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TRENDS IN CORRUPTION AND SHADOW ECONOMY IN EUROPEAN COUNTRIES

Corruption and the shadow economy are among the most pressing issues facing European countries. These phenomena significantly
impact the socio-economic development, political stability, and legal systems of states. The purpose of the paper is to analyze the
trends of corruption and the shadow economy in 34 European countries over the period from 2010 to 2022. The research employed
tools such as grouping, comparison and generalization methods, time series analysis, and descriptive statistics calculations.
Calculations were based on World Bank data using StataSE 18 software. Analyzing the standard deviation, minimum, and maximum
values of corruption and shadow economy indicators identifies the most variable indicators: the indicator of primary government
expenditures as initially approved budgets and the corruption perception index. It was found that despite the implementation of
numerous anti-corruption reforms and regulatory measures, countries such as Albania, Moldova, Ukraine, and Bulgaria continue to
face high levels of corruption, as evidenced by their low corruption perception index levels. The main reasons for this included weak
enforcement mechanisms, gaps in accountability, and low levels of transparency in public administration. The least corrupt
European countries were Denmark, Norway, Finland, Switzerland, and Sweden. This research observed high levels of the shadow
economy in Ukraine, Cyprus, and Moldova, while Denmark, Norway, and Sweden demonstrated the lowest levels. The results of the
study can be used to develop organisational and economic measures to combat corruption and the shadow economy by public
authorities, business entities and other economic agents, which is important for the economic growth of European countries.
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INTRODUCTION including the following:

Corruption and the shadow economy are complex, - facil.itation .payments are relatively small amounts Qf
disincentivising landscapes for economic growth, influenced ~ MO1€Y paid 'out51d'e of official fees to speed up the provi-
by various socio-economic and political factors. Corruption ~ S101 of certain services; . .
can be defined as the abuse of entrusted power for personal T etving 'glfts FO 'publ%c gfﬁc1als that C'OIltrE'ldlCtS the
gain through bribery or embezzlement. It is the unfair dist- prmmples of1mpart1a!1ty,’d1gn1ty and profesm'ona'llsm; .
ribution of public resources under the influence of private — influence peddhng.ls a form of.corruptlon mn wl.ngh a
interests [2]. The shadow economy, as another disincentive =~ P€TSOR e?(changes p Otentl'f‘l or actual influence on decmlgn—
to economic growth, encompasses all economic activities mgkmg mn public author}tlest for an unlavaul beneﬁt (unlike
that are not reported or reported incompletely to avoid taxa-  Pribery, influence peddling involves an «intermediary»);
tion or regulation, including such key elements as undec- — cronyism 15 4 biased .attl.tude.: towards 1pd1v1duals
lared employment and illegal trade. The first element of the (relatlYes, friends) in the distribution of positions and
shadow economy refers to wages that employees do not financial resources; . .
declare to avoid taxes or labour market regulation. The se- B patronage. is a form of support ,Of an 1nﬂu§ntlal and
cond element is represented by businesses that underreport weal'thy «guardian» of a person for his/her appointment to
their income to reduce their tax burden. It is worth noting public office and promotion [3]. .
that the level of the shadow economy is lower in high- A gumber O,f concepts have been developed in the mo-
income European countries in 2022: Austria — 8.4% of dern scientific literature to study the problems of corruption
GDP, Ireland — 10.1%, Switzerland — 5.6%, and Sweden — and shadow economy and their main trends. Foreign and
10.8%. In contrast, lower-middle-income countries have a Ukrai.nian researches define  different ap progches to
higher level of shadow economy (Ukraine — 44.2%) [1]. defining the essence of the concepts of «corr.upt.lon» and
According to a study by the International Transparency «shadow economy», and formu!ate systems of indicators qf
Agency, as of the end of 2017, almost one in four people these phenomena. The International Transparency Organi-

worldwide said they had paid a bribe when accessing pub- sation defines corruption as the abuse of public office for
lic services in the past 12 months [11]. private gain [4]. It is noted that corruption undermines

