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Abstract. The research examines the role of currency regulation in
ensuring economic security, and special emphasis is placed on the analysis
of this issue from the point of view of public welfare. Income growth as a
source of human capital development is impossible without effective state
regulation at the current stage of economic development. Regular changes
in Russia’s foreign economic activity, economic and political problems at
the national and international levels, and the widespread use of modern
technology pose a threat to both national and economic security. All this
creates the need for regular analysis of statistics on individual indicators,
including the detection of violations of currency legislation. The study also
analyzed the issue of legal and illegal capital outflows and their impact on
the economy; it was determined that the outflow of funds due to legal
transactions exceeds illegal ones by many times. This fact underscores the
need to introduce measures to minimize net outflows. The factor that
determines people’s standard of living has been chosen GDP (PPP) per
capita, and reflected the impact of the foreign exchange market on public
welfare using regression analysis. The results also explain the import
substitution policy of the Central Bank.
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1 Introduction

Nowadays, in the context of globalization, we can observe an intensification of capital flows
between countries, which is an objective process, determines the welfare of society and the
economic security of the state. The outflow of capital from the country leads to a slowdown
of economic development, a decrease in the welfare of the population and a serious threat to
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economic security. The currency policy of the Russian Federation uses methods of capital
control [1].

In general, the mechanism of currency regulation in Russia and abroad is the same, with
liberalization using methods of monetary policy [2]. Modern methods of Russian currency
regulation have inherited the mechanisms formed in the Soviet period [3]. Foreign exchange
legislation is aimed at preventing capital flight from the country. A number of authors
consider issues related to consideration of capital controls [4, 5], as well as issues related to
the application of monetary policy measures in regulating capital flows [6], which
determines the level of well-being of society as a whole.

Foreign exchange regulatory authorities primarily monitor the implementation of
foreign exchange laws in order to improve welfare and ensure economic security [7]. The
question of the influence of monetary policy on macroeconomic stability is topical [8].

To assess the impact of the system of currency regulation on economic security, it is
worth mentioning such a threat as illegal movement of capital abroad [9]. A number of
authors also consider issues related to the hidden movement of capital between countries
[10]. Consider the indicator of net (legal) capital outflow presented in the structure of the
balance of payments of the Russian Federation.

160.0
152,1

140.0 133,6
1200
100.0
80,0
60,0

40.0

20,0 25

18,5 22,6

0.0
2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021

Caprtal mrtﬂmv: billion dollars average weighted dollar exchange

Fig. 1. Dynamics of the net capital outflow from the Russian Federation and the dollar exchange rate.
Source: Central Bank of Russia, https://cbr.ru.

Over the past 10 years about $547.8 billion has been legally exported from the country
(acquisition of assets abroad, placement of export proceeds in offshore zones). The year
2014 saw the largest surge in capital outflows, which led to an increase in the exchange rate,
higher inflation and a decline in the welfare of society. This dynamics is associated with the
sanctions imposed by the U.S. and Western countries in response to the annexation of
Crimea. There has been a sharp decline since 2015-2018 (Fig. 1). However, in 2020 the
epidemiological situation had its impact and there was an increase in capital outflow.

2 Materials and methods

Analytical and descriptive research methods, graphical and mathematical apparatus of
statistical data processing, as well as regression analysis were used in the work.
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The purpose of the research is to outline the impact and role of currency regulation in
improving the welfare and economic security of the country, as well as to determine the
impact of currency market factors on the living standards of the population.

Research objectives: to consider the features of currency regulation in the Russian
Federation; to substantiate the foreign economic aspects of economic security of the
country; to characterize the role and influence on it of the system of currency regulation in
order to increase public welfare.

3 Results

Financial risks arising from capital outflows can become a serious threat to the economic
security of the country, and will be expressed in the lack of domestic investment, a negative
impact on the national currency, real income, as well as on economic growth and the
welfare of society as a whole.

