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NHCORHHT

2021 un 22 eBpasb KyHU Y36eKUCTOH Pecny6ivkacu
MNpe3ngeHTn Waskat Munp3snées bupnawrad Munnatnap
TaWwKnnotn VIHCOH XyKyKnapu 6yinnya KeHrawmHUHT
46-ceccnacmpa UWTUPOK ITAN Ba HYTK Cy3naau.

“leMOKPaTUK UCIOXOTNapUMU3 SHIN Y36EKUCTOHHN ByHE 3Tuwra
KapaTwunraH 6ynuné, 6y yarapuwnap opTra KaiTmMarguraH Tyc ongu.”

“2030 nunravya mymkannaHradH bapkapop puBOXXIaHUW Makcagnapu
MamiakaTumMnsga xap ovp MHCOHHUHT XYKYK Ba KOHYHUIN MaHhaaTnapuHu
TabMUHAAWHN Ky34a TyTaguraH “xed KUMH1 abTubopaaH yeTga Kongmp-
Macnuk” Tamonunm acocuga amanra owmpunagn.”

“Bu3 reHgep cnécaTun macananapv bopacuga mamaakaTUMUSHUHT MKT Y-
MOMWIR-CMECUIA XaéTuaa Ba MWOMNAPMOHAMK coxacmpa aénnapHUHr POSNHK
Ty64aH owmpuira KapaTwiraH UWnapHn KaTbuii gaBom T Tupamus.”

“Anoxmaa axTUWEXra ara 6YnraH LaxcnapHUHT XYKYKNapuHU TabMUH-
nawira >kuaauii 3bTuneop kapaTunagn.”

“AXONMMMU3HUHT APMULAH KYNUHN TallKua 3TaguraH énap XyKyknapuHm
XMMOS KNuW AOMMO 3bTrnbopumMns mapkasunga 6ynmno kenmokaa.
Xopwnii un YsbekncToHga “ElwnapHu Kynnab-KyBeaTnall Ba axonu
caoMaT/IMIMHU MycTaxkamnatl Winun”, eé abaoH KuanHan.”
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“bu3 Xasikapo MexHaT TalKuioTu BaXXaxoH 6aHKM 6bunaH xamkopmkaa
MaXKOypuii mexHaT Ba 6onanap mexHaTura 6apxam 6epuwl 6yinnya KaTTa
NLWIapHU amasira owmpank.

By ncnoxoTnapummagaru sHr acocuii o TyKnapummagad 6upm 6ynam. 2021
mnga, abHKM bonanap mexHaTwura 6apxam 6epuwl xankapo nunuga bonanap
OmbyacmaHun Tyrpucugarn KOHyHHU Kabyn kunammas.”

“UHCOH XyKyKNapu coxacnga Tabnnm” geknapaumsacuHudr 10 annnurura
6armwnab 6mns Onuii Komuccap 6olKapmacy 6unaH bupranukga rnoban go-
PYM YT KasuHN Taknng sTamms.”
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“boll KOTU6 AHTOHNY N'yTeppuLl XXaHoou OnuiinapuHUHE yKaponunrm
6ynmaraH waxcnap COHUHM KaMaiTupuw 6yinya KaTbuil Yopanap KypuLl
Tyrpucugarv TaknmpuHm Kynnab-KyssaTnaimMus,

BupruHa yTraH WMAHUHE y3uaa 50 MUHT Hadap BaTaHAoWnMn3 Y36e-

KUCTOH (hykaponurura Kabyn KuamHaum, 6y nmn sHa 20 MUHrgaH 3nén Kuwm
hykaponukka ara 6ynaagw.

“byHAaH BYEH xaM (PyKapOo/IMK XXaMUS TN MHCTUTYTNapuHN sHaga pu-
BOXK/IAHTMPULW, Y30eKUCTOHAA CY3 3PKUHUTMHU Xap TOMOHNama Kys-
na6-KyBBaT/NallHN KaTbUi Makcag KuiraHMmums.”

4.

“MHCOH XyKyKnapu 6yinya keHrawra Cyabsnap KeHrawnapu gaonuaTu-
HUHT YHUBEpcan NPUHUMNAAPUHN NLWNAa6 YNKWLL MacanacuHn Kypmo6 YNKULLHW
ATaknug sTamus.”

