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THE SIZE AND DEVELOPMENT OF THE SHADOW ECONOMIES
OF UKRAINE AND SIX OTHER EASTERN COUNTRIES
OVER THE PERIOD OF 1999 - 2015

F. Schneider

Estimations of the size of the shadow economies of Ukraine, Armenia, Kazakhstan, the Kyrgyz
Republic, the Russian Federation, Tajikistan and Turkey are presented over the period from 1999 to
2015. According to the author's estimation the average size of the shadow economy (in 1999 — 2015)
was 44.6 % in Ukraine, 42.3 % in Armenia, 35.8 % in Kazakhstan, 37.4 % in the Kyrgyz Republic,
39.7 % in the Russian Federation, 41.5 % in Tajikistan and 30.1 % in Turkey. The author has proved
that an increase in the burden of indirect taxation, the unemployment rate and corruption and less
business freedom are the driving forces of the shadow economies of these countries.
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PO3MIP | PO3BUTOK TIHbOBOI EKOHOMIKU YKPAIHU
TA WWECTU IHLUMX KPAIH CXOAy 3A NEPIOA 1999 — 2015 PP.

WHatdep &. I.

HaBegeHo ouiHKy po3MmipiB TiHbOBOI eKOHOMikM YKpaiHu, BipmeHii, Kasaxctany, Kuprusbkol
Pecny6nikun, Pocincekoi ®egepadii, Tagpkukmctany n TypedumHu 3a nepiog i3 1999 go 2015 poky.
3a ouiHkamn aBTopa, cepefHin po3mip (i3 1999 po 2015 poky) TiHBOBOI €KOHOMIKM YKpaiHu
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cTaHoBUTb 44,6 %, BipmeHii — 42,3 %, Kasaxctany — 35,8 %, Kuprusbkoi Pecnybniku — 37,4 %,
Pocincekol ®eaepadii — 39, 7 %, Tapkukuctany — 41,5 % i TypevunHm — 30,1 %. ABTOpoM JoOBeAEHO,
WO 30inblUEeHHA TArapsa HenpsiMUX nogatki, piBeHb 6e3pobiTTa 1 kopynuii, obmMexeHHss ceBoboam
Gi3Hecy € pyLWinHMMK cunamm TiHbOBOI EKOHOMIKM aHani3oBaHMX KpaiH.

Knroyosi criosa: TiHbOBa ekoHoMika YkpaiHu, Bipmenii, KazaxctaHy, Kuprusbkoi Pecny6niku,
Pocincekoi denepauii, Tamknkuctady n TypedymHu, NogaTkoBU TArap, siKiCTb AepXKaBHUX iHCTU-
TYTiB, KOPYNUisi, perynoBaHHs, MoAenb MHEMOCXEMMU.
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PA3MEP U PA3BUTUE TEHEBOWU 3KOHOMWKU YKPAUHbDI
N LUECTU OPYIUX CTPAH BOCTOKA 3A NMEPUO[MO 1999 — 2015 IT.

LHatdep @. I,

lMpuBegeHa oUeHKa pasmepoB TEHEBOW 3KOHOMUMKM YKpauHbl, ApMmeHun, KasaxctaHa, Kbip-
rbiackon Pecnybnuku, Poccuinckon ®depepauun, TampkmkmctaHa u Typumm 3a nepuog ¢ 1999
no 2015 rog. Mo oueHkam aBTOpa, cpeaHun pasmep (¢ 1999 go 2015 roga) TeHEBON IKOHOMUKMK
YkpaunHbl coctaenseT 44,6 %, Apmernnn — 42,3 %, KasaxctaHa — 35,8 %, Kbipreiackon Pecnybnmkmu —
37,4 %, Poccuinckon ®epepaumm — 39,7 %, Tapkukuctana — 41,5 % v Typuum — 30,1 %. ABTOpOM
AOKa3aHo, YTO yBennyeHne GpemMeHn KOCBEHHbIX HANoroB, ypoBeHb 6e3paboTuubl U KOppynuuu,
orpaHnyeHune cBoboabl Gu3Heca ABNAITCA ABVXKYLLUMMU CUNamMn TEHEBOW 3KOHOMUKMN 3TUX CTPaH.

