MOJATKOBOI3BITHOCTI, ONTUMI3aLlis
MOJITATKOBOTO HaBaHTAKEHHSI.

Kniouosi cnosa: mompatkoBa KOHKYPEHTOCHPOMOKHICTh, TIHBOBA E€KOHOMIKa, JEp>KaBHA
MOJTITHKA, JIeTajIi3allis He3aKOHHO OTPUMAHMX JOXO/1B, 010J110METPUYHII aHATI3.

®opmyi: 1; puc.: 4; Tabn.: 4; 6161.: 21.

Introduction. Peculiarities of economic development of a large number of countries with
medium and low levels of development are budget deficits, constant capital outflows, high levels of
labor migration and soon. The precondition for these processes is the low efficiency of certain
components of public policy, the reform of which does not ensure the formation of sustainable
competitive advantages of economies over other economies, and leads to the outflow of highly
skilled workers, relocation of tax bases in countries with more favorable tax conditions in terms of
starting and running a business, investing money.

Ukraine’s constantly growing need for financial resources highlights the need to find
additional and monitor existing sources of filling the state budget, attract financial resources by in
creasing the country’s investment attractiveness, registration and business in Ukraine by non-
residents and more. One of the indicators that characterizes the country’s attractiveness to
international investors and business partners, the favorableness of its business environment is the
level of tax competitiveness. The understanding of the governments of most countries of the world
of the importance of this indicator in the implementation of international economic and investment
policy necessitates the government to intensify its efforts to form a competitive advantage in the
process of implementing its tax policy.

Literature review and the problem statement. Today, the definition of «tax
competitiveness of the country» is characterized by in consistentapproachestoitsunderstanding,
lowlevelofresearchand a wide variety of interpretations. C. Tibou [10] in his research considers the
concept of tax competitiveness of local governments, which means the process of reducing the level
of local government tax burden in their territories. According to the author, this concept should be
equated with the tax autonomy of local governments. A sufficient level of tax autonomy allows
local governments to compete for the right to register business in their territory by manipulating the
size of tax rates and fees, the introduction of preferential tax regimes, exemption from taxation of
certain tax bases.

D. Bradfordand W. Oates [2] emphasized that along with the economic benefits, these
manifestations of tax competition have a number of negative consequences for the economy.
According to the authors, one of the main threats to the implementation of the semeasures by public
authorities, in the framework of increasing tax competitiveness, is to reduce the state’s ability to
provide the population with a sufficient level of public goods.

A. Boyko and J. Samusevych [1], I. Tiutiunyk, O. Mazurenko [6] considered tax
competition as a prerequisite for economic growth and de-shadowing of the economy. Tax-
competitive jurisdictions receive significantly greater economic benefits due to more favorable
conditions for business registration and profit in their territory compared to competitors. Ultimately,
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this leads to a significant increase in the level of tax burden in other jurisdictions and an even
greater evasion of taxes by economic entities [7].

Thus, the lack of a common understanding of the nature and role of tax competitiveness in
the economic development of the country highlights the need for more detailed study of the content
of this concept and its relationship with the shadow economy.

The purpose of this research is to estimate the nexus between tax competition and shadow
economy.

Research results. The results of bibliometric analysis of the dynamics of changes in the
number of publications on tax competitiveness and the shadow economy in the Scopus and WoS
databases show its gradual growth. In 2003, the number of publications on tax competitiveness
indexed by the WoS database increased significantly to 124 from 71 in 2002. A similar situation is
observed in 2015 with publications on the problem of shadowing the economy in the WoS database
and in 2011 — in the Scopus database. These trends are related to the actualization of the problems
of permanent growth of shadow financial transactions and legalization of proceeds from crime, the
adoptionin 2015 by the International Labor Organization «Recommendations for the transition from
informal to formal economy» (Fig. 1).
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Fig. 1. Number of articles in the Scopus and WoS databases on:

a) tax competitiveness and b) shadow economy
Source: compiled by the authors on the basis of the Scopus database.