“KMNHOKMAPHUHT ONAVHW ONnW 6yiirya MUNIWIA NPEBEHTUB MeXaHU3MHW
YKOPUIA 3TUW gompacmga 6us ofaMHUHT Kaap-KMMMaTUHU epra ypagura,
WHCOHWIANIMKKA 31A, 6YNraH KWMHOKNAaPHUHT Xap KaHgan kypuHiwura 6yHaaH
O6yéHxam My Tnako iyn kynmanmms.”

y

“Y36€KNCT OH VHCOH XyKYK/apy CoXacuaaru xankapo MakoypuaTnapura
KaTbuii coankkonagn.”

“Y36eKNCTOH VIHCOH XyKyknapu 6Viinua KeHraw ab3ocu cudaTuga
XanKapo XyKYKHUHT MHCOH XyKyKnapura oug yMymM abTUpod 3 TUAraH NnpuH-
LN Ba HOpManapuHu KaTbUAXUMOos Kunaam Ba aon unrapu cypaau.”

CaxuthanapHun MyHup PABLLUAHOB Taiiépnagu
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ANALYSIS
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WHAT DO WE (NOT) KNOW?

The shadow (underground) economy plays a major role in many
countries. People evade taxes and regulations by working in the shadow
economyorbyemployingpeopleillegally. On the one hand, thisunregulated
economic activity can resultin reduced tax revenue and public goods and
services, lower tax morale and less tax compliance, higher control costs,
and lower economic growth rates. But on the other hand, the shadow
economy can be a powerful force for advancing institutional change and
can boost the overall production of goods and services in the economy.
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The shadow economy has implications that extend beyond the economy

to the political order.

The shadow economy is known by different
names, such as the hidden economy, gray
economy, black economy or lack economy,
cash economy, or informal economy. All
these synonyms refer to some type of shadow
economy activities. We use the following
definition: The shadow economy includes all
economic activities which are hidden from
official authorities for monetary, regulatory,
and institutional reasons. Monetary reasons
include avoiding paying taxes and all social
security contributions, regulatory reasons
include avoiding governmental bureaucracy or
the burden of the regulatory framework, while
institutional reasons include corruption law,
the quality of political institutions, and weak
rule of law.

The starting point of nearly all controversies
concerning the shadow economy is how to
define it or how to estimate its size [1]. Since
the term “shadow economy” comprises
numerous economic activities, it is difficult to
provide a formal definition. For example, the
definition must distinguish between goods
and services produced and consumed within
the household, “soft” forms of illicit work
(moonlighting), illegal employment, and social
fraud, as well as criminal economic activities.
In general, the shadow economy can be
understood to encompass the economic
activities of individuals that are outside official
norms and formal institutions. Because the
transactions are illegal—the goods or services
themselves are not necessarily illegal to own
or to trade through other, legal channels—the
market is forced to operate outside the formal
economy and its institutions, both public and
private.

From the point of view of economic policy,
the shadow economy activities that are
particularly relevant are those related to value-
added. Estimating the value of these activities
requires distinguishing between the output of
illegal and legal activities and the illegal and
legal production and distribution of the output
of these activities. Common motives for
operating in the shadow economy are to trade
contraband, avoid taxes and registration costs,
or skirt price controls. Typically, the shadow
economy, as the totality of such activity, is
referred to as a complement to the official
economy.

Analyzing the effects of a growing
shadow economy is difficult and requires
comprehensive empirical evidence, which
is not available. Most studies focus on the
influence of the shadow economy on the
allocation of resources and the loss of revenue
for the state [9]. But it is even more important
to learn about the impact of official institutions,
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norms, and rules. The shadow economy is an
indicator of a serious deficit of legitimacy in
the rules governing official economic activities
and in a weakness in the social order [7]. The
exit option to the shadow economy is an
important means of securing economic and
social freedom and of weakening the reach of
the leviathan state.

More analysis and empirical studies
are needed to answer several important
guestions:

- Whatamount ofofficially unaccounted
forresources is being used for production in
the shadow economy?

* How large is the additional supply of
goods and services in the shadow economy,
and what additional indirect tax revenues
does this activity generate?

* How much has the shadow economy
added to the public deficit and reduced
investments in infrastructure?

e How can corrupt and inefficient
institutions be reformed to reverse the
development of the ‘dual economy?”

