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Offshore zones, as legal, financial and tax entities, attract the attention of both
governments and the business environment. These zones are used for a variety
of purposes, including reducing the tax burden, ensuring confidentiality, privacy
and asset protection, as well as facilitating business. However, the use of offshore
zones is also associated with risks, which include tax abuse, tax evasion, corruption
and money laundering. One of the catalysts of the “offshorization” processes on
a global scale was scientific and technical progress, the wide and rapid development
of modern means of communication and communication. The emergence and
development of the global Internet, satellite communications, etc. have reduced
the time required for communication between fairly remote parts of the world
to a minimum. The listed points together created qualitatively new opportunities
for the comprehensive and rapid development of the offshore sector of the world
economy, which allowed it to reach a qualitatively new level. Recent years have
been characterized by growing attention to transparency and the fight against tax
evasion at the international level. Ukraine is implementing measures to control
transactions with offshore jurisdictions and ensure transparency in taxation. The
study of this topic allows to reveal the peculiarities of the legal, financial and
tax environment of offshore jurisdictions, to identify the advantages and risks of
their use, as well as to understand the influence of offshores on the economy and
international relations.
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OduopHi 30HU, SK MPaBOBi, (PIHAHCOBI Ta MONATKOBI YTBOPEHHSI, IPUBEPTAIOTH
yBary sk Jiep>kaB, Tak i Oi3Hec-cepemoBuiIa. Lli 30HM BHKOPHUCTOBYIOTHCS IS
pI3HMX WiNel, BKIIOYAIOYM 3MEHIICHHS IIOJAaTKOBOTO Tsraps, 3a0e3ledeHHS
KOH(IICHIIIHOCTI, TPHBATHOCTI Ta 3aXWCTy AaKTHWBIiB, a TaKOX CIPOIICHHS
BeneHHs OizHecy. [IpoTe, BHKOpHCTaHHSA OQIIOPHUX 30H TaKOX IIOB’A3aHE
3 pU3MKaMH, SIKi BKIIIOYAIOTh IOAATKOBI 3JIOBKMBAaHHS, YXWIICHHS BiJ| CIUIAaTH
MO/IaTKIB, KOPYMIIIO Ta JIeraji3amilo J0XO/IB 3JI0YHMHHOTO MOXO/KeHHS. OmHUM
3 KaraJizaTopiB MpOoLECiB «o(uopH3alii» y cBiToBoMy MaciTali CTaB HayKOBO-
TEXHIYHHAN MPOTPecC, IMUPOKUHA 1 OYpXIMBHHA PO3BUTOK CYYaCHUX 3ac00iB 3B’ SI3KYy
i komyHikatii. [TosBa i po3BUTOK TOOaIbHOT Mepexi [HTepHeT, CyImyTHUKOBOTO
3B’S3Ky 1 1HIIE CKOPOTHJIM NMPAKTHYHO JO0 MIHIMyMy YacoBi BHTPATH IPOLECY
KOMYHIKaIlii Mi>K JOCHTb BiJIaJICHUMHU YacTHHAMH CBiTy. [lepepaxoBaHi MOMEHTH
B CYKYITHOCTi CTBOPWJIM SKICHO HOBI MOXKJIMBOCTI ISl BCEOIYHOTO i CTPIMKOTO
PO3BHUTKY O(IIOPHOTO CEKTOPY CBITOBOi €KOHOMIKH, L0 JI03BOJIMIIO HOMY BHHTH
Ha sIKicHO HOBHUH piBeHb. OCTaHHI POKH XapaKTEePU3YIOTHCS 3pPOCTAI0UO0I0 YBAro
IO TIPO30POCTi Ta OOPOTHOM 3 MTONATKOBUM YXHJICHHSM Ha MIXXHAPOAHOMY DPiBHI.
Ykpaiza BIPOBaKy€ 3aX01H 3 KOHTPOJIIO OIepalliii 3 0pIIOpHIMH IOPHCIUKITISIMH
Ta 3a0e3MeUeHHs MPO30POCTi B OMOAATKYBaHHI. BUBUCHHS Ili€l TeMH IO3BOJISE
PO3KPHUTH 0COOIUBOCTI IOPUINYHOTO, (PIHAHCOBOTO Ta MONATKOBOTO CEPEIOBUINA
o(IIOpHUX IOPUCAMKIIIH, BUSBUTH NIEPEBAr Ta PU3UKH iX BUKOPHCTAHHS, a TAKOXK
3pO3yMITH BIUTUB O(IIOPIB HA EKOHOMIKY Ta MIXKHAPOIHI BiTHOCHHH.
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Formulation of the problem