Knroueabie criosa: TeHeBasi SkOHOMUKa YkpauHbl, ApmeHnn, KasaxcraHa, Kbiprbiackon Pec-
nyonukn, Poccunckon ®epepaumn, TagpkukuctaHa n Typumm; Hanorosoe 6pemsi; Ka4yecTBoO ro-
CyAapCTBEHHbIX NHCTUTYTOB; KOPPYNUMS; PpErynnpoBaHne; Mogenb MHEMOCXEMbI.
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Information about the extent of the shadow economy,
who is engaged, the frequency of these activities, and their
magnitude is crucial for making effective and efficient deci-
sions regarding the allocations of a country's resources in this
area. Unfortunately, it is very difficult to get accurate informa-
tion about shadow economy activities on the goods and labour
market, because all individuals engaged in these activities do
not wish to be identified. Hence, doing research in this area
can be considered as a scientific passion for knowing the
unknown.

Hence, the goal of this paper is threefold: (i) to under-
take the challenging task of estimating the shadow economy
for the six countries: Ukraine, Armenia, Kazakhstan, the Kyr-
gyz Republic, the Russian Federation, Tajikistan and Turkey
over the period from 1999 to 2015; (ii) to provide some
preliminary insights into the main causes of the shadow
economy; and (iii) to provide some remarks about corruption.
Some theoretical considerations about the shadow economy
have been made and the size of the shadow economy of
seven countries, namely, Ukraine, Armenia, Kazakhstan, the
Kyrgyz Republic, the Russian Federation, Tajikistan and Turkey
has been estimated in the research. A summary and policy
conclusions have been given.

There are numerous papers trying to estimate the size
and development of the shadow economy of Eastern coun-
tries. In this short literature review some of the more recent
studies are shown. In the paper by Schneider, Buehn and Mon-
tenegro the authors present estimates of the shadow econo-
mies for 162 countries including developing, East Europe,

Central Asia and high income OECD countries over the years
1999 — 2007 [1]. According to their estimates of the average
size and development of the shadow economies over the
years 1999 — 2007, the shadow economy made up 44.0 % in
Armenia, 39.9 % of official GDP in Kazakhstan, 40.4 % in the
Kyrgyz Republic, 43.8 % in the Russian Federation, 42.2 % in
Tajikistan and 37.2 % in Turkey. Similar results of these coun-
tries are presented in [2] by Schneider and Williams. The size
and development of the shadow economy in the Caucasus
and Central Asia, is empirically investigated in the study of
Abdih and Medina [3]. Their study estimates the size of the
informal economy and the relative contribution of each causal
factor for the Caucasus and Central Asia countries (for Arme-
nia, Aserbaidzhan, Georgia, Kazakhstan, the Kyrgyz Republic
and Tajikistan) for the year 2008. Again, using the MIMIC
estimation approach they found that the tax system, rigid
labour market are determinant factors explaining the size of
the informal economy in these countries which ranges from
26.0 % of GDP in the Kyrgyz Republic, 32,8 % in Tajikistan,
33.0 % in Kazakhstan to 35.0 % of GDP in Armenia. They also
concluded that a high shadow economy increases the level of
self-employment and the percentage of currency held outside
the banking system.

One commonly used working definition of the shadow
economy is all currently unregistered economic activities that
contribute to the officially calculated (or observed) Gross Na-
tional Product [1; 2; 4 — 11]. Smith [12] defines it as "market-
based production of goods and services, whether legal or
illegal, that escapes detection in the official estimates of GDP".
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In this paper, the following more narrow definition of the
shadow economy is used: the shadow economy includes all
market-based legal production of goods and services that are
deliberately concealed from public authorities to avoid pay-
ment of income, value added or other taxes; to avoid payment
of social security contributions; having to meet certain legal
labour market standards, such as minimum wages, maximum
working hours, safety standards, etc, and complying with cer-
tain administrative procedures, such as completing statistical
questionnaires or administrative forms.

Given this definition, the most important causal deter-
minants of the shadow economy are as follows:

e Tax and social security contribution burdens.

It has been ascertained that the overall tax and social
security contribution burdens are among the main causes for
the existence of the shadow economy [1; 2; 6 — 10; 14 — 18].
The bigger the difference between the total cost of labour in
the official economy and the after-tax earnings (from work),
the greater is the incentive to avoid this difference and to work
in the shadow economy. Since this difference depends broadly
on the social security burden/payments and the overall tax
burden, the latter are key features of the existence and the
increase of the shadow economy.