Shadow economies have grown in reaction
to rising tax burdens and government regulation
in industrial countries and to the lack of stable
institutions insome Eastern and Central European
countries. In combination with reduced tax
morale and weaker loyalty to the government,
empirical evidence shows that these are the
most important factors contributing to the
migration of jobs into the shadow economy.
Vital steps for reversing this growth of the
shadow economy are improving institutions and
respect for government by strengthening tax
morale, voice, and accountability, rule of law,
governance, regulatory quality, and by reducing
corruption [11].

What does not work is to increase the
costs of illicit work by intensifying controls and

setting higher fines. Research has shown that
people’s decisions to participate in the shadow
economy are barely influenced by detection
rates, but depend much more on perceived
values, acceptance of the tax system, and the
overall situation in the labor market, including
the unemployment rate [12].

The shadow economy is caught up in a
vicious circle. A heavy tax and regulatory
burden results in higher growth of the shadow
economy, which reduces government revenue
and intensifies pressure on public finances,
which in turn reduces the quality and quantity
of publicly provided goods and services and
public administration. Ultimately, this may
lead to rising tax rates in the official sector,
which creates even stronger incentives to
participate in the shadow economy. As the
shadow economy grows and state institutions
weaken and lose popular support, democratic
voting (voice) becomes less attractive than
using the exit option of moving into the
shadow economy.

And people will increasingly choose the exit
option if the voice option is not strengthened
by the introduction of more direct democratic
elements. They will choose either to work
illicitly or to search for an economic and social
system that corresponds to their preferences
[7]. In this context, the shadow economy
can be viewed as part of an evolutionary
process that is making economic and social
development more dynamic. On the one hand,
the societal pressure on deregulation and tax
reduction is increased, and on the other hand,
innovative forms of living together and working
emerge outside the influence of government
restrictions. In the long term, however, a
society cannot accept the systematic flouting
of the law, as this undermines the acceptance
of the legal authority of the state. One option
for intervening in the vicious circle is to improve
the quality of institutions and strengthen the
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institutional framework. Fighting corruption
by increasing transparency will reduce the
incentives to work in the shadow economy
and strengthen loyalty toward the state in
ways that intensifying controls and raising
fines will never do.

The increasing resistance to existing
norms and economic regulations that is
reflected in the continuing importance of
the shadow economy can be dealt with
through a two-pillar strategy of reducing the
attractiveness of the exit option (the shadow
economy) while strengthening the voice
option (voting and participation) [7] (figure 1).
Federal elements have to be strengthened,
and instruments of direct democracy, such as
referendums and legal initiatives, should be
introduced to give citizens more opportunities
to participate in rulemaking and the design
of the tax system. Regional commitment and
citizen initiatives could signal a wish to keep
or regain control. Increased participation will
diminish the perception of being subjected
to unfair restrictions on personal freedom,
thereby boosting tax morale and civic loyalty
and reducing the attractiveness of the
shadow economy. Acting in accordance with
the subsidiarity principle (matters should
be handled at the lowest competent level of
administration) is economically advisable and
more efficient. For the EU, that would mean
that European-level benchmarking could be
initiated for the exchange of good practice,
but the implementation of generalized norms
should be kept to a minimum at that level.

Pros

e High taxes and social security
contributions and heavy regulation are the
main drivers of the shadow economy.

e Resources not being used in the
official economy can be used in the shadow
economy to increase the overall supply of
goods and services.Opinions on how to deal

with the labor force in the shadow economy
differ widely.

e Governments try to encourage firms
to move out of the shadow economy by
improving public institutions.

. Fostering stronger popular
participation in government decision-
making, expanding elements of direct
democracy, and eliminating corruption can
also reduce the shadow economy.

Cons

e The shadow economy is hard to
measure, and different methods vyield
different results.

* Some measurement difficulties occur
because the shadow economy is not clearly
defined.

e By worsening fiscal deficits and
reducing infrastructure investment, the
shadow economy reduces welfare and
economic growth.

* The shadow economy can undermine
state institutions, leading to more crime
and less support for institutions, ultimately
threatening  economic and  political
development.

« Trying to reduce the shadow economy
through punitive fines and tighter controls is
costly and not very effective.
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