Despite the attractiveness of offshore zones for the
business environment, due to the reduction of the tax burden,
the provision of privacy and protection of company assets, as
well as the simplification of doing business, their use is also
associated with risks, which include tax evasion, corruption
and the legalization of proceeds of crime. Therefore, an
important task for Ukraine is the implementation of constant
control in operations with offshore jurisdictions, as well as
ensuring a balanced approach to taxation and avoiding tax
abuses in order to create a fairer and more efficient taxation
system, contributing to the increase of the tax base and
ensuring financial stability.

Analysis of recent research and publications

Considerable attention of national and foreign
scientists has been devoted to the question of the essence
and peculiarities of the activity of offshore jurisdictions,
to the study of their impact on the country’s economy
and ways of countering them. The article examines
the research of James Henry “The Price of Offshore
Revisited” [1], N.O. Mudrak “National mechanisms for
combating tax evasion through offshore jurisdictions
in OECD countries” [3], N.P. Yuzhanina, T.O. Frolova,
Z.0. Lutsyshina “Evolution of offshore business” [5].

Formulation of the goals of the article

The main goal of the article is to consider the main
prerequisites and consequences of the use of offshore
jurisdictions by business in Ukraine in the pre-war period
and to provide recommendations for solving the problems
of de-offshoreization in the future.

Presenting main material

In the modern world, offshore zones have become one
of the most popular and effective business and investment
tools. Offshore zones provide opportunities to reduce tax
payments, protect privacy and provide more favorable
conditions for doing business. However, the terms
“offshore” and “offshore zone” do not always have a clear
and unambiguous definition.

Offshore is a country or part of it with special business
conditions for foreign companies. Offshores allow you
to reduce the tax burden, hide the real owners of the
business and protect assets. Different scientists define
the concept of “offshore” differently, but in general,
the following characteristics of offshore zones can be

Table 1 — Classification of offshore jurisdictions
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distinguished [2, p. 6]: low rate of income tax or its absence;
simplified form of reporting or its absence; hiding the real
owners of the business; preferential currency and customs
regime; high level of privacy and protection against raiding.

Offshore jurisdictions can be classified by acceptable
fields of activity for their residents as follows (Table 1):

It is important, that this classification is conditional,
as the capabilities and limitations of various offshore
jurisdictions may change depending on many factors,
such as the political situation, legislation, economic
development, and others.

The consequence of offshoring was the opening of new
opportunities for peripheral countries: largely due to this,
many of them had the opportunity to assert themselves,
for many of them offshore business became the basis of
economic development.

Prerequisites for the use of offshore jurisdictions may be,
in particular, tax burdens and the complexity of the tax system
in Ukraine, the unpredictability of tax policy and insufficient
transparency of financial processes. Additional factors include
high bureaucratic procedures, the complexity and length of
processing permit documentation, as well as insufficient
protection of property rights and business contracts.

If you pay attention to the business of Vinnytsia,
Dnipropetrovsk, Lviv, Odesa, and Kharkiv regions, in
total, almost 300.000 enterprises work in them. The share
of “offshore” companies among them differs in different
regions, but not significantly: 4.7 % of “offshore” companies
from the total number of enterprises in Odesa region; 2.4%
in Dnipropetrovsk region; 2.3 % in Vinnytsia region; 2% in
Kharkivregion; 1.9 % in Lviv region. However, in quantitative
terms, the difference is more noticeable: if in Vinnytsia there
are a little more than 400 “offshore” enterprises, then in
Odesa there are more than 100 of them [3].

