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ECONOMIC AND LEGAL MECHANISM FOR COMBATING LEGALIZATION 

(LAUNDERING) OF INCOME RESULTING FROM TAX EVASION  
IN THE CONTEXT OF DEOFFSHORIZATION OF UKRAINE’S ECONOMY 
Abstract. Growing trends in the shadowing of the international and national economy 

contribute to the strengthening of legalization of income resulting from tax evasion, using offshore 
zones, which have favorable fiscal and monetary and financial regimes, with a high degree of 
protection of banking and trade secrecy, as well as loyalty to institutional regulation. In recent 
years, the problem of legalization (laundering) of income from tax evasion in offshore zones has 
become more acute, caused by the violation of Ukraine’s national interests due to the reduction of 
tax revenues to the state budget and the outflow of capital outside the country. The offshoring of the 
national economy has reached alarming proportions as the country, in a prolonged financial and 
economic crisis, chronic underfunding of sectors of the national economy and acute shortage of 
financial resources, invests in highly developed countries. Given this situation, the problem of 
studying the mechanism of counteraction to legalization (laundering) of income received as a result 
of tax evasion in offshore zones becomes especially relevant. 

The article identifies the features and prerequisites for the functioning of offshore zones, 
outlines the main problems of effective counteraction to legalization (laundering) of income 
received as a result of tax evasion in offshore zones. The research of the basic schemes and methods 
of legalization (laundering) of the incomes received as a result of tax evasion with use of offshore 
zones is carried out; the economic and legal analysis of normative and legislative maintenance in 
the field of counteraction to legalization (laundering) of the incomes received as a result of tax 
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evasion, in offshore zones is performed; the dynamics of the number of criminal offenses in the 
field of tax evasion with the use of offshore zones is analyzed. Measures of the system of 
counteraction to legalization (laundering) of incomes received as a result of tax evasion through 
offshore zones are systematized and improvement of the economic and legal mechanism of 
counteraction to legalization (laundering) of the incomes received as a result of tax evasion through 
offshore zones is offered. 

Keywords: legalization (laundering) of income, tax evasion, economic and legal mechanism, 
offshore zones. 
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Introduction. The negative impact of globalization, megaregionalization and integration 
causes disproportion in the development of world economic relations, destructive changes in the 
development of national economies and, at the same time, causes significant differentiation, 
unevenness and unfair distribution of spheres of influence and access to available resources. In the 
conditions of modern international social and economic development there is the strengthening of 
processes of shadowing of national economies, deepening of corruption, intensification of 
legalization of the incomes received by criminal means that leads to commission of illegal actions 
by subjects of economic activity and other economic agents and to the development of the 
international economic crime, which is characterized by the emergence of destabilizing factors of 
economic development, destructive changes in socio-economic systems, growing tax asymmetry 
and offshore national economies. 

The phenomenon of the global economy is the high level of mobility of financial assets, the 
growth of the global financial market due to the merger borders of national financial markets and 
the formation of an integrated international financial system, profitability of operations with 
financial assets and the expansion of borders for capital movements. In view of this, there is a need 
to study the problem of forming a modern integrated network of transnational financial centers — 
offshore zones, which help reduce the share of tax deductions in the income structure of economic 
entities received from transactions with financial assets and help legalize illegally obtained capital 
because of the lack of customs benefits, due to the low level of taxation in their territory or its 
absence, ensuring effective regime of banking and financial secrecy and finding ways to combat 
legalization (laundering) of income, obtained by criminal means due to tax evasion in offshore 
areas. 

Analysis of research and problem statement. The issue of combating legalization 
(laundering) of income obtained by criminal means as a result of tax evasion in offshore areas is in 
the spotlight of both scientists and practitioners. For a long time it was studied by O. Baranovskiy, 
V. Golikov and B. Paskhaver [1], who understand this concept as actions aimed at masking the true 
source of these incomes and their involvement in the official sector of the economy. Z. Varnaliy has 
made a significant contribution to the identification of areas of tax evasion with the use of offshore 
zones [2, p. 7—8], who substantiates the negative impact of offshore zones on the national economy 
through unproductive withdrawal of capital in order to optimize taxation, investment, tax evasion 
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and legalization of «dirty money». Complementing the work of Z. Varnaliy, O. Vlasyuk [3, p. 30] 
has proved that offshoring is a destabilizing factor in economic development, real GDP growth and 
causes an increase in the growth rate of unproductive withdrawal of financial capital outside the 
country. Legal aspects of this issue are substantiated by L. Gula [4, p. 336], which is confirmed by 
the separation of the ways of legalization of informal income by withdrawal from the criminal and 
shadow sectors and placement in the legal one. M. Kornienko [5] proves its relationship with the 
transformation of criminal income into legal assets. However, taking into account the significant 
developments in the economic and legal field of the studied issues, the problem of combating 
legalization (laundering) of income obtained by criminal means through tax evasion with the use of 
offshore zones still remains unresolved. 