This underlines the need for the state to introduce measures to significantly minimize
the net outflow. Comparing the amounts of net outflows (Fig. 1) and illegal outflows (Fig.
2), we see that in recent years the outflow of funds due to legal transactions exceeds illegal
ones many times. The minimum value for all 10 years for legal transactions is $11 billion in
2018, and for illegal — $1 billion, i.e., there is a difference of 1000%.
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Fig. 2. Dynamics of the amount of illegal capital outflow from the Russian Federation (in billion $).
Source: Central Bank of Russia, https://cbr.ru.

In 2010-2020, due to dubious transactions, the capital outflow was $135.5 billion. In
2018-2020, the withdrawal of about $ 1 billion per year was considered dubious, while in
2010-2012 about $ 20-30 billion. The damage to the budget from such operations is about
30%, which leads to a decrease in the real incomes of the population and the welfare of
society. Illegal transactions are made in the course of export and import of goods as
follows:

1. A number of companies provide inaccurate information when declaring export
earnings. This situation is most common in the fuel and energy sector. Crude oil and
petroleum products occupy more than 50% of the entire commodity structure of Russian
exports and there is an obvious correlation with the growth of world energy prices and the
increase in the value of illegal exports of capital from the country.

2. In some cases, importers inflate the amount of payments for imported products, using
fictitious contracts (they occupy more than 30% of the share of the country’s imports).

3. Importers can charge fictitious prepayment in transactions.
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There is a concept of “fly-by-night” companies, which are created for the execution of
an import contract and to which an advance payment is transferred from abroad, after which
the company is liquidated.

As a result of the above, the Russian economy loses money and this leads to a decrease
in general welfare. The above mentioned is also confirmed by the statistics of the Central
Bank; according to its data, more illegal transactions take place through imports: 44% — due
to advance payment for imported goods, 21% — in case of import of goods through the
Customs Union countries (Fig. 3).
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Fig. 3. Structure of doubtful transactions for withdrawal of funds abroad in 2020. Source: Central
Bank of Russia, https://cbr.ru.

In 2012-2020, there was a sharp decline in the illegal outflow of capital, mainly due to
the effective work of the currency regulation authorities. Money remains on the territory of
the Russian Federation and increases the welfare of society. It is important to keep in mind
that criminal liability for non-repatriation of currency begins with exceeding the amount of
the crime of 100 million rubles. However, the amounts of damage during the 2020
pandemic were the highest for the entire period (Table 1).

Table 1. Numbers of possible damage associated with different types of violations of currency
legislation, 2014-2020

Amount of possible Year
damage (billion 2014 2015 2016 2017 2018 2019 2020
rubles)
Non-repatriation of 40 33.6 39 33.6 29.6 26.7 493
currency
Growth rate (%) - -16 16.07 -13.85 -11.9 -9.8 84.64
Transfer of funds 8.7 19.4 239 20.8 17.9 31 14
using false
documents
Growth rate (%) - 12298 | 23.19 -12.97 -13.94 73.18 -54.84
0.22 0.244 0.222 0.223 0.2242 | 0.1858 3

Smuggling of cash
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- 7.01 -9.01 0.45 0.54 -17.13 1514.6
4

Source: authors’ calculation based on the Federal Customs Service of the Russian
Federation, https://customs.gov.ru.

Growth rate (%)

The most frequent cases involve currency transactions involving the transfer of funds
using false documents. The highest damage amounts in this case were observed in 2019,
and the lowest in 2014 (Table 1). The amounts of damage associated with cash smuggling
are the most minimal in contrast to other. Many unscrupulous participants in Foreign
Economic Activities took advantage of the difficult epidemiological situation in 2020, and
the amount of possible damage amounted to 3 billion rubles (increase of 1,514.64%) (Table
1). Illegal movement of cash by individuals is one of the possible channels for money
laundering, which reduces the well-being of society as a whole.

Since 2013, the country has intensified its effective fight against money laundering.
While in 2007-2014 about $16 billion was exported, in recent years this figure is much
lower. Consequently, the effectiveness of customs inspections in the movement of currency
has a positive result; there is an increase in budget revenues, opportunities for financing
various activities, the growth of real income and wealth, and overall economic security of
the country.