To date, there are no accurate statistics in Ukraine that
would reflect the number of offshore jurisdictions and
controlled foreign companies owned by Ukrainian citizens.
This creates certain difficulties in assessing the real scale
of the use of such structures by Ukrainian businessmen
and individual entrepreneurs, as well as in the process
of assessing the consequences of the use of offshore
jurisdictions by businesses in Ukraine.

However, the available data from the pre-war period
allow us to analyze the problem under study (Table 2).

Thus, from the data in the table. 2 we can see that the
degree of offshorization of Ukraine in the pre-war period
was at a fairly high level and amounted to an average
of 61%. In 2020-2021 the degree of offshoring of the

Branch

Mpuknaan opmopHUX IWPUCIUKIIHT

Financial services

Bahamas, Bermuda, Cayman Islands, Switzerland,
British Virgin Islands, Seychelles, St. Kitts and Nevis, Dubai

Technologies and innovations

Ireland, Singapore, Hong Kong, Costa Rica, Estonia, Gibraltar, Malta

Real estate and investments

Bahamas, British Virgin Islands, Cayman Islands, Dubai, Gibraltar, Malta, Panama, Seychelles

Tourism and guest business

Bahamas, Maldives, Mauritius, Seychelles, Barbados

Production and logistics

Hong Kong, Singapore, Cayman Islands, Malta, Dubai

Medicine and health care

Malta, British Virgin Islands, Cayman Islands, Bermuda, St. Kitts and Nevis

Source: [4]
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Table 2 — Direct investments from Ukraine (2016-2021)
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Ne Country 2016 2017 2018 2019 2020 2021
1 Virgin Islands 51.3 57.6 61.0 59.9 33.7 41.2
2 Cyprus 1401.5 1249.7 1214.5 1229.8 1431.4 | 1093.3
3 Latvia 70 68.4 61 72.5 73.0 81.1
4 Netherlands 11.2 10.7 12.3 11.8 11.3 3.8
5 EU 1716.8 | 1562.3 | 1485.5 | 15102 | 2351.1 | 1923.5
Share of direct foreign investments in offshore states from Ukraine| 0.61 0.58 0.56 0.58 0.67 0.68

Source: [7; 8]

economy of Ukraine reached a maximum — 67 % — 68 %,
respectively.

Since 2017, the European Union, the fiscal authorities of
whose countries also bear considerable losses from offshore
operations, has been keeping a “List of tax jurisdictions
that do not cooperate in the field of taxation.” According
to the decision of the EU Council, the black list includes
American Samoa, Anguilla, Dominica, Fiji, Guam, Palau,
Panama, Samoa, Seychelles, Trinidad and Tobago, the
US Virgin Islands and Vanuatu. It is worth noting that the
12 offshore companies included in the EU list have a rather
weak influence on the Ukrainian economy.

This conclusion can be reached after conducting an
analysis of direct foreign investments from these countries
into the domestic economy, because often the money taken
offshore is returned back in the form of investments and the
volume of foreign trade turnover.

According to the State Statistics Service, as of
October 1, 2020, Panama made the largest contribution to
the Ukrainian economy — 342.3 million dollars, through
the 12 countries featured in the “EU black list.” Of the total
amount of foreign investments of 34.727 billion dollars,
that is exactly 1%. The contributions of other offshore
companies from the EU list are much more modest: the
Dominican Republic with 23.5 million dollars, the USA
and Anguilla with 0.7 million dollars.

The most profitable trade partner of the 12 offshore
jurisdictions on the EU list for Ukraine is the Seychelles,
having bought Ukrainian goods worth $5,540 million in

2020. And they sold their own for only 389.6 thousand
dollars. In second place is Panama with an indicator of
2.671 million dollars. and 1.809 million dollars. accordingly.

Statistics of foreign trade with offshore jurisdictions
from the EU list look better for Ukraine (Fig. 1).

Countries that are not officially offshore continue to be
the leaders in withdrawing funds from Ukraine. Cyprus
is a leader in foreign direct investment in Ukraine. So,
as of 2020, the amount of its investments amounted to
10.3 billion dollars, the second place in terms of direct
foreign investments was taken by the Netherlands —
7.56 billion dollars. The largest volume of foreign trade
turnover fell on Cyprus — 50.82 billion dollars. As for
exports, Great Britain is the leader — Ukraine exported
$66.7 billion worth of goods to Great Britain. [5].