In recent years, under the influence of globalisation, trust, weakens democracy, hinders economic development

technological progress, the COVID-19 pandemic and geo- and deepens sqcial inequality 'and poverty.
political events in European countries, there have been Most foreign scholars, including O. Fjeldstam [5],

changes in the forms (models) of corruption and the shadow D. Treisman ,[6]’ H. Virta [7], focus on br%bery or private
economy, reflecting both internal and external pressures, benefits received by entrepreneurs to avoid taxation and
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regulation when studying corruption and the shadow
economy. Ukrainian researchers: M. Melnyk [8], V. Sevruk
[9], S. Teleshun [10] considered the trends of corruption
and shadow economy in the context of the social theoretical
essence, fluctuations and consequences of these phenomena.
However, the processes of corruption and shadowing of the
economy have not been sufficiently studied in terms of
analysing trends in their key indicators and require a more
in-depth study. Accordingly, characterising the trends of
corruption and shadow economy is crucial for politicians,
academics and citizens, as these factors have a negative
impact on economic development and public trust in the
country.

MATERIALS AND METHODS

The following tools were used in the study:

— grouping methods use for identifying European
countries, developing a system of corruption and shadowing
indicators;

— comparison and generalisation, time series analysis
use for analysing the corruption and shadowing indicators
of 34 European countries;

— calculation of descriptive statistics use for deter-
mining the most appropriate indicators.

The research is based on the following stages:

1. Determination of the input statistical data of 34 Euro-
pean countries: Albania, Austria, Belgium, Bulgaria, Croatia,
Cyprus, Czech Republic, Denmark, Estonia, Finland, France,
Hungary, Germany, Ireland, Iceland, Italy, Latvia, Lithuania,
Luxembourg, Malta, Moldova, the Netherlands, Norway,
Poland, Portugal, Romania, Serbia, Slovakia, Slovenia, Spain,
Sweden, Switzerland, Ukraine and United Kingdom for the
period 2010-2022.

2. Calculation of descriptive statistics (standard deviation,
minimum and maximum values) of corruption and shadow
economy indicators.

3. Analysis of the most variant indicators of corruption
and shadow economy in European countries in 2010-2022.

Calculations are based on the World Bank data using
StataSE 18 software.

The PURPOSE of the study is to analyse the trends of
corruption and shadow economy in 34 European countries
in 2010-2022.

Governance structures, legal frameworks, enforcement
mechanisms, budget planning and implementation have a
profound impact on the prevalence and persistence of cor-
ruption and the shadow economy. On the other hand, eco-
nomic conditions, including unemployment, income in-
equality and tax policy, also play a significant role in sha-
ping these phenomena. Accordingly, a comprehensive study
of the trends, drivers and consequences of corruption and
the shadow economy in European countries is an important
aspect of the research.

The study of trends in corruption and shadow economy
indicators will contribute to the development of an effective
system for exposing corruption and bringing corrupt offi-
cials to justice, which is possible when the mechanism of
corrupt actions and systems is understood.

RESULTS

Despite the progress in anti-corruption measures in
European countries, challenges remain on the way to effec-
tively fighting corruption and the shadow economy, inclu-

ding weak enforcement mechanisms, lack of political will,
insufficient transparency in public procurement and gaps in
whistleblower protection. Addressing these challenges re-
quires a sustained commitment from governments, civil so-
ciety organisations, businesses and citizens to promote in-
tegrity, accountability and transparency in public and private
affairs. In order to develop an effective system to counteract
the spread of corruption and shadow processes, it is neces-
sary to conduct a continuous analysis of trends in their main
indicators, including indicators of productivity and transpa-
rency of both public authorities and business entities.

In Table 1 indicators of corruption and shadow economy
are shown.

To identify trends, presents descriptive statistics, including
average, minimum and maximum values, deviations and
correlations between corruption and shadow economy indi-
cators are shown on Figure 1.

Taking into account the obtained values of descriptive
statistics, in particular, the standard deviation, the most
variable are the indicators of primary public expenditures
as initially approved budgets (EXPEND) and the corrup-
tion perception index (CORRPERC), 19.52 and 18 respec-
tively. The wide deviation of the data is explained by the
minimum and maximum values of these indicators, which
range from 7.93% to 143.15% for the volume of primary
public expenditures and from 23 to 94 for the corruption
perception index.