The purpose of the article is to study the problematic aspects of the economic and legal 
mechanism for combating legalization (laundering) of income received as a result of tax evasion in 
the context of deoffshorization of Ukraine’s economy. 

Results of the research. Ukraine’s independence and opportunities for business entities to 
register subsidiaries in low-tax jurisdictions with a fixed annual fee outside the country have led to 
the problem of offshore the economy and the intensification of economic crime. Today, the 
processes of using the latest Internet technologies, computerization of banking, electronic payment 
systems and the promotion of cybercrime, have intensified, which facilitate the registration of 
companies and financial institutions remotely over the Internet and conduct transactions 
simultaneously in the territory of several offshore jurisdictions, while completely avoiding or 
significantly reducing the amount of taxation of the results of their economic activities, using 
exceptional confidentiality. 

It should be noted that the use of offshore zones for the purpose of legalization (laundering) 
of incomes received by criminal means, is, in fact, illegal schemes and methods of tax evasion  
(Fig. 1), for the application of which liability is provided. 

 

 
Fig. 1. List of schemes and methods of legalization (laundering) of income received  

as a result of tax evasion in offshore zones 
Source. [6, p. 77]. 

MAIN SCHEMES AND METHODS OF LEGALIZATION (LAUNDERING)  
OF INCOME OBTAINED AS A RESULT OF TAX EVASION IN OFFSHORE ZONE  

Method of «steps» 
Division of assets between different offshore jurisdictions, which allows 
assets to acquire personal legal and financial content and allows for the 
erosion of the tax base due to payments to counterparties located in 
jurisdictions that provide tax benefits 

Credit scheme 
Providing interest-bearing loans, which facilitates the withdrawal of funds 
offshore. A scheme under which loans are overstated with a minimum 
amount of share capital is considered a «thin capitalization» 

Sale of goods to residents of offshore financial centers at a reduced price for 
resale, the income from which will be declared in the offshore zone Transfer  

Registration of copyrights with their subsequent transfer to a resident 
of a jurisdiction with high taxes in exchange for the relevant payments 

Payment  
of royalties 

Application  
of tax hybrids 

Use of companies that may be registered in a highly tax jurisdiction but be 
a tax resident in an offshore zone 
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According to the current legislation of Ukraine, the definition of offshore zones is given in 
the Tax Code of Ukraine [7], according to which offshore zones are territories that include states or 
parts of their territories that depend on these states, where business entities with offshore status are 
created and operate.  

Organizational and legal principles of counteracting the legalization of income from tax 
evasion are regulated by the Law of Ukraine «On prevention and counteraction to legalization 
(laundering) of income obtained by criminal means, financing of terrorism and financing of 
proliferation of weapons of mass destruction» [8], and establishing responsibility for committing 
offenses related to conducting financial transactions with funds and committing illegal acts aimed at 
concealing, masking illegally obtained income, possession, acquisition of rights to them, sources of 
origin, location and movement of such income and its use, is provided by the Criminal Code of 
Ukraine [9]. 

However, it should be noted that the legal mechanism for regulating the functioning of 
offshore zones in Ukraine and the process of combating tax evasion with their use, at the present 
stage, is weak due to the low pace of implementation of global standards of tax transparency and 
exchange of information in the field of legalization (laundering) of incomes obtained by criminal 
means in offshore zones. At the same time, the issue of a complex economic and legal mechanism 
for counteracting the offshorization of Ukraine’s economy has not been legally regulated so far, and 
there is unsystematic, uncoordinated and unbalanced work of public authorities in the outlined 
direction. 

Despite the Decree of the President of Ukraine «On measures to counteract the reduction of 
the tax base and the movement of income abroad» [10] and the Law of Ukraine «On Currency and 
Foreign Currency Transactions» [11], which instructed the National Bank of Ukraine and the 
Cabinet of Ministers to develop a draft law on Ukraine’s cooperation in the field of taxation, the 
necessary legal act is still missing. Under such conditions, the development of international 
standards to combat the offshoring of the economy and simplification of the procedure for law 
enforcement access to information that is a banking and trade secret, become extremely important, 
as well as the introduction of strict control measures and proper monitoring of the offshore financial 
sector, as criminal investigations with tax evasion (Fig. 2) indicates a steady upward trend. 