We systematize the consequences of using offshore
jurisdictions by businesses in Ukraine:

— decrease in GDP — the use of offshore jurisdictions
can lead to a decrease in the country’s GDP. This is possible
due to the withdrawal of part of the profits and assets from
the economy of Ukraine, which were transferred to offshore
zones. This can lead to reduced investment, reduced tax
revenues and job losses;

— loss of tax revenues — the use of offshore jurisdictions
allows businesses to avoid taxation in Ukraine or pay
significantly lower taxes. This leads to a decrease in tax
revenues to the state budget. A decrease in tax revenues
may limit the government’s ability to implement social and
economic programs;
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Foreign trade turnover 50,82 | 2,54 1,48 7,4
Direct foreign investment 10,3 7,56 2,03 1,79
Export 31,82 1,8 66,7 | 2,07

Fig. 1. External relations of Ukraine with offshore jurisdictions from the EU list for 2020 [4; 7; 8]
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— a threat to financial stability — the use of offshore
jurisdictions can create a threat to the country’s financial
stability. This can happen if businesses transfer assets
to offshore zones in order to avoid risks associated with
changes in the economic and political environment of
Ukraine. This can undermine confidence in the national
currency and banking system;

— impact on international trade — the use of offshore
jurisdictions can have an impact on the volume of Ukraine’s
international trade. This is possible due to the creation of
artificial schemes for the movement of goods between countries
exclusively “on paper” without their physical transportation;

— negative image and loss of trust — the use of offshore
jurisdictions can lead to a negative perception of Ukraine
in the international community and a loss of trust on the
part of foreign partners. This can make it difficult to do
business and attract foreign investment;

— loss of control and increase in corruption — the use
of offshore jurisdictions can lead to loss of control over
financial flows and increase in corruption. This can create
conditions for illegal operations, money laundering and
terrorist financing;

— changes in legislation and international agreements —
growing international pressure to combat tax evasion and
money laundering leads to changes in legislation and the
conclusion of international agreements limiting the use of
offshore jurisdictions. This may lead to the loss of certain
benefits that were provided by the use offshore structures.

The use of offshore jurisdictions such as Belize,
Panama, BVI, etc. in the field of business is often
perceived with a negative connotation associated with
illegal schemes or tax evasion. However, modern global
and national initiatives, such as the BEPS plan and the
exchange of tax information, are actively used both at the
global level and in Ukraine to combat tax base erosion.
This leads to significant transformations in the use of
offshore businesses [1].
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Ukraine is engaged in the implementation of international
standards and initiatives aimed at ensuring ownership
transparency and combating financial violations. These
measures are aimed at increasing transparency and control in
transactions with offshore jurisdictions, as well as ensuring
a balanced approach to taxation and avoiding tax abuses.
This makes it possible to create a fairer and more efficient
taxation system in Ukraine, contributing to the increase of
the tax base and ensuring financial stability [2, p. 10].

It is worth paying attention to the fact that in the modern
period the Tax Code of Ukraine (TCU) already includes
measures aimed at preventing tax abuse due to transactions
with non-residents that are carried out from offshore
jurisdictions. Provided certain value criteria are met, such
transactions with related non-residents and jurisdictions
with low tax rates are considered controlled and subject
to transfer pricing rules (TPRs). Accordingly, Ukrainian
companies are obliged to submit an annual report to the
DPS on all controlled operations, to prepare documentation
from the TCU, which substantiates the consistency of
prices, and, if necessary, to adjust the financial result.

Conclusion

Due to the lack of complete statistical information
on the number of offshore companies owned by
Ukrainian citizens, it is important to conduct research
and analyze other available data sources, such as reports
of international organizations, financial statements of
entrepreneurs, information on the legal and tax base,
as well as expert opinions and studies on this topic.
In general, the implementation of measures aimed at
controlling operations with offshore jurisdictions is an
important stage in ensuring transparency and compliance
with international standards in the field of taxation. This
contributes to increasing confidence in the Ukrainian
economy, attracts investments and contributes to the
sustainable development of the country.
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