According to the WoS and Scopus databases, the vast majority of publications on tax
competitiveness are published in high-ranking journals in the first and second quarters (7able I).
The largest number of works (217 for the WoS database and 176 for the Scopus database) was
published in International Tax and Public Finance journal.

Table 1
The top 10 Scientific Journals, indexed by Scopus / Web of Science,
which published the papers on tax competition
. Number ofthepapers .
Source title Web of Science pap Scopus Quartile
International Tax and Public Finance 217 176 Q1
Journal of Public Economic 210 146 Ql
Regional Science and Urban Economics 113 75 Ql
Journal of Urban Economics 92 58 Ql
National Tax Journal 87 - Q2
Journal of Public Economic Theory 63 47 Q1
Public Choice 53 39 Ql
European Economic Review 51 40 Ql
Environmentaland Resource Economics 49 40 Q1
Canadianjournalofeconomics 46 - Q3
Energy Policy - 50 Ql
Public Finance Review - 49 Q3

Sources: compiled by the authors using the Scopus and Web of Science data.
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The analysis of publications on the problems of shadowing the economy allowed us to
identify the top 10 journals in which these issues are most often considered. At the same time, the
number of publications in these journals is significantly lower compared to issues of tax
competitiveness. The ratings of the journals in which these issues are published are also much
lower. Thus, only 3 of them belong to the first quarter of Q1, 4 — the second, 1 — the third and 1
— the fourth. 6 magazines do not belong to any of the quarters (7able 2).

Table 2
The top 10 Scientific Journals, indexed by Scopus/Web of Science,
which published the papers on shadow economy
. Number ofthepapers .
Source title Web of Science Scopus Quartile
Financial and credit activity problems of theory 8 ) )
and practice
Baltic journal of economic studies 25 - -
Sustainability 22 18 Ql
Applied economics 20 17 Q2
International tax and public finance 17 14 Q2
Actual problems of economics 14 26 -
Handbook on the shadow economy 14 13 -
Economic systems 13 - Q2
AEBMR advances in economics business and 12 ) )
management research
Journal of cleaner production 12 - -
International Journal of Entrepreneurship and Small - 13 Q2
Business
Economic Analysis and Policy - 13 Ql
Contributions to Economics - 14 Q4
Journal of Public Economics - 16 Q1
International Economic Journal - 16 Q3

Sources: compiled by the authors using the Scopus and Web of Science data.

The results of the bibliometric analysis conducted with the help of VOSviewer tools testify
to the close connection of tax competitiveness with different economic categories (Fig. 2).
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Fig. 2. Network visualization of the relationship between tax competitiveness

and different economic categories
Sources: compiled by the authors using data from Scopus and WoS byVOS viewer tool.
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According to the results of the analysis, a very close relationship between tax
competitiveness is observed with the concept of shadowing of the economy. In order to confirm the
hypothesis of the existence of this relationship, we will analyze the relationship between these
indicators using the Ordinary Least Squares method. The results of the cross-country analysis are
shown in Table 3.

Table 3
OLS test for tax competition and shadow economy
Value Statistic Cons
Critical Value 1.2145 1.8542
Austria Prob. 0.8512%** 0.1236%***
Critical Value 1.6589 0.8512
Belgium Prob. 0.8574%** 0.0658**
Critical Value 0.2345 2.4012
Bulgaria Prob. 0.6674* 0.1065*
Critical Value 0.5589 1.2547
Switzerland Prob. 0.6636** 0.9658**
Critical Value 1.9854 2.3025
Cyprus Prob. 2.0125%* 0.4589**
Critical Value 1.1268 1.4425
Czech Republic Prob. 0.6284*** 0.3302%**
Critical Value 2.5318 2.5478
Germany Prob. 0.3256* 1.9305%*
Critical Value 0.5894 2.1245
Denmark Prob. 0.5468* 0.3325*
Critical Value 0.7548 0.6589
Spain Prob. 0.3698%** 0.5214%**
Critical Value 1.2145 2.8547
Estonia Prob. 0.4785%* 0.5689**

Source: Authors’ calculations based on [13].