 

 
Fig. 2. Dynamics of the number of criminal offenses in the field of tax evasion  

in Ukraine in 2018—2020 
Source. [12, p. 23—24]. 
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intensifies the process of successful integration into the international system of shadow capital, a 
key place in which offshore zones take. Therefore, in such conditions, combating the legalization 
(laundering) of incomes obtained by criminal means, including as a result of tax evasion through 
offshore zones, which must take place in accordance with current legislation, becomes extremely 
important. The set of measures of the system of counteraction to legalization (laundering) of the 
incomes received as a result of tax evasion, through offshore zones (Fig. 3) is accepted to divide 
into economic, legal and administrative. Note that certain measures are restrictive, and the 
effectiveness of their application depends on the coordinated work of economic, legal and 
administrative entities. 

 

 
Fig. 3. System of measures to counteract legalization (laundering)  

of income received as a result of tax evasion through offshore zones 
Source. [13, p. 250]. 

 
At the same time, the movement of illegal shadow capital obtained as a result of tax evasion 

to offshore zones poses a significant threat to the country’s socio-economic development due to its 
transnationality and scale, which requires consideration of global trends and international 
experience in counteracting it. Most of the proposed measures to combat legalization (laundering) 
of income received as a result of tax evasion through offshore zones lies in the plane of regulatory 
support. Therefore, the effectiveness of their application and implementation depends on the 
legislation. In view of this, the development of an effective economic and legal mechanism for 
counteracting the legalization (laundering) of income from tax evasion through offshore zones, 
which we propose in Fig. 4, is extremely important. 

 

SYSTEM OF MEASURES AGAINST LEGALIZATION (LAUNDERING)  
OF INCOME OBTAINED AS A RESULT OF TAX EVASION  

THROUGH OFFSHORE ZONES

Economic Legal Administrative 

Taxation system 
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due to inefficient 
work 

equalization of profit 
obtaining conditions 
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monitoring of shadow 
legalization schemes 

preparation and continuous 
training of employees  

of regulatory authorities 

reporting system  
on the effectiveness  
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legalization  
of offshore zones 

prohibition to hold 
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after committing 

offenses 
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of property liability  

in case of establishing 
the fact of the offense 
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Fig. 4. Economic and legal mechanism for counteracting legalization (laundering)  

of income received as a result of tax evasion through offshore zones 
Source. Author’s development. 
 
In addition, the long-term comprehensive program, which includes unification of legislative 

support, optimization of the tax burden and strengthening of international cooperation in the field of 
combating legalization in the context of deoffshorization and de-shadowing of the national 

Legislative authorities; 
Executive authorities; 

Subjects of economic and legal regulation 

Objects of influence 
Direct 

Indirect 

Objectives 

Strategic 

Development of a productive regulatory framework; 
Growth of measures of regulatory and controlling influence  
on the implementation of financial and economic activities in offshore; 
Optimization of the tax burden; Strengthening cooperation with 
international organizations

Introduction of taxation of the market value of assets moving  
from Ukraine to offshore jurisdiction; 
Implementation of the Multilateral Convention on the implementation  
of measures concerning tax agreements; 
Clarification of the tax resident status in tax legislation 

Intermediate 

Strengthening criminal liability for tax evasion; 
Improving the mechanism of formation of funds, their distribution  
and redistribution, regulation of cash flows; 
Interest rate stabilization; 
Exchange rate stabilization 

Tactical 

Implementation 
Condition 
monitoring Making decisions 

Threat and risk analysis 

Control: 
 

Criminal and legal; socio-economic; 
financial; tax; monetary; bank

Strategy 

Goal Objectives Directions Mechanisms, instruments 

Violation of customs rules and smuggling; 
Schemes of the shadow land lease market; 
VAT theft; 
Relocation of profits to offshore zones; 
Shadow wages; 
Distortion of the tax base; 
Abuse of tax benefits, preferences  
and special regimes; 
Informal entrepreneurship and unregistered 
individual economic activity; 
Counterfeit 
 

Deliberate distortion  
of the results of financial  
and economic activities  
in the registers and accounting 
documents; 
Violation of the order  
of accounting for economic 
indicators; 
Unjustified use of tax benefits; 
Involvement in the system  
of mutual settlements  
of «fictitious» or affiliated 
counterparties 
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economy as interconnected and complementary phenomena, becomes important in the system of 
counteracting legalization (laundering) of incomes, obtained from tax evasion through offshore 
zones. 

Conclusions. Thus, the results of research on the legalization (laundering) of income from 
tax evasion in the context of deoffshorization of Ukraine’s economy give grounds to conclude that 
offshore zones are an effective mechanism for legalization (laundering) of income from tax evasion, 
as they help to hide real volumes of financial and economic activities, provide preferences of 
customs and fiscal nature. Given the inefficiency, imperfection, ambiguity and inconsistency of tax 
and anti-legalization legislation, there is a need to improve the economic and legal mechanism to 
combat legalization (laundering) of incomes from tax evasion through offshore zones, taking into 
account the strategic and tactical priorities of deoffshorization and de-shadowing of Ukraine’s 
economy. 
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