A close direct relationship, characterized by the correla-
tion index r, is observed between the corruption perception
index (CORRPERC) and the corruption control index
(CORRCONTR), which is 0.986. It is worth noting that with
the strengthening of state control over corruption processes,
the level of perception of corruption by business entities
also increases, which characterizes the awareness of nega-
tive, non-transparent and "pocket" actions by citizens and
other persons. The political stability indicator (POLITSTAB)
has a moderate direct relationship with the corruption per-
ception index and the corruption control index, with a value
of 0.670 and 0.692, respectively. The role of the law (LAW)
and regulatory quality (QUALITY) also have a strong direct
relationship with the corruption perception index and the
corruption control index.

Accordingly, let’s consider in more detail the dynamics
of changes in the volume of primary public expenditures as
a share of the initially approved budget (Fig. 2).

The average level of this indicator was 99.3% of GDP.
The level of primary public expenditures fluctuated around
19.5 % in 34 European countries in 2010-2022. The maxi-
mum values were observed in Lithuania in 2018 (143.1 %),
Slovakia in 2020 (141.5 %), and the Czech Republic in
2021 (133.7 %), and the minimum values were observed in
Lithuania in 2012 (7.9 %). For other European countries,
the level of public spending exceeded 90 %.

One of the key indicators of corruption is the Corrup-
tion Perceptions Index, which is confirmed by the variabi-
lity of the standard deviation and the correlation matrix.
This index measures the level of perceived corruption in
the public sector according to experts and internationally
respected organizations. It is scored from O (very high level
of corruption perception) to 100 (very low level of corrup-
tion perception). The dynamics of changes in this indicator
is shown on Figure 3.
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Table 1 — Characteristics of corruption and shadow economy indicators (author's development)

Sphere Indicator Designation Characteristics Units
Primary government expendi- The overall outcome of budget expenditures, which reflects the
tures as a share of the ini- EXPEND originally approved amount as defined in government budget %
tially approved budget documents and fiscal reports.
tion P ti . .. .
Corrup 1(1):11 deircep 1ons CORRPERC A measure of the perception of corruption in the public sector. score
Corruption
. The extent to which state power is used for private gain, includin, .
Control corruption CORRCONTR x W POWET 15 used ot private gam, MCuding | qyg
both petty and grand corruption and elite capture of the state.
Poh?lcal stability a}nd absence POLITSTAB Meg§ures the percelve(.i llkellhgod of‘pohtlcal }nstablhty and/or units
of violence/terrorism politically motivated violence, including terrorism.
An indicator of the government's ability to formulate and
Regulatory quality QUALITY implement effective policies and regulations that enable and | units
promote private sector development.
Shadow Shadow economy (% of Share of both illegal activities and informal legal and unre- o
SHADOW . R %
economy GDP) gistered activities.
The extent to which agents trust and follow the rules of society,
Role of law LAW the quality of contract enforcement, property rights, police and | units
courts, and the likelihood of crime and violence.
Variable Obs Mean Std. dev. Min Max | expend corrperc control polits~b law quality shadow
expend 48 98.27733 19.52239 7.93 143.15 expend 1.0600
corrperc 488 62,62745 18,8016 23 94 corrperc -0.6132 1.8@80
control 488 923652  .9457816 -1.18 2.4 control | -0.0626 ©.9868  1.0608
politstab 408 .6698441  .5422673 -2.82 1.4 pol ““idb ‘2-2?32 2-::23 2-:22 ;3:32 A
aw -0. . . . .
Taw Rt 1.01973 7775411 -8 2.12 quality -0.02086 ©.9123 ©.9247 ©.7251 ©.9435 1.8000
shadow 9.1198 -8.719@ -8.7173 -P.6306 -@.7536 -0.7624 1.0800
quality 4e8 1.88876 .5953823 -.6 2.85
shadow 488 17.83922 8.5086877 6.19 43.8

lfote: strong or close correlation strength at |/ > 0.7; medium at 0.5 <|A < 0.7; moderate at 0.3 < |7 < 05; | weak at 0.2 < |7 < 0.3;
very weak at |71 < 0.2.