For further analysis, we will use statistical data and a two-factor linear model:

Y =ab, X, + b,X,+ €, (D

where X, — Capital outflow, billion $;

X, — Weighted average dollar rate;

Y — GDP (PPP) per capita, thousand $.

As a factor determining people’s standard of living, let us choose GDP (PPP) per capita,
and try to reflect the impact of the foreign exchange market on social welfare.

Table 2. Summary data

Russia
b, (.9837%#*
b, 3,269%:**
Number of
observations 27
R? 0.89
DW 1.62
Y =0.98X, +3.27X,+ 15.12 2)

The results showed (Table 2) that if capital outflows occur at 1 percentage point, GDP
(PPP) per capita is reduced by 2 percentage point. At the same time, the fall in the exchange
rate of the national monetary unit (the growth of the dollar) stimulates import substitution
and leads to an increase in GDP per capita by 3.27 times. This is a very significant indicator
and emphasizes the importance of currency regulation in increasing public welfare. The
results also explain the actions of the Central Bank in Russia over the past two years,
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namely the lack of currency intervention to curb the dollar, in favor of stimulating import
substitution, welfare and economic security.

4 Discussion

The problem of legal and illegal outflow of capital has long existed and is relevant for most
countries of the world. Studies to assess the damage to public welfare and the threat to the
economic security of the state have a specific country-oriented nature In general, the high
volatility of exchange rates on capital flows is reflected in most academic papers [11, 12],
but the factors determining the dynamics are clearly country-specific. A qualitative
assessment of the effects of capital outflows is possible through a clear gradation of supply
and demand variables and appropriate two-way analysis [13]. The authors also emphasize
the importance of currency regulation [14], with oil prices, export earnings, investor risk
appetite, and the sanctions intensity index chosen as priority indicators. Our results are
partially consistent with these findings. Previous studies have prioritized domestic factors,
such as consumer prices, external debt payments, and the amount of portfolio investment
[15]. At present, the research conducted before 2014 can only be used to analyze the
economy of that period. In the current market conditions, external factors are at the
forefront of the analysis of capital outflows in the conditions of modern currency regulation.
Studies in this area are based on multifactorial regression models of time series, which
confirms the reliability of the obtained results.

5 Conclusion

Currency regulation plays an important role in the growth of prosperity and economic
security, since the activities of the currency regulatory authorities contribute to the conduct
of effective monetary policy.

Russia is increasingly pursuing a policy of liberalizing currency relations. In spite of
this, absolutely all operations are subject to supervision in order to avoid such threats as
significant reduction of the gold and currency reserve, instability of the country’s balance of
payments.

Having analyzed the indicators of capital outflow, it was found that it also has a negative
impact on the economy, namely, contributes to the emergence of financial risks: the lack of
domestic investment, the negative impact on the exchange rate of the national currency
reduction in real income and welfare.

A comparison of the amounts of illegal and net outflows of funds showed that in recent
years, the outflow of funds due to legal transactions exceeds illegal ones many times over.
This fact underscores the need to introduce measures to minimize the net outflow.

The illegal outflow of money abroad is the main threat to the country’s economic
security. Unscrupulous participants in FEA seek to avoid not only investment risks and
inflation, but also to multiply and legalize illegally obtained income.

The results of the study reflect the impact of currency regulation on the welfare of
society, namely on the dynamics of GDP per capita. The foreign exchange policy of modern
Russia is aimed at stimulating import substitution, improving living standards and welfare,
including with the help of the Central Bank’s instruments. Despite all the difficulties, Russia
maintains a fairly high level of economic sovereignty and economic security

The study was carried out within the framework of the basic part of the state assignment of the
Ministry of Education and Science of the Russian Federation, project 0729-2020-0056 “Modern



Dela Press Conference Series: Economics, Business and Management Vol.001, 035 (2022) https://doi.org/10.56199/dpcsebm.mohy2122

The IIT International applied research conference “Human resource management within the framework of realisation of national development goals
and strategic objectives”

methods and models for diagnosing, monitoring, preventing and overcoming crisis phenomena in the
economy in the context of digitalization as a way to ensure the economic security of the Russian
Federation”.
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