The results of the Ordinary Least Squares test confirmed a statistically significant nexus
between tax competition and shadow economy. Thus, the de-shadowing of the economy can be
considered as an effective tool to increase the level of tax competitiveness of the country.

Today, among the whole set of tools to increase the level of tax competitiveness of the
country, the use of incentive tax benefits is widely used [14; 15]. Most often, these tools are used
by: 1) countries with economies in transition, which have not yet completed the transition from a
socialist to a market tax system and which use these incentives as an alternative to other
mechanisms to withdraw funds from the shadows; 2) in developing countries, these incentives are
aimed at neutralizing other short comings (low level of infrastructural development, out dated
regulatory frame work, high level of bureaucracy, etc.), which stimulate economic entities to
shadow activities (Fig. 3).

Generalization of domestic and international practices of tax regulation of shadow activities

Assessing the possibility of applying the tools of tax regulation of shadow activities
and their compliance with public policy priorities

Evaluating the effectiveness of tax instruments to regulate shadow activities

Identifying activities that require priority state support and assessing the feasibility of their tax regulation

Selection of the most effective types of tax benefits and terms of their application taking into account the
development trends of the shadow market of the country and the world economy

Fig. 3. Stages of selection of tax instruments to regulate the country’s shadow activities
Source: developed by the authors.
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At the same time, tax incentives themselves can not serve as a catalyst for shadow activities,
as the general features of the tax system (tax base, tax rates, etc.) are more important for participants
in shadow operations [7; 11].

Countries with economies in transition are quite attractive for shadow with drawals.
A number of their legislative provisions still correspond to the conditions of the socialist economy
and do not fully correlate with the conditions of taxation of market economies.

This leads to a gap between the tax bases, which must be accrued in accordance with the
standards of a market economy and actually accrued in these countries, and thus reduce the level of
tax competitiveness of the country.

At the same time, the lack of a coherent and stable regulatory framework is a stimulus for
the growth of shadow activities and reduce the level of tax competitiveness of the country. The
main feature of the tax legislation of many developing countries and countries with economies in
transition is its constant revision and amendment. This increases the risk of shadow activity in the
implementation of capital-intensive projects and complicates the procedures for monitoring and
controlling the movement of resources.

Despite the additional difficulties for government regulators in incurring additional costs for
both the government (planning and forecasting tax revenues) and taxpayers, growing uncertainty
about future tax results, their existence intensifies the flow of investment to the country to obtain
additional benefits.

Thus, the reduction of shadow operations is possible due to increased control over economic
entities. Given the important role of tax payments in the economic development of the country, one
of the components of the roadmap for de-shadowing the economy is forecasting the amount of tax
evasion from changes in the level of macroeconomic stability in the country.

The basis of this process should be the introduction of tools for estimating and forecasting
the amount of tax arrears received by the budget due to the implementation of shadow schemes of
tax evasion. The consequences of these actions, as a rule, have a destructive effect on the country’s
economic development, which is growing every year (including due to the cumulative and
synergistic effect).

Fig. 4 shows the dynamics of changes in tax evasion (TI) as the difference between the total
amount of uncollected tax payments and the amount of losses due to tax benefits, tax exemptions,
errors and miscalculations of tax payments.

TI, % A

> i

I Volumes of tax losses
. TI pol

117, goss

»
»

T, years

Fig. 4. Dynamics of changes in the volume of tax evasion
Source: developed by the author.

Forecasting the amount of tax losses through the use of shadow schemes can be done using a
continuous function, which has the following form:
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TI, =TI, - e,
where T1; — the amount of tax losses due to the use of shadow schemes in the period ¢, %;

T1, — the amount of tax losses due to the use of shadow schemes in the base period, %;

& — a function that reflects the impact of tax losses on the level of tax competitiveness of
the country.