The concrete measurement of the tax and social
security contribution burdens is not easy to define, because
the tax and social security systems are vastly different among
the countries. In order to have some general comparable
proxies, the author uses the following causal variables: (1) in-
direct taxes as a proportion of GDP (a positive sign expected);
and (2) the share of direct taxes including social security pay-
ments: direct taxes and social security payments as propor-
tion of GDP (a positive sign expected).

e Intensity of regulations.

Increased intensity of regulations is another important
factor that reduces the freedom (of choice) for individuals
engaged in the official economy. One can think of labour mar-
ket regulations such as minimum wages or dismissal protections,
trade barriers such as import quotas, and labour market
restrictions for foreigners such as restrictions regarding the
free movement of foreign workers. Johnson et al. [15] find
significant overall empirical evidence of the influence of (labour)
regulations on the shadow economy; and the impact is clearly
described and theoretically derived in other studies, e.g. in Schneider
and Williams [2]. Regulations lead to a substantial increase in
labour costs in the official economy. But since most of these
costs can be shifted to the employees, these costs provide
another incentive to work in the shadow economy, where they
can be avoided. Their empirical evidence supports the model
of Johnson et al. [15], which predicts, inter alia, that countries
with more general regulation of their economies tend to have
a higher share of the unofficial economy in total GDP.

To measure the intensity of regulation or the impact of
regulation on the decision of whether to work in the official or
unofficial economy is a difficult task, and the author has tried
to model this by using the following two causal variables: (1) bu-
siness freedom: it is a subcomponent of the Heritage Foundation's
economic freedom index; it measures the time and efforts of
business activity. It ranges from 0 to 100, where O is least
business freedom and 100 maximum business freedom
(a negative sign expected); and (2) regulatory quality: World Bank's
regulatory quality index including measures of the incidents of
market-unfriendly policies, such as price controls or inadequate
bank supervision, as well as perceptions of the burdens imposed
by excessive regulation in areas, such as foreign trade and
business development. It scores between -2.5 and +2.5 with
higher scores corresponding to better outcomes (a negative
sign expected).

¢ Public sector services.

An increase of the shadow economy can lead to reduced
state revenues, which in turn reduce the quality and quantity
of publicly provided goods and services. Ultimately, this can
lead to an increase in the tax rates for firms and individuals in
the official sector, quite often combined with a deterioration in
the quality of public goods (such as the public infrastructure)
and of the administration, with the consequence of even
stronger incentives to participate in the shadow economy. The
provision and especially the quality of the public sector ser-
vices is thus also a crucial causal variable for people's deci-
sion to work or not work in the shadow economy. To capture
this effect, the author uses the following variable: Government
Effectiveness from the World Bank's Worldwide Governance
Indicators. It captures perceptions of the quality of public ser-
vices, the quality of the civil service and the degree of its inde-
pendence from political pressures, the quality of policy formu-
lation and implementation, and the credibility of government's
commitment to such policies. The scores of this index lie
between -2.5 and +2.5 with higher scores corresponding to
better outcomes (a negative sign expected).

o Quality of public institutions.

The quality of public institutions is another key factor
for the development of the informal sector. Especially the
efficient and discretionary application of the tax code and
regulations by the government plays a crucial role in the
decision to work underground, even a more important role
than the actual burden of taxes and regulations. In particular,
bureaucracy with high corrupt government officials seems to
be associated with larger unofficial activity while a good rule
of law by securing property rights and stability increases the
benefits of being formal. A certain level of taxation, mostly
spent in productive public services, characterizes efficient po-
licies. In fact, the production in the formal sector benefits from
higher provision of productive public services and is negati-
vely affected by taxation, while the shadow economy reacts in
the opposite way. An informal sector developing as a conse-
qguence of the failure of political institutions in promoting an
efficient market economy and entrepreneurs going under-
ground as there is an inefficient public goods provision may
reduce if institutions can be strengthened and fiscal policy
gets closer to the median voter preferences [2; 8; 10; 20 — 23].
The quality of public institutions are captured by two variables;
the first is the control of corruption (percentile rank among all
countries; 0 = lowest, 200 = highest) and the second is the
rule of law (percentile rank among all countries; 0 = lowest,
200 = highest).

« Official economy.

As has been shown in a number of studies [9; 24], the
situation of the official economy also plays a crucial role in
people's decision to work or not to work in the shadow
economy. In a booming official economy, people have many
opportunities to earn a good salary and "extra money" in the
official economy. This is not the case in an economy facing
a recession, and more people try to compensate their losses
of income from the official economy through additional shadow
economy activities. In order to capture this, the author uses
the following two variables: (1) unemployment rate defined as
total unemployment in percentage of total labour force (a positive
sign expected); and (2) inflation rate: GDP deflator (annual
rate in percent); inflation is measured by the annual growth
rate of the GDP implicit deflator, it shows the rate of price
changes in the economy as a whole (a positive sign expected).

Contribution of some cause variables to the size of the
informal economy of six countries over the period of 1999 —
2013 is given in Fig. 1.
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Fig. 1. Contribution of some cause variables to the size of the informal economy of Ukraine, Armenia, Kazakhstan,
the Kyrgyz Republic, the Russian Federation and Tajikistan, average over 1999 — 2013,
only statistically significant variables (author's calculations)

Because the shadow economy cannot be directly measured,
the author has to use indicators in which shadow economy acti-
vities are reflected. Thus, the following indicators have been used:

¢ Monetary indicators.

Given that people who engage in shadow economy
transactions do not want to leave traces, they conduct these
activities in cash. Hence, most shadow economy activities are
reflected in an additional use of cash (or currency). To take
this into account, the author uses the following indicator: MO/M1.
MO corresponds to the currency outside the banks; the usual
definition for M1 is MO plus deposits.

¢ Labour market indicators.

Shadow economy activities are also reflected in labour
market indicators. The author uses the following one: labour
force participation rate: this is a proportion of the population
that is economically active, supplying labour for the production
of goods and services during a specified period.

e The state of the official economy.

In addition, shadow economy activities are reflected
in the state of the official economy. For this reason, the author
includes the following indicator: growth rate of GDP per capita,
i.e. the annual growth rate of the GDP per capita.

Estimating the size and trend of a shadow economy
is a difficult and challenging task. Methods — designed to es-
timate the size and trend of the shadow economy — such as
the currency demand approach or the electricity approach
consider just one indicator that "must" capture all effects of
the shadow economy [2; 9; 25; 26]. However, it is obvious that
shadow economy effects show up simultaneously in the production,
labour, and money markets. The empirical method used in this
paper is based on the statistical theory of unobserved variables,

which considers multiple causes and multiple indicators of the
phenomenon to be measured, i.e. it explicitly considers mul-
tiple causes leading to the existence and growth of the shadow
economy, as well as the multiple effects of the shadow economy
over time. In particular, the author uses a Multiple Indicators
Multiple Causes (MIMIC) model — a Structural Equation Model
(SEM) with one latent variable — for the empirical analysis [27].
The main idea behind a SEM is to examine the relationships
between unobserved variables in terms of the relationships between
a set of observed variables by using the covariance information
of the latter. In particular, a SEM compares a sample covariance
matrix, i.e. the covariance matrix of the observed variables,
with the parametric structure imposed on it by a hypothesized
model. The relationships between the observed variables are
described in terms of their covariances and it is assumed that
they are generated by (a usually smaller number of) unobserved
variables. In the MIMIC model presented in this paper, the
shadow economy is the unobserved variable and is analysed
with respect to its relationship to the observed variables using
the covariance matrix of the latter. For this purpose, the unob-
served variable is, in a first step, linked to the observed indi-
cator variables in a factor analytical model, also called a meas-
urement model. Second, the relationships between the unob-
served variable and the observed explanatory (causal) variables
are specified through a structural model. Thus, a MIMIC model
is the simultaneous specification of a factor model and a struc-
tural model. In this sense, the MIMIC model tests the consis-
tency of a "structural" theory through data and has two goals:
(i) estimating the parameters (coefficients, variances, etc) and
(ii) assessing the fit of the model. Applying this to the shadow econo-
my research, these two goals mean (i) measuring the relation-
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ships of a set of observed causes and indicators to the shadow
economy (latent variable), and (ii) testing if the researcher's
theory or the derived hypotheses, as a whole, fit the data used.
Table 1 presents four different specifications of estimating
the size and development of the Armenian, Kazakhstan, Kyrgyz,
Russian, Tajikistani and Turkish size of the shadow economy.
The author uses a MIMIC estimation procedure over the period
of 1999 — 2013 (yearly data). When considering the cause
variables, one can realise that the variable of indirect taxes has
the expected sign and the estimated coefficient is highly statis-
tically significant for all four specifications. The variable of direct
taxes and social security contributions has the theoretically
expected positive sign and is statistically significant, too. Again,

the unemployment rate is highly statistically significant and has
the expected positive sign in all four specifications. The estimated
coefficients of regulatory quality are not statistically significant
and have switching signs. The estimated coefficients of government
effectiveness have the expected negative sign but are not sta-
tistically significant except for some causes. Control of corruption
has the expected negative sign and is statistically significant.
The estimated coefficients of the variable "business freedom"
have the expected negative sign and are statistically significant.
If one turns to the indicator variables, the variables MO to M1,
GDP growth and labour force participation have all the theore-
tically expected signs and GDP growth and labour force parti-
cipation are statistically significant (Fig. 1).

Table 1
MIMIC model estimations for 6 East Europe countries (standardized solution), Armenia, Kazakhstan,
the Kyrgyz Republic, the Russian Federation, Tajikistan and Turkey, the period from 1999 to 2014
Specification 1 2 3 4
Cause Variables
. +0.40*** +0.49%** +0.56** +0.56***
Indirect taxes (% of GDP) (4.24) (3.23) (2.43) (2.72)
Direct taxes and social security 0.26** 0.28** - -
contributions (% of GDP) (2.04) (2.00)
0.30** 0.31** 0.48** 0.49***
Unemployment rate (2.16) (2.05) (2.36) (2.57)
. -0.08 - - 0.14
Regulatory quality (0.99) (1.59)
Government effectiveness ) ('10 jg’) (024%3* ('10 515’)
Control of corruption (232; B (011956*)* (02213;)*
0.05 -0.15* - -
Rule of law (0.35) 1.73)
Business freedom ) (02 11%* (02 1192*)* (02 1065)*
Indicator Variables
Ratio M0 to M1 1.00 1.00 1.00 1.00
-0.36** -0.21* -0.22* -0.16
GDP growth (2.33) (1.64) (1.69) (1.56)
Labour force participation rate %30571;* %3022;* %zzg;;* %215::;*
Observations 112 112 112 112
Degrees Freedom 42 42 42 42
Chi-square 58.40 35.35 47.49 49.55
RMSEA 0.15 0.11 0.15 0.12

Note. Absolute z-statistics in parentheses. *, **, *** indicate significance at the 10 %, 5 %, and 1 % level, respectively.

The estimated MIMIC coefficients allow the author to
determine only relatively estimated sizes of the shadow eco-
nomy, which describe the pattern of the shadow economy in a par-
ticular country over time. In order to calculate the size and trend
of the shadow economy, one must convert the MIMIC index
into "real world" figures measured in percentage of official
GDP or in currency units. This final step requires an additional
procedure: so-called benchmarking or calibration. Unfortunately,
no consensus exists in the literature of which benchmarking
procedure to use. The methodology used by the author was
promoted by Dell'’Anno [28] and Dell'’Anno and Solomon [29].
In the first step, the MIMIC model index of the shadow eco-
nomies is calculated using the structural equation (1), i.e. by
multiplying the coefficients of the significant causal variables
with the respective time series.

Secondly, this index is converted into absolute values
of the shadow economies, taking the base values in a particular
base year. The base values necessary for this final step of the
calibration procedure are from the year 2007 and are taken
from Schneider, Buehn and Montenegro [1] who estimated
the shadow economies in 162 countries around the world using
the MIMIC and the currency demand approach. Thus, the size
of the shadow economy n" at time t is given as:

A 77‘ *
=" 772000, (1)

2000
where n denotes the value of the MIMIC index at t according
to equation (1), n2000 is the value of this index in the base
year 2007, and n 2007 iS the exogenous estimate (base value)
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The size and development of the shadow economies
of Armenia, Kazakhstan, the Kyrgyz Republic, the Russian Fe-
deration, Tajikistan and Turkey are shown in Table 2 and Fig. 2.

Table 2
Preliminary estimates of the size of the shadow economy
(on the basis of specification 4 of the regression equation) of seven countries (author's calculations)
Country Years Country
199912000 | 2001 | 2002 | 2003 [ 2004 | 2005 | 2006 [ 2007 | 2008 | 2009 [ 2010|2011 |2012| 2013|2014 | 2015 Av.
Armenia 46.6146.3|45.4(445143.9|43.6|42.7142.1]41.1|40.6|415]|41.1|40.4]140.0|39.5(39.8|40.1| 423
Kazakhstan 426]1419]141.0(41.2139.6|39.1|384|38.0|37.4]|36.8|37.3]136.7|359|35.2|34.4(34.0|33.8 35.8
Kyrgyz Republic |[41.0141.2(41.6|41.0|41.9|41.6|40.4]139.2(38.8|36.2|35.4|34.4(33.21324(32.0|325]33.1 37.4
Eé‘jz'rg’t‘ion 35.1|36.1|37.0(37.8|38.8|39.5(40.1|40.8|41.6|41.7|41.6]|41.1|41.0[40.7|40.4|408[41.2| 39.7
Tajikistan 39.9140.2|40.5(40.8141.3|41.8|42.0|42.3|41.0|41.1]|1419|42.0|428]|41.3(41.9|424]43.1 41.5
Turkey 35.0134.2|33.6/33.0]3221315|30.7|30.4|29.3|285]|289(28.3|27.7|27.2]|265]|27.2|27.8 30.1
Ukraine 492 148.71479|476|147.3|47.0|46.8|46.6|41.1|140.6|41.5]|41.1|40.4]|40.0]39.5(46.5|47.1 44.6
60 ~ o P more or less decreases up to the year 2013 to 34.4 %. In the
50 # gﬁ P PR ~ 3;- v;‘q Kyrgyz Republ[c (Arr.nenia). the value is 41.0 % (46.6 %) in the
o s,' g5 S5 oI5 S5 g2 o e [As year 1999, which slightly increases to 41.9 % (decreases to
40 3 f F ! A ‘ N ! f 43.9 %) in 2003 and then more or less continuously falls to
ﬁ / /’ ’ ’ ’ # ﬁ s ﬁ 32.0 % (39.5 %) in the year 2013. The Russian Federation
30 /] # # ’ ﬁ # /’ ’ / / has a size and development of the shadow economy of 35.1 %
20 ’ ﬁ /’ r‘ ’ # ﬁ ’ ﬁ in the year 1999, which increases to 41.7% in 2008 and then
# /] /) | ﬁ / ’ / ’ falls slightly back to 40.4 % in 2013. In Tajikistan (Turkey) the
10 ﬁ / ’ s ’ / # ‘ ’ ﬁ size of the shadow economy in the year 1999 is 39.9 %
0 BRLAR/HRLAR/ERLHR SRR/ SH /2R (35.0 %) which increases to 42.3 % (decreases to 30.4 %) in
1999 2000 2005 2008 2009 2010 2011 2012 2103 2014 2015 2006 and then decreases to 41.9 % (26.5 %) in 2013. Hence,
Flukraine [JRussian Federation a somewhat similar development can be observed for Ar-
menia, Kazakhstan, the Kyrgyz Republic and Turkey and a quite

Fig. 2. The size of the shadow economy for Ukraine
and the Russian Federation in % of GDP from 1999 to 2015
(author's calculations)

These are preliminary results and the MIMIC estima-
tions shown in Table 1 are the first ones to be used for the
calculations. If one discusses the size of the shadow economy
of Kazakhstan, it has a value of 42.6 % in the year 1999 which

different one is seen in the Russian Federation and Tajikistan.
As these are preliminary results, no further interpretation will
be given here.

In Fig. 3 further results for the shadow economies of
18 European and these six countries in 2015 and in Fig. 4 the
shadow economies of 25 former transition countries for the
year 2007 are shown.
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Fig. 3. A comparison of the shadow economies of 18 European + 6 Eastern countries in 2015, in % of official GDP
(author's calculations)
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Fig. 4. Size of the shadow economy of the 25 former transition countries in 2007, in % of GDP
([10] and the author's calculations)

As has been discussed in the literature review, Abdih
and Medina [3] have also undertaken an estimate of the size
and development of the shadow economy of 26 countries from
Eastern Europe, the Caucasus and Central Asia including Ka-
zakhstan, Kyrgyz Republic and Tajikistan. As they did not
estimate the size and development of the Russian Federation
shadow economy, no comparison can be made between these
two completely independent estimates. The results are shown
in Table 3. Comparing these results, one clearly realize that the
size and development of the shadow economy by the study of
Abdih and Medina are to some extent lower than the author's
estimates. The smallest difference is in the case of Kazakhstan
where Abdih and Medina estimate 33.0 % and the author esti-
mates 36.8 %. The largest difference is in the case of the Kyrgyz
Republic (Armenia) where they estimate 26.3 % (35.0 %) in 2008
and the author measures 36.2 % (40.6 %) in 2008. As in these
two studies different causal factors and a quite different country
sample are used and as Abdih and Medina make a pure
gross section analyses whereas the author undertook a small
panel estimation for the four countries over the period from
1999 to 2013, the estimation differences should not astonish.
So far, this is the only other study which allows a comparison
between the author's and their estimates.

Table 3

A comparison of the size of the informal economies
of Kazakhstan, the Kyrgyz Republic and Tajikistan in the studies
by Abdih and Medina and Schneider for 2008 [3; 26]

Size of the shadow economy
(absolute value in % of GDP) in the year 2008
Country - -
Study of Abdih Study of Schneider
and Medina (2013) (2015)
Armenia 35.0 40.6
Kyrgyz Republic 26.3 36.2
Tajikistan 32.8 41.1
Kazakhstan 33.0 36.8
Mean 27.4 -
Standard
Deviation 3.0 B

Writing this paper the author had many obstacles to
overcome when measuring the size of the shadow economy
of these six countries — Armenia, Kazakhstan, the Kyrgyz Re-
public, the Russian Federation, Tajikistan and Turkey. Howe-
ver, this preliminary paper shows that the author has made
some progress. Estimates of the size of the shadow econo-
my, of these four countries over the period 1999 — 2013 have
been provided using the MIMIC procedure for the econometric
estimation and the benchmarking procedure for calibrating the
estimated MIMIC into absolute values of the size of the
shadow economy of these countries.

This new knowledge/insights gained with respect to
the size and trend of the shadow economies for six countries
has lead to the following three conclusions:

The first conclusion from these results is that for all six
countries investigated the size of the shadow economy is quite
large with an average value of 42.6 % for Armenia, 38.4 % for
Kazakhstan, 38.0 % for the Kyrgyz Republic, 39.6 % for the
Russian Federation, 41.4 % for Tajikistan and 30.5 % for Turkey.

The second conclusion is that the shadow economies
are a complex phenomenon that is present to an important
extent in these six countries. People engage in shadow eco-
nomy activities for a variety of reasons. Among the most impor-
tant are government actions, most notably taxation, regulations
and the quality of public (government) services.

The third conclusion is that there are country dispa-
rities in the level of informality and its development.

Considering these three conclusions, it is obvious that
one of the big challenges for every government is to under-
take efficient and incentive orientated policy measures in order
to make work in the shadow economy less attractive. And,
hence, to make work in the official economy more attractive,
successful implementation of such a policy may lead to a
stabilization or even reduction of the size of the shadow eco-
nomy, as can be seen in these countries.

Finally, ten examples of incentive-oriented policy mea-
sures to reduce shadow economy activities are given:

(1) reduction of direct and indirect tax rates;

(2) exemption of the value-added tax on labor-inten-
sive economic activities, like reconstruction of old houses;
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(3) mini-job regulation like in Germany;

(4) labor-intensive services could be tax-deductible
per household up to a certain amount per year;

(5) those firms, who do demand or supply shadow eco-
nomy activities, should be expelled for 4 to 5 years from all
public contracts;

(6) abolishment of cash: this would increase the trans-
action costs for shadow economy activities and, hence, reduce
them. However, this is quite a severe interference into individuals'
behavior as people have been used to pay in cash for centuries;

(7) incentives to use credit cards for transactions (e.g. re-
duced fees or taxes);

(8) strong punishment if shadow economy activities
are linked to organized crime (like prostitution);

(9) introduction of a lottery: people submit their bills
from supermarkets with all taxes on it and win a prize;

(10) good governance and a deregulation of the "offi-
cial" economy.
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NMOCTPOEHUE SNEKTPOHHOI'O YNPABJIEHUA
NMYTEM PE®OPM: OlNbIT BOJIFTAPUUA

lMempoea M. M.

OnNeKTPOHHOE ynpaBneHne sIBNSeTCa OOHUM U3 NPUOPUTETOB MONUTUKM Bonrapckoro npasu-
TenbcTBa. ATO OAMH U3 CNOCOOOB BbIXOAA M3 AKOHOMUYECKOTO KpU3MCa, CHUKEHWUSI YPOBHS KOP-
pynuuu, yMeHblUeHWsa 3aTpaT Ha agMUHUCTPUPOBaHME W MOBbIWEHUS €ro npo3pavyHOCTU.
Mcnonb3oBaHne UHOPMaLMOHHO-KOMMYHUKALMOHHBIX TEXHOSOIMMIA B AEMOKPaTUYECKOW NpakTuke
paccMaTpuBaeTCs Kak HOBasi BO3MOXHOCTb ANS peanusaumy npo3padyHOCTU YUYpexaeHun, ynyd-
LEeHNA CBA3M C roCy4apCTBEHHOW agMuHUCTpauuen u oboraileHus cogepxaHus u macwrtaba
ananora ¢ HMMWU. BaxHbIM SBNSETCS CyLWECTBEHHOE 3aKpernsneHne 3TON TeMbl B NONUTUYECKOM
npouecce C NOMOLLbI COOTBETCTBYIOLLMX PEKNaMHbIX KamnaHui unu nobbuposaHus, a Takke no-
MOLWb B Buae cybcuaum v CTUMynupylowmnx nporpamm. MHgopmaTtusaums rocyaapCTBEHHOMo
ynpaBneHns sBNAeTCs npoueccoM, Tpebyrowmnm 6onblmMx agMMHUCTPaTUBHBIX pecypcoB. [oaTomy
HeobXxoANMMO co34aHne KOMMMEKCHON CUCTEMbI MOKasaTenen AN OUEeHKM CTaaun pasBuUTUS dnek-
TPOHHOrO ynpaeneHust B bonrapun n metogonornm ee npakTU4eckoro npumeHenusd. NpoaHanu-
3MpOBaHbl NpPobnemMbl M NepcrnekTuBbl PasBUTUS UHGOPMaTM3aLMM OpraHoB roCydapCTBEHHOW
Bnactu B bonrapuu, packpbiTbl OCHOBHblIE TeHAEHUUU (opMUPOBaHUA INAEKTUBHBLIX CUCTEM
NpeaoCTaBeHNs ANeKTPOHHbIX yYCnyr. JOCTUrHyTble pe3ynbTaTbl B 0611acTv BHEOPEHNS 3NEKTPOH-
HOro ynpasneHusa B bonrapum 3HauntenbHbl, HO HegocTaToudHbl. CyuwecTByeT 6asoBas MHdpa-
CTPYKTYypa, HO Ha CErogHsILHUA AeHb BbINOSIHEHA TOMBbKO YacTb Heobxoaumon paboTbl Ans npe-
AOCTaBMNeHMs ANeKTPOHHbIX ycnyr. OcHoBoMNonararoLwmne KOMMIEKCHbIE YCryrn OTCYTCTBYIOT, €CTb
HegoCTaTOYHOE NMOHUMAaHME CIOXHbIX NPABOBbLIX BOMPOCOB M HE YETKO ChopMynupoBaHbl Tpebo-
BaHWA K paspaboTtumkam cuctem n ycnyr. OOwas oueHKa pasBUTUS 3NEKTPOHHOIO pPa3BUTUS
MECTHbIX OpraHoB BfacTu SBNSETCA HM3KOW, HO OOHageXxuBaeT TO, YTO aHanu3 BbIIBUST MHOMO
XOPOLUMX NPUMEPOB, KOTOPbIE MOMK Bbl CTaTb 06pa3LOoM 1 ANA OPYrMX CTPaH.

Krrouesbie criosa: I/IHCbOpMaLI,VIOHHO-KOMMyHVIKaLI,I/IOHHbIe TEXHOITOTNN, BNEKTPOHHOE MpaBun-

TENbCTBO, MH(OPMATU3ALMS OPraHOB rOCYAapCTBEHHOW BMNACTW, 3MEKTPOHHbIE KOMMYHUKaLWK,
3MEKTPOHHbIE YCNyTH.
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