Fig. 1. Descriptive statistics and correlations between corruption and shadow economy indicators in European countries in 2010-2022
(author's development based on [1])
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Notes: 1 - Austria, 2 - Albania, 3 - Belgium, 4 - Bulgaria, 5 - Denmark, 6 - Estonia, 7 - Ireland, 8 - Iceland, 9 - Spain, 10 - Italy, 11 -
Cyprus, 12 - Latvia, 13 - Lithuania, 14 - Luxembourg, 15 - Malta, 16 - Moldova, 17 - the Netherlands, 18 - Germany, 19 - Norway, 20 -
United Kingdom (UK), 21 - Poland, 22 - Portugal, 23 - Romania, 24 - Serbia, 25 - Slovakia, 26 - Slovenia, 27 - Hungary, 28 - Ukraine,
29 - Finland, 30 - France, 31 - Croatia, 32 - Czech Republic, 33 - Switzerland, 34 - Sweden.

Fig. 2. Trends in primary public expenditures in European countries in 2010-2022, % of GDP (author's development based on [1])
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Fig. 3. Trends in the Corruption Perceptions Index in European countries in 2010-2022 (author's development based on [1])

The average level of the Corruption Perceptions Index
in the surveyed countries was 62 points, meaning that Euro-
pean countries are perceived as less corrupt to a greater
extent (> 50 points). The highest values of the index are
observed in Denmark in 2021 (98 points), Norway in 2015
(88 points), Finland in 2021 (88 points), Switzerland in
2016 (86 points) and Sweden in 2015 (86 points), meaning
that these countries are the least corrupt. The lowest values
of the index are typical for Albania in 2013 (31 points),
Bulgaria in 2011 (33 points), Moldova in 2019 (32 points),
Serbia in 2011 (33 points) and Ukraine in 2021 (32 points),
i.e. these countries are the most corrupt.

Trends in the level of the shadow economy as a key
indicator of economic growth are shown on Figure 4.

The average shadow economy level in the surveyed
countries was 17.8 % of GDP. This figure fluctuated bet-
ween 8.5 % in 2010-2022. Since the end of 2015, most
European countries have seen a decline in the level of the
shadow economy. The maximum values were recorded in
Ukraine in 2020 (43.6 %), Cyprus in 202 (32.5 %), and Mol-

1 2 3

dova in 2015 (39.6 %). The minimum level of the shadow
economy is observed in Austria in 2020 (8.9 %), Denmark
in 2021 (12.9 %), Ireland in 2021 (6.9 %), Iceland in 2021
(10.4%), Luxembourg in 2020 (10.4%), Norway in 2014
(13, 3%), Switzerland in 2021 (6.1%) and Sweden in 2019
(12%), meaning that these countries have more transparent
and clear market entry rules, high regulatory quality and a
prevalence of the role of law.

After analyzing the main trends in corruption and
shadowing of European economies, it is worth paying
attention to measures that will reduce their negative impact
and promote national economic growth, including:

— digitalization and technology: digital platforms and
electronic transactions will increase the transparency and
accountability of government agencies and business entities;

— anti-corruption reforms: legal reforms, institutional
strengthening and public awareness campaigns;

— cross-border cooperation: European countries streng-
thening cooperation within international organizations such
as the European Union, Interpol and the United Nations.
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Fig. 4. Trends in the level of the shadow economy in European countries in 2010-2022, % of GDP (author's development based on [1])
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These measures are being actively implemented by the
countries with the lowest corruption and shadow economy
indicators — Denmark, Ireland, Iceland, Luxembourg, Nor-
way, Sweden, Switzerland and the United Kingdom. The
organizational and economic tools for fighting corruption
in Europe include a combination of legal reforms, insti-
tutional strengthening, law enforcement and public awareness
campaigns. International cooperation through organizations
such as the European Union, Interpol and the Council of
Europe helps to coordinate anti-corruption initiatives, faci-
litate information exchange and support capacity building
efforts. Thus, the analysis of corruption and shadow economy
trends in European countries contributes to the develop-
ment of more effective strategies to promote transparency,
integrity and accountability at various levels of government.

CONCLUSION

An analysis of trends in corruption and shadow economy
indicators in European countries shows their volatility
under the influence of socio-economic, political and legal
challenges. Despite anti-corruption reforms and regulatory
measures, corruption remains a widespread problem in many
European countries, including Albania, Moldova, Ukraine,
and Bulgaria. Deep-rooted systemic corruption, weak law
enforcement mechanisms and accountability gaps contri-
bute to the persistence of corrupt practices in various sectors
of the European economy. In the course of achieving this
goal, the most variable indicators were identified, including
the indicator of primary public expenditures as initially
approved budgets and the corruption perception index, which
had the highest values of standard deviations, minimum
and maximum levels. A close direct correlation (r) between
the corruption perception index and the corruption control
index of 0.986 was found, which leads to the following
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TEHJEHIII KOPYMITI3AIIII TA TIHI3AIIi EKOHOMIKHA B €BPOITEMCBKUX KPATHAX

Kopynyis ma minvosa exonomixa € 0OHUMU 3 HAUOINbW AKMYATLHUX NPOOAEM, 3 AKUMU CmuKaiombca kpainu €sponu. Li asuwa 3nauHo
BNIUBAIOMb HA COYIANLHO-eKOHOMIYHUL PO3GUIMOK, NONIMUYHY CMAOITbHICMb Ma npasogy cucmemy oepaicas. Memoio docriodicenns €
ananiz menoenyiti Kopymnizayii ma minizayii exonomixu y 34 esponeticokux kpainax npomsicom 2010-2022 pp. V x00i docniocenns
3aCMOCOBAHO MAKI THCMPYMEHMU: MemooUu Spyny6anHs, NOPIGHAHHA MA Y3aA2aNbHEHHs, AHANI3 YACO8UX psOi6, PO3PAXYHOK ONUCOBUX
cmamucmuk. Pospaxynxu npoeedeno na ocrosi oanux Ceimogoco OGAHKY 3a 00NOMO20t0 npocpamuoz2o sabesneuenns StataSE 18.
Ilpoananisyeaswiu cepeOHbOK8a0pamuyHe 8i0XUNEHHs, MIHIMATbHI MA MAKCUMANbHI 3HAYEHHSA NOKA3HUKIE KOpYMNi3ayii ma miHizayii,
8UABNEHO HAUOINbLUL 8APIAMUBHT THOUKAMOPU: NOKAZHUK NEPEUHHUX OEPAHCABHUX GUOAMKIE K NOUAMKOBO 3AMEEPOHCEHUX OI00HCEMmis
ma inoexc cnputinamms Kopynyii. Busnaueno, wjo, nonpu 8npo8aodiCcenHs YUCIeHHUX AHMUKOPYRYIUHUX pehopm ma pecyisimopHUx
3axo00is, maki Kpainu, axk Anbauis, Monoosa, Ykpaina ma boazcapis, npooosicyroms cmukamucs 3 8UCOKUMU PIBHAMU KOPYRYil, wo
niOmeepoA’CYEMbCs  HUZLKUMU  PIBHAMU  THOeKCy cnputinamms  kopynyii. OCHOBHUMU NpUNUHAMU YbO2O € CAAOKI MEeXaHizmu
npago3acmocy6ants, NpO2ANUHY Y NIO36IMHOCMI ma HU3bKUll pieHb nposopocmi y  OepoicagHomy ynpasninui. Haiimenw
KOpyMnosanumu e€gponeiicbkumu kpainamu € Janis, Hopeeeis, Dinnandis, [lseiiyapis ma Illseyis. Bucoki pigHi miHb080I eKOHOMIKU
cnocmepiearomvcsi 6 Yrpaini, na Kinpi ma y Mondosi, mooi maxi kpainu, sik J{anis, Hopeeeis ma [lleeyisi demoncmpyons HauHuiCui
nokasHuxy. Ompumani pe3yibmamu 0OCIIONCEHH MOdce OYMU 3ACMOCOBAHO 05l PO3POOIEHHS OPAHI3AYIHO-eKOHOMIUHUX 30X00i8
npomuoii. Kopynyii ma miHb08iti eKOHOMIYI OPSAHAMU OEPAHCABHOI 61a0U, CY6 EKMAMU 20CNO0APIOBAHHA MA THUWUMU EKOHOMIYHUMU
azeHmamil, Wo € 6adNCIUSUM OJisl eKOHOMIYHO20 3POCMAHHS €6PONEUCLKUX KPAiH.

Knruoei cnosa: kopynyis, minb08a eKOHOMIKA, eKOHOMIYHE 3POCMAHH, THOEKC CRPULHAMMA KOPYRYIi, ONUCO8I CINAMUCmuKy
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