The o function takes into account the threats and benefits of using shadow schemes to
conceal income. At the same time, according to the results of the analysis of the threat of shadowing
of incomes, they are usually long-term, and the refore in the evaluation process should take into
account their future value. The benefits of income shadowing due to value added in the economy by
increasing employment (even in the shadow economy), GDP growth through the sale of shadow
products (in the official and shadow markets) are more valuable now than in the future.

Thus, the established patterns can form the basis for determining the projected values of
budget losses from the use of shadow operations and will serve as a basis for implementing the road
map for de-shadowing the economy in the context of improving macroeconomic stability.

The generalization of the analyzed measures of de-shadowing of the economy carried out in
Table 4 forms the basis for the formation of a road map of de-shadowing of the economy. Their
implementation will increase the level of publicity and transparency in the work of state bodies,
financial monitoring and control bodies, reduce bureaucracy and corruption in the country, simplify
financial monitoring and control over tax administration processes, increase the stability of the
national economy by removing some illegally obtained income and, ultimately, an increase in the
country’s level of tax competitiveness.

Table 4
Systematization of tools to increase the level of tax competitiveness of the country
by de-shadowing the economy

Factors Manifestation Tools
Obsolete regulatory Alignment of regulations with each other, with
framework, Manipulation of certain international law, eliminating the possibility of
contradictions of provisions of regulations different interpretations of certain provisions by
regulations different persons

Low level of separation
of powers of individual
authorities

Manipulation of their
official powers, corruption

Coordinating the responsibilities of individual
officials, delimiting their areas of responsibility,
introducing e-government services, etc.

Low level of openness of
data on the activities of
public authorities

The population is not aware
of the directions of spending
budget funds

Increasing the level of transparency of public
authorities, introduction of e-government services.

Low tax morale of the
population

Not aware of the damage
done to society as a result of
shadow activities

Implementation of social measures that contribute to
the formation of the population’s responsibility for
the country’s development, raising the level of tax
morale and tax culture of society.

Low administrative
penalties for shadow
activities

Impunity of economic
entities for crimes
committed

Strengthening administrative and criminal liability
for violations of tax legislation, improving the
efficiency of regulatory bodies, the judiciary,
reducing the length of proceedings, reducing
corruption in the judiciary.

Excessive tax burden

Excessive pressure on
taxpayers forces them to use
various schemes to increase
their income

Optimization of the level of tax burden, bringing it in
line with the realities of economic development of the
country, reviewing the validity of the application of
preferential tax regimes

Variability of the
country’s development
indicators, instability of
its economic and
financial system

Low level of trust in the
government, deterioration of
the material well-being of
the population

Implementation of a set of measures to ensure
macroeconomic stability of the country, attract
investment to the country, counteract the emergence
of economic imbalances and more.

Source: developed by the authors based on [3—S5; 8; 9; 12].
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Conclusions. The results of the study form the basis for the development of new and
improvement of existing recommendations for the prevention of the use of shadow schemes of with
drawal and their further legalization in Ukraine in terms of the tax channel of shadowing the
economy.

The priority measures should be: increasing the efficiency of tax and customs services by
conducting impartial inspections, reducing corruption in government agencies; organization and
systematization of the relationship between individual agencies by establishing cooperation between
individual entities of the financial sector and government institutions; development of the system of
international cooperation in the direction of prevention of participation of domestic economic
entities in transnational schemes of concealment of incomes and their removal to the territory of
other states; improving the procedure for calculating and paying taxes, reducing the time spent on
filling out and maintaining tax reporting; strengthening the responsibility for tax evasion, including
increasing the amount of material and the introduction of criminalliability for the shadowing of
income in particularly large amounts in the event of damage to the state in particularly large
amounts; to introduce electronic cashflow monitoring services (including through the use of
artificial intelligence and machine learning), development of a methodology for identifying risky
financial transactions, improving the tools for implementing the tax system, etc.

Improving the tax system can be seen as a guarantee of economic growth and development
of the country, stimulating the development of certain sectors of the economy, bringing out of the
shadows a significant amount of financial flows. Such measures include a review of individual
vectors of taxpolicy, rates and objects of taxation, types and amounts of tax benefits